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CONSUMER CREDIT LABELING BILL 


WEDNESDAY, MARCH 23, 1960 


U.S. SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION AND STABILIZATION, 
Washington, D.C. 

The subcommittee met, pursuant to notice, in room 5302, New 
Senate Office Building, at 10 a.m., Senator Paul H. Douglas (chairman 
of the subcommittee) presiding. 

Present: Senators Douglas, Frear, Clark, Proxmire, Bennett, and 
Bush. 

Senator Doveras. The hour of 10 o’clock having arrived, the com- 
mittee will come to order. 

This hearing has been called by the Subcommittee on Production 
and Stabilization of the Senate Committee on Banking and Currency 
to take testimony on S. 2755, a bill to assist in the promotion of eco- 
nomic stabilization by requiring the disclosure of finance charges in 
connection with extensions of credit. 

The purpose of this bill is to require that the American consumer 
be given the truth, the whole truth, and nothing but the truth, about 
the interest rates and finance charges he is asked to pay when he bor- 
rows money or buys an article on the installment plan. 

Let me make it clear it is not our purpose to control credit. It is 
not our intention to preempt State authority over the level of rates 
and charges. Our objective is, above all, to strip the disguises and 
camouflage which frequently hide or distort the true price of credit. 

Let me cite just four types of finance charge disguises: 

(1) Sometimes the consumer is quoted a price in terms of so much 
down, so much a month. Frequently the advertisements do not say 
how many months payment is going to continue. No price of credit 
is stated. The price of credit is buried in this “easy terms” quotation. 
The true annual rate—which may vary from 6 percent to more than 
100 percent—is never disclosed. 

( 3). The second method or type of disguise is where the price of 
credit is quoted as a monthly rate. The true annual rate is 12 times 
the quoted monthly rate. A monthly rate of 314 percent is 42 percent 
ayear. I may say this type is particularly characteristic of personal 
finance loans. 

(3) The price of credit sometimes is quoted as a percentage of the 
original amount, rather than of the unpaid balance. The consumer 
who repays a debt on an installment basis is, at any one time, indebted 
to the extent of the unpaid balance, not the original amount. Under 
these circumstances, the real rate is about twice the rate stated. A 
6 percent rate is in reality almost a 12 percent rate. 
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2 CONSUMER CREDIT LABELING BILL 


(4) Frequently the price of credit is stated as an “add on” or 
“discount,” which is applied to the original amount. The simple rate 
or true rate is approximately double the “add on” or “discount” rate. 

We sometimes do not realize the enormous amount of personal debt 
in this country. The statistics show that at the end of 1959 personal 
debt reached the all-time high of $183 billion, divided between mort- 
gage debt on nonfarm one- to four-family properties and consumer 
credit, as follows: 


Billions 

Mortgages _ --_----- eh nee a teen inmaiounes $131 
I a oe tes ans ecm eas imines 52 
NN ON ne 2 i a ig encom 183 


I may say in January there was a slight fall in the volume of con- 
sumer credit. 

Since the end of World War II, mortgage debt has increased nearly 
six times—from $18.6 billion in 1945 to $131.2 billion in 1959; con- 
sumer credit has increased more than eight times—from $5.7 billion in 
1945 to $52 billion by the end of 1959. 

During the 1950°s alone, personal debt increased 160 percent. 

We estimate that by the end of this year the American consumer 
will be entangled in a $200 billion web of debt. 

At this rate, personal debt could exceed the Federal public debt 
in just a few years from now. 

— his bill rests on three propositions : 

~ 1. Because of the widespread use of misleading and deceptive meth- 
ods of stating the price of credit, ordinary citizens find it difficult to 
make meaningful comparisons and therefore intelligent choices of 
the various credit terms offered to them. 

In my judgment, every borrower should have the right to full 
knowledge of the terms and contents of credit contracts, stated in a 
uniform and truthful manner. 

I want to repeat that our purpose is not to regulate the level of 
rates. This charge has been made and I am sure it will be made 
again, but it is not true. Our only purpose is for the consumer to 
know what the rates and the charges come to, the annual rate as a 
percentage of the unpaid balances and the total amount of the interest 
and other charges which are made. 

I want to ask this question of the witnesses, of the committee, and 
of the American public: Is not the borrower or the buyer entitled to 
thetruth? It seems to me to be as basically simple as that. 
~ 2. The benefits of effective competition cannot be realized if the 
buyers (borrowers) do not have adequate knowledge of the alterna- 
tives which are available to them. 

In my judgment, S. 2755 would invigorate competition in the con- 
sumer credit market by requiring a return to price competition. 

Extra-normal profits earned through the ability to mislead bor- 
rowers would be minimized. 

- 3. The rapid growth of personal debt can become excessive because 
of consumer ignorance of the full costs involved. Consumers are 
usually their own best credit managers, provided that they have a 
clear understanding of all of the costs ; which are involved. 

I think I should report that the governmental agencies in general 
favor the bill. 
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CONSUMER CREDIT LABELING BILL 3 


The Board of Governors of the Federal Reserve System reports 
that: 


The Board strongly endorses the objective of the disclosure requirements of 
the bill, but believes that it would not be appropriate to vest the Board with 
responsibility for administering its provisions. 


The Federal Trade Commission would— 
Favor the principle underlying 8S. 2755— 
but— 


defers to the judgment and experience of the Board of Governors of the Federal 
Reserve System. 


The Federal Home Loan Bank Board is— 
in accord with the principle of the bill. 
The Department of the Treasury is— 


in accord with the stated purpose of the act to assure a full disclosure to a 
borrower of the cost of credit— 


and— 


would have no objection to the enactment of legislation which would require 
such disclosure. 


The Department of Health, Education, and Welfare is— 


in accord with the general purposes of this bill to assure the full disclosure 
of the cost of credit with a view to preventing the uninformed use of credit to 
the detriment of the national economy. 


and observes that— 


thrift * * * implies the judicious use of credit and it is important that all 
persons fully realize the cost of credit expressed in terms which can be readily 
understood and which can also be used as a uniform basis of comparison. 


Unless there is objection from the members of the committee, the 
text of the bill, a digest of the bill, copies of the agency reports, and 
a memorandum I have had prepared covering the various technical 
aspects of the bill will be inserted in the record at this point. 

(The documents referred to follow :) 


[S. 2755, 86th Cong., 2d sess.] 


A BILL To assist in the promotion of economic stabilization by requiring the disclosure 
of finance charges in connection with extensions of credit 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Congress finds and declares that 
economic stabilization is threatened when credit is used excessively for the 
acquisition of property and services. The excessive use of credit results fre 
quently from a lack of awareness of the cost thereof to the user. It is the 
purpose of this Act to assure a full disclosure of such cost with a view to pre- 
venting the uninformed use of credit to the detriment of the national economy. 

Sec. 2. As used in this Act, the term— 

(1) “Credit”? means any loan, residential mortgage, deed of trust, advance, or 
discount; any conditional sales contract; any contract to sell, or sale, or con- 
tract of sale of property or services, either for present or future delivery, under 
which part or all of the price is payable subsequent to the making of such 
sale or contract; any rental-purchase contract; any contract or arrangement for 
the hire, bailment, or leasing of property; any option, demand, lien, pledge, or 
other claim against, or for the delivery of, property or money; any purchase, 
discount, or other acquisition of, or any credit upon the security of, any obli- 
gation or claim arising out of any of the foregoing; and any transaction or 
series of transactions having a similar purpose or effect. 
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4 CONSUMER CREDIT LABELING BILL 


(2) “Finance charges” includes charges such as interest, fees, service charges, 
discounts, and such other charges as the Board of Governors of the Federal 
Reserve System may by regulation prescribe. 

(3) “Person” means any individual, partnership, association, business trust, 
corporation, or unincorporated organization. 

Sec. 3. Any person engaged in the business of extending credit shall furnish 
to each person to whom such credit is extended, prior to the consummation of 
the transaction, a clear statement in writing, in accordance with rules and regu- 
lations which the Board of Governors of the Federal Reserve System shall 
prescribe, (1) setting forth the total amount of the finance charges to be 
borne by such person in connection with such extension of credit, and (2) 
stating the percentage that such amount bears to the outstanding principal 
obligation, or unpaid balance, expressed in terms of simple annual interest. 

Sec. 4. Any regulation under this Act may be established in such form and 
manner, may contain such classifications and differentiations, and may provide 
for such adjustments and exceptions as in the judgment of the Board of Gov- 
ernors of the Federal Reserve System are necessary or proper to effectuate 
the purposes of this Act or to prevent circumvention or evasion, or to facilitate 
enforcement of this Act, or any rule or regulation issued under this Act. In 
prescribing any exceptions hereunder with respect to any particular type of 
credit transaction the Board shall consider whether in the case of such trans- 
action substantial compliance with the disclosure requirements of this Act is 
being achieved under any other Act of Congress or the law of any State. The 
Board shall also exempt those credit transactions between business firms as to 
which it determines adherence with the disclosure requirements of this Act 
is not necessary to carry out the purpose of this Act. 

Sec. 5. No person shall extend credit in contravention of this Act or of 
any regulation prescribed thereunder. 

Sec. 6. Any person who willfully violates any provision of this Act or any 
rule or regulation issued thereunder shall be fined not more than $5,000 or im- 
prisoned not more than one year, or both. 


[Committee print May 3, 1960] 
S. 2755, 86th Cong., 2d sess.] 


A BILL To assist in the promotion of economic stabilization by requiring the disclosure of finance charges 
in connection with extensions of credit 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, Phat the Congress finds and deelares that eeonomie 
stebilisation is threatened when eredit is used exeessively for the eequisitien ef 
preperty and sepviees: The exeessive use of eredit restits freettentiy from a trek 
ef aavareness of the eost theresf te the user: 4+ is the purpose of this -~Aet te asstire 
@ ful diselesure of seh eost with a view te preventing the uninformed use of eredit 
te the detriment of the Hitistel eecHoRE 

See: 2- As used im this -~et the term— 

ok ‘“Credit= means any loan, residential mortgage; deed of trust: advance; or 


Si Lethe ekiueicesmiainn-hesteinnns Ubitbag tale paleeet ar kanebe auliven: under aaah 


pert or all of the price is payable subseqtent te the meking of steh sale or eon- 
treet; any rentel ptrehase contract; any contract oF arrangement for the hire; 


against, or fer the delivery of property or money; any purchase; diseount, oF 
ether seqitisitien of er any eredit uper the seeurity of any obligation er elaim 
arising ont of ane of the feregeine: and any transeeticn oF series of transeetions 
Heese + stile pttppese ar effet: 

42 <‘:Kinenee ehareest inehides eharees stteh a6 Hterest fees; sepviee eharges; 
disestnts. and steh ether eharees as the Beard of Governors of the Kederat Reserve 


mastet tae be pesttttiet preseribe: 
+a ‘Person means any individual partnership; asseciation; business trust; 


Ht Hert het erentttttttiott: 

Swe: 3- Any person engaged in the business of extending eredit shell furnish 
te eneh person te when steh eredit is extended: prick te the eonstimtion of the 
transeetion, & elear statement in writing; in seeordaree arith sles and regttetions 
ee es oe chests ky beast ue coe 
44 setting ferth the total ametnt ef the finanee eharges te be borne by 
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pemen-jesennnation-nith mach detention shemnily sud 0) seling on perventage 
that seh amernt bears te the eutstending principal obligation, or unpaid balance; 
expressed H+ terms of sinple annie interest: 

sre: 4; Any regulation under this Aet may be established in seh form and 
manner, mey contain such elassifieations end differentiations, and mey previde 
fer steh adjustments and exeeptions as in the jidement of the Board of Governors 
ef the Federal Resepre System are necessary or proper te effeetuate the purpeses 
of this Aet or te prevent cireumevention or erasion, oF to freilitate enforeement of 
this Let er any role or peettation issted under this -+et: In preseribing any exeep- 
tiens hereunder with respeet te any partieular type of eredit transmetion the Beard 
shel eonsider whether it the ease of sueh transmetion substantial eomplianee with 
the diselestire reqttirements of this Aet is being aehieved under any other Act of 
Congress er the lew of any State: Fhe Board shalt also exempt these eredit 
transactions between business firme as te ahich it determines adherenee with the 
diselesite reqttirements of this -vet is net necessary te entry out the ptrpese of 
this -ket- 

Bee: 6: Ne person shal extend eredit in contravention of this Act or of any 
Heestltiter presetibed trepettetet: 

Bee: 6 7Hy person aehe wilttull vielates any provision ef this cet or any Fite 
ee Peetititiot insted theretidetr shell be fred Hot tote thet Be G04 ot iteprisoHed 
het more than ene year; er beth: 

That this Act may be cited as the ‘‘Finance Charge Disclosure Act’’. 


DECLARATION OF PURPOSE 


Sec. 2. The Congress finds and declares that economic stabilization is threatened 
when credit 18 used excessively for the acquisition of property and services. The 
excessive use of credit results frequently from a lack of awareness of the cost thereof 
to the user. It is the purpose of this Act to assure a full disclosure of such cost with 


a view lo preventing the uninformed use of credit to the detriment of the national 
economy. 


DEFINITIONS 
Sec. 3. As used in this Act, the term— 
(1) “Board” means the Board of Governors of the Federal Reserve System. 


(2) “Credit” means any loan, residential mortgage, deed of trust, advance, 
or discount; any conditional sales contract; any contract to sell, or sale, or 
contract of sale of property or services, either for present or future delivery, 
under which part or all of the price is payable subsequent to the making of 
such sale or contract; any rental-purchase contract; any contract or arrange- 
ment for the hire, bailment, or leasing of property; any option, demand, lien, 
pledge, or other claim against, or for the delivery of, property or money; any 
purchase, discount, or other acquisition of, or any credit upon the security of, 
any obligation or claim arising out of any of the foregoing; and any transaction 
or series of transactions having a similar purpose or effect. 

(3) “Finance charge” includes interest, fees, service charges, discounts, and 
such other charges incident to the extension of credit as the Board may by 
regulation prescribe. 

(4) “Creditor” means any person engaged in the business of extending credit, 
including any person making loans or selling or renting property or services 
on a time, credit, or installment basis, either as principal or as agent, who 
requires, as an incident to the extension of credit, the payment of a finance 
charge. 

(5) “Person” means any individual, corporation, partnership, association, or 
other organized group of persons, or the legal successor or representative of the 
foregoing, and includes the United States or any agency thereof, or any other 
government, or any of its political subdivisions, or any agency of any of the 
foregoing; except that no punishment or penalty provided by this Act shall 


apply to the United States, or to any such government, political subdivision 


OF 
government agency. 


DISCLOSURE OF FINANCE CHARGES 


Sec. 4. Any creditor shall furnish to each person to whom credit is extended, 
prior to the consummation of the transaction, a clear statement in writing 
setting forth, to the extent applicable and in accordance with rules and regula- 
tions prescribed by the Board, the following information— 
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(1) the cash price or delivered price of the property or service to be 
acquired ; 

(2) the amounts, if any, to be credited as downpayment and/or trade-in; 

(3) the difference between the amounts set forth under clauses (1) and 
(2); 

(4) the charges, individually itemized, which are paid or to be paid by 
such person in connection with the transaction but which are not incident 
to the extension of credit; 

(5) the total amount to be financed ; 

(6) the finance charge expressed in terms of dollars and cents; and 

(7) the percentage that the finance charge bears to the total amount to 
be financed expressed as a simple annual rate. 


REGULATIONS 


Sec. 5. (a) The Board shall prescribe such rules and regulations as may be 
necessary or proper in carrying out the provisions of this Act. Any rule or 
regulation prescribed hereunder may contain such classifications and differen- 
tiations, and may provide for such adjustments and exceptions, as in the judg- 
ment of the Board are necessary or proper to effectuate the purposes of this Act 
or to prevent circumvention or evasion, or to facilitate the enforcement of this 
Act, or any rule or regulation issued thereunder. In prescribing any exceptions 
hereunder with respect to any particular type of credit transaction the Board 
shall consider whether in such transaction substantial compliance with the dis- 
closure requirements of this Act is being achieved under any other Act of Con- 
gress. The Board shall erempt those credit transactions between business firms 
as to which it determines adherence with the disclosure requirements of this 
Act is not necessary to carry out the purposes of this Act. 

(b) In the erercise of its powers under this section, the Board shall request 
the views of other Federal agencies exercising regulatory functions with respect 
to creditors, or any class of creditors, which are subject to the provisions of 
this Act, and such agencies shall furnish such views upon request of the Board. 


EFFECT ON STATE LAWS 


Sec. 6. This Act shall not be construed to annul, or to exempt any creditor 
from complying with, the laws of any State relating to the disclosure of infor- 
mation in connection with credit transactions, ercept to the extent that such 
laws are directly inconsistent with the provisions of this Act. The Board shall 
by ~egulation except from the requirements of this Act any credit transactions 
or class of transactions which it determines are effectively regulated under the 
laws of any State so as to require the disclosure by the creditor of the same or 
substantially the same information as is required under section 4 of this Act. 


PENALTIES 

Sec. 7. (a) Any creditor who in connection with any credit transaction fails 
to disclose to any person any information in violation of this Act, or any regula- 
tion issued thereunder, shall be liable to such person in the amount of $1,000, 
or in an amount equal to twice the finance charge required by such creditor in 
connection with such transaction, whichever is the lesser. Action to recover 
such penalty may be brought by such person, within one year from the date of 
the occurrence of the violation, in any court of competent jurisdiction. In any 
action under this subsection, the creditor shall be liable for reasonable attorney's 
fees and costs as determined by the court. As used in this subsection, the term 
“court of competent jurisdiction” means any Federal court of competent juris- 
diction regardless of the amount in controversy and any State court of competent 
jurisdiction. 

(b) Except as specified in subsection (a) of this section, nothing contained in 
this Act or any requlation thereunder shall affect the validity or enforcibility of 
anu contract or transaction. 

(ec) Any person who willfully violates any provision of this Act or any reau- 
lation issued thereunder shall be fined not more than $5,000 or imprisoned not 
more than one year, or both. 


EFFECTIVE DATE 


Sec. &. This Act shall become effective on July 1, 1961. 
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DiIGEsT OF S. 2755 


Section 1 states the purpose of the bill to assure a full disclosure of such cost 
(of credit) with a view to preventing the uninformed use of credit to the 
detriment of the national economy. 

Section 2 defines certain terms. The term “credit” is intended to cover in- 
stallment purchases, small loans, and mortgages entered into by consumers 
at the retail level. The term “finance charge” is intended to mean the difference 
between the “time” and “cash” price. It includes interest, fees, service charges, 
and discounts. 

Section 3 requires the disclosure of finance charges in two forms: (a) The 
dollar amount, and (b) as a true annual rate on the unpaid balance. 

Section 4 places the responsibility for supervision in the Board of Governors 
of the Federal Reserve System. 

Sections 5 and 6 prohibit extensions of credit in violation of the provisions 
of the bill, and impose penalties for violations. 


OFFICE OF THE SECRETARY OF THE TREASURY, 


Washington, March 14, 1960. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, 
Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your letter of January 14, 
1960, in which you requested a report on S. 2755, a bill to assist in the promo- 
tion of economic stabilization by requiring the disclosure of finance charges in 
connection with extensions of credit. 

The proposed legislation would require any person engaged in the business 
of extending credit to furnish to each person to whom credit is extended a 
clear statement in writing, in accordance with rules and regulations of the Board 
of Governors of the Federal Reserve System, setting forth the total amount 
of the finance charge and stating the percentage that it bears to the outstand- 
ing principal obligation expressed in terms of simple annual interest. 

The Treasury Department is in accord with the stated purpose of the act 
to assure a full disclosure to a borrower of the cost of credit. Accordingly, 
this Department would have no objection to the enactment of legislation which 
would require such disclosure. 

The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this report to your committee. 

Very truly yours, 
LAURENCE B. Rossins, 
Acting Secretary of the Treasury. 


DEPARTMENT OF JUSTICE, 


March 31, 1960. 
Hon. J. W. FULBRIGHT, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DeaR SENATOR: This is in response to your request for the views of the 
Department of Justice concerning the bill (S. 2755) to assist in the promotion 
of economic stabilization by requiring the disclosure of finance charges in con- 
nection with extension of credit. 

This bill would require that any person engaged in the business of extending 
credit shall furnish the borrower with a written statement setting forth the 
amount of the finance charges and the percentage such charges bear to the 
principal obligation or unpaid balance. Violations of the measure, or of rules 
or regulations issued thereunder, would be punishable by fine of not more than 
$5,000 and/or imprisonment for not more than 1 year. 

The stated purpose of this proposed act is to assure a full disclosure of the 
cost of credit to the user “with a view to preventing the uninformed use of 
credit to the detriment of the national economy.” 

Since the subject of such legislation is not a matter in which the Department 
of Justice is primarily concerned, we make no recommendation as to the enact- 
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ment of this bill. However, the legislation as drafted raises several questions 
on which the Department would like to comment. 

Senator Douglas, who introduced the bill, described S. 2755 as “a bill to 
assist production and stabilization, by requiring the disclosure of finance charges 
in connection with extensions of consumer credit (106 Daily Congressional Rec- 
ord 90, Jan. 7, 1960). He also said that the “purpose of this bill is to require 
lenders and vendors to tell the truth about interest rates and finance charges” 
(106 Daily Congressional Record 90, Jan. 7, 1960). If the power to regulate 
the extension of consumer credit exists under present circumstances, it pre 
sumably stems from the commerce clause, article I, clause 3, of the Constitution. 
The requirements set forth in the bill are not limited to transactions in inter- 
state commerce. However, it may be that the transactions which the bill at- 
tempis to regulate relate to subject matter which could be regulated under 
the commerce clause. In this event it would appear that legislative findings 
that the absence of disclosure constitutes a burden upon interstate commerce 
would be appropriate. 

Further, section 6 of this bill sets forth the penalty for failure or omission 
to furnish the statement required in section 3. The bill does not refer to a 
statement which contains false and inaccurate information and it is suggested 
that section 6 be amended to include both failure to furnish a statement as well 
as a statement which includes false or inaccurate information. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely yours, 
LAWRENCE E. WALSH, 
Deputy Attorney General. 


DEPARTMENT OF AGRICULTURE, 
Washington, D.C., April 11, 1960. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Senate Banking and Currency Committee, 
U.S. Senate. ; 


DeEAR SENATOR ROBERTSON: This is in reply to your request of March 2, 1960, 
for a report on S. 2755, a bill to assist in the promotion of economic stabiliza- 
tion by requiring the disclosure of finance charges in connection with extensions 
of credit. This bill would require that the users of credit (loans, mortgages, 
sales contracts, ete.) be informed of the total financing charges and the percent- 
age such charges are of the outstanding principal expressed in terms of simple 
annual interest. The Board of Governors of the Federal Reserve System would 
be responsible for prescribing rules and regulations and for the administration 
of the act. 

The Department of Agriculture recommends that the bill be passed. 

The general objective of this bill requiring that users of credit be informed 
concerning financing charges and the simple rate of interest on the outstanding 
principal obligation is commendable. Farmers, who use credit extensively, are 
concerned with the amount of financing charges and the interest rate charged 
on borrowings. The Department of Agriculture favors the purpose of this bill, 
at the same time recognizing that there may be some technical problems such as 
the lumping together of financing costs with interest charges which are raised 
by this bill. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
TRUE D. Morse, 
Acting Secretary. 


Tre SECRETARY OF COMMERCE, 
Washington, April 7, 1960. 


Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: This letter is in reply to your request dated January 
14, 1960, for the views of this Department with respect to S. 2755, a bill to as- 
sist in the promotion of economic stabilization by requiring the disclosure of 
finance charges in connection with extensions of credit. 
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This bill purports to assist in the promotion of economic Stabilization by re- 
quiring the disclosure of finance charges in connection with extensions of credit. 
Any person engaged in the extension of credit in connection with sales would be 
required to state the total amount of finance charge, both in dollars and as a per- 
centage of the principal obligation or unpaid balance in terms of simple annual 
interest rates. 

The Department of Commerce does not recommend enactment of S. 2755. 

The principal difficulty seen by this Department with the proposal is that the 
information required to be furnished is implicitly incorrect. To calculate and 
express the total cost of credit (the finance charges) in terms of simple annual 
interest would imply that all the items included in the total were derived as a 
percentage of the outstanding balance. Interest cost, the major element in credit 
service costs is so derived, and is properly expressed in terms of annual in- 
terest rate. Other costs included, however, do not vary directly with the size 
of the loan, and are not properly expressible as a percentage. Thus, the per- 
sons who may need and would benefit by the required disclosure, instead of being 
clearly informed, would tend to be confused, and even misled. 

Again, in view of the fact that the proposed regulation would apply to any 
person or entity engaged in the business of extending credit in any contractual 
form to any other person or entity, the application would appear to go very far 
indeed beyond any conceivable need. 

Lastly, there is a considerable volume of State legislation and legislative effort 
on the broad field of credit regulation, including usury laws, installment credit, ’ 
other types of consumer lending, and other related matters. This Department 
feels that the proposed enactment of S. 2755 would be unrealistic in that it 
tends to ignore and to nullify progress already made in these matters in the 
various States. 

We have been advised by the Bureau of the Budget that there would be no ob- 
jection to the submission of this report to your committee. 

Sincerely yours, 
PHILuir A. Ray, 
Under Secretary of Commerce. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, D.C., March 16, 1960. 
Hon, A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: This letter is in response to your request of January 29, 
1960, for report on S. 2755, a bill to assist in the promotion of economic stabiliza- 
tion by requiring the disclosure of finance charges in connection with extensions 
of credit. 

The bill would provide that any person (individual, partnership, association, 
business trust, corporation, or unincorporated organization) engaged in the 
business of extending credit shall furnish to each person to whom such credit 
is extended, prior to the consummation of the transaction, a clear statement in 
writing, in accordance with rules and regulations which the Board of Governors 
of the Federal Reserve System shall prescribe, (1) setting forth the total 
amount of the finance charges to be borne by such person in connection with 
such extension of credit, and (2) stating the percentage that such amount bears 
to the outstanding principal obligation, or unpaid balance, expressed in terms 
of simple annual interest. 

It is our understanding that the bill is not applicable to public or nonprofit 
institutions which, though making loans, (e.g., student loans by colleges), are 
not engaged in the business of extending credit. Accordingly our response is 
primarily related to the possible application of this bill to Federal credit unions. 

Beginning with the original Federal Credit Union Act of 1934 the statute 
has specified “rates of interest not exceeding 1 per centum per month on unpaid 
balances, inclusive of all charges incident to making the loan.” Accordingly 
the provisions of this bill would not impose any burden upon Federal credit 
unions to assure a full disclosure of the cost in the terms prescribed by the bill. 

Federal credit unions have as one of their purposes the promotion of thrift. 
Thrift, of course, also implies the judicious use of credit and it is important 
that all persons fully realize the cost of credit expressed in terms which can 
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be readily understood and which can also be used as a uniform basis of 
comparison. 

We offer no comment on the specific proposal for administration since the 
agency with the direct responsibilities in this area is better able to submit its 
views to the committee. 

We are in accord with the general purposes of this bill to assure a full dis- 
closure of the cost of credit with a view to preventing the uninformed use of 
credit to the detriment of the national economy. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
ARTHUR S. FLEMMING, Secretary. 


HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D.C., April 14, 1960. 


Re 8S. 2755, 86th Congress. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: This is in further reply to your letter of January 15 
requesting the views of this Agency on S. 2755, a bill to assist in the promotion of 
economic stabilization by requiring the disclosure of finance charges in con- 
nection with extensions of credit. 

The bill would require anyone in the business of extending credit to give each 
person to whom he does extend credit a written statement of the total finance 
charges being incurred and also the interest rate which the total charges repre- 
sent, in terms of simple annual interest. “Finance charges” would include such 
charges as service charges and discounts besides interest, and such other charges 
as the Federal‘ Reserve Board might prescribe. In addition to actual loans the 
bill is intended to apply to all business transactions in which credit is extended, 
including conditional sales contracts and rental-purchase contracts. 

The proposed act would be administered by the Federal Reserve Board, which 
would be given a measure of flexibility in prescribing regulations to enforce the 
intent of the act, and in prescribing exceptions for types of transactions, in- 
cluding those which the Board felt were already covered by Federal or State 
disclosure laws. The Board would be directed also to exempt all credit transac- 
tions between business firms where it determined that adherence to disclosure re- 
quirements would not be necessary to carry out the purposes of the act. Criminal 
penalties would be imposed for willful violations of the act. 

Because the scope of the legislation extends far beyond the area of respon- 
sibility of this Agency, our comments will be addressed primarily to the pos- 
sible effects on our operations and on home financing. 

Administratively, it would seem that the bill would not have a major effect 
on our programs. Federal Housing Administration regulations already require 
the mortgagee to certify to the fees and other charges paid by purchasers of houses 
through FHA insured mortgages, and these charges are limited by FHA regula- 
tions. Also, the FHA requires the seller to make the FHA appraisal of the 
value of the house known to the buyer before the sale is closed. Thus, the FHA 
is already substantially carrying out the purpose of the bill. 

In the FHA’s title I home improvement program, the bill would require a 
specific statement of the total finance charges and the interest rate. Comparison 
of these figures with those for personal loans or uninsured property improve- 
ment loans would generally be favorable to the FHA loans. 

We do not believe that the bill would significantly affect consumer investment 
in housing, whether financed conventionally or with the aid of Federal mortgage 
guarantees or insurance. Those discouraged from buying or improving housing 
would be fully offset, in our opinion, by those encouraged to do so rather than 
to commit themselves to installment payments on other consumer durable goods, 
at the generally higher interest rates of such transactions which the bill would 
emphasize. It might also encourage at least some home buyers to make larger 
downpayments or to refrain from secondary financing—both desirable ends. 

The bill would have no significant effect upon the operations of the Federal 
National Mortgage Association. Occasionally the Association sells acquired 
VA-guaranteed properties under installment repayment arrangements. The 
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volume of such sales is low, and the information on finance charges regularly 
supplied to the purchasers would probably suffice for the purposes of 8S. 2755. 

Where loans are involved in our programs such as those for urban renewal, 
public facilities, and college housing, it would seem certain that our constituents 
would be administratively exempted from the bill, even in the absence of a 
general exemption for Federal activities. In these programs we deal with 
governmental agencies or large private institutions, and the disclosure require- 
ments of this bill would be superfluous. 

The most important impact of the bill would undoubtedly be in areas of con- 
sumer credit other than home financing. The lack of knowledge about the true 
cost of many forms of consumer credit tends to encourage excessive use of such 
eredit and can lead to unnecessary fluctuations in the demand for goods and 
services. A bill such as S. 2755 would therefore tend to serve as a stabilizing 
and anti-inflationary measure. 

However, these benefits must of course be weighed against the administrative 
difficulties involved in so complex an undertaking. Many of the regulations 
issued to spell out the intent of the bill would necessarily be very detailed in 
order adequately to cover the many possible varieties of credit transactions. 
Compliance with the regulations would undoubtedly impose a considerable 
burden on firms extending credit, especially at first. Accordingly, we are not 
certain that the undoubtedly desirable purpose of the bill warrants its enact- 
ment. Also, a constitutional question may possibly be raised by the application 
of the bill to entirely intrastate business transactions. 

If the Congress should decide to enact legislation along the lines of S. 2755, it 
would probably be desirable to limit the definition of credit in section 2 so as to 
exclude such transactions as an ordinary lease, where the current rental is paid 
for current. The parties to such a transaction do not normally consider that 
they have entered into a credit transaction. The same purpose could perhaps 
be served by amending section 4 to provide a more general basis than is now 
stated in the section for the exercise of the Federal Reserve Board’s discretion in 
exempting various types of transactions. 

We have been informed by the Bureau of the Budget that this report is without 
objection insofar as the Bureau is concerned. 

Sincerely yours, 
NORMAN P. MASON, Administrator. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D.C., January 25, 1960. 
Hon, A. WILLis ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate. 

DEAR Mr. CHAIRMAN: Your letter of January 14, 1960, requests our comments 
on S. 2755. The purpose of the bill is stated therein as being to assist in the 
promotion of economic stabilization. To accomplish that purpose the bill would 
require vendors and lenders to specify in writing the amount of finance charges 
involved in credit transactions and the percentage that such amount bears to 
the outstanding balance expressed in simple annual interest. 

Whether enactment of the bill would be in the public interest appears to be 
a matter for the Congress to determine. Consequently, and since its enactment 
would not affect the functions of the General Accounting Office we have no 
comments to offer concerning the bill. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 


Washington, D.C., January 28, 1960. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: This is in response to your request of January 14. 1960, 
for a report on S. 2755, a bill to assist in the promotion of economie stabilization 
by requiring the disclosure of finance charges in connection with extensions of 
credit. 
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The bill would require a person engaged in the business of extending credit 
to furnish to the person to whom such credit is extended a statement in writing, 
in accordance with rules and regulations which the Board of Governors of the 
Federal Reserve System would prescribe, (1) setting forth the total amount of 
the finance charges to be borne by such person in connection with such extension 
of credit, and (2) stating the percentage that such amount bears to the out- 
standing principal obligation, or unpaid balance, expressed in terms of simple 
annual interest. 

The Board is in full accord with the objective of this bill as stated by Senator 
Douglas when it was introduced to require lenders and vendors to tell the truth 
about interest rates and finance charges. Its purpose appears to be similar to 
that of statutes requiring full disclosure of the terms of installment sales that 
have been enacted in a number of States, including Illinois, California, Massa- 
chusetts, and New York. The bill is also consistent with the ‘Trade Practice 
Rules” of the Federal Trade Commission which require disclosure of finance 
charges in connection with automobile installment sales. 

It seems clear, however, that the bill is concerned with the regulation of cer- 
tain trade practices and that, as indicated by Senator Douglas, it is not directed 
at control of the volume of credit. The principal functions of the Board are in 
the field of monetary and credit regulation through the banking system. Ex- 
tension of the Board’s duties into the field of fair trade practices as contemplated 
by this bill would be foreign to the Board’s present responsibilties. In addition, 
whatever agency is charged with administering the bill, certain of the provisions 
of the bill would require that agency to determine the effectiveness of the en- 
forcement machinery of the Federal Trade Commission and of each State 
having a similar statute and would thus give rise to serious administrative 
difficulties. 

Accordingly, the Board strongly endorses the objective of the disclosure re- 
quirements of the bill, but believes that it would not be appropriate to vest the 

3oard with responsibility for administering its provisions. 
Sincerely yours, 
s Wma. McC. Martin, Jr. 


FEDERAL TRADE COMMISSION, 
Washington, D.C., March 11, 1960. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


Dear Mr. CHAIRMAN: This is in response to your request of January 14, 1960, 
for a report upon S. 2755, 86th Congress, 2d session, a bill to assist in the pro- 
motion of economic stabilization by requiring the disclosure of finance charges 
in connection with extensions of credit. 

The bill contains a most comprehensive definition of “credit” to cover any 
loan or other transaction whereby an obligation to make payment at a future 
date may arise. 

Section 3 of the bill would require that: 

“Any person engaged in the business of extending credit shall furnish to each 
person to whom such credit is extended, prior to the consummation of the trans- 
action, a clear statement in writing, in accordance with rules and regulations 
which the Board of Governors of the Federal Reserve System shall prescribe, 
(1) setting forth the total amount of the finance charges to be borne by such 
person in connection with such extension of credit, and (2) stating the per- 
centage that such amount bears to the outstanding principal obligation, or 
unpaid balance, expressed in terms of simple annual interest.” 

The bill contains a preliminary statement “that economic stabilization is 
threatened when credit is used excessively for the acquisition of property and 
services ;” that “the excessive use of credit results frequently from a lack of 
awareness of the cost thereof to the user;” and that “It is the purpose of this 
act to assure a full disclosure of such costs with a view to preventing the un- 
informed use of credit to the detriment of the national economy.” 

The Commission has made no study and possesses no information relative to 
the proposition that an excessive use of credit is threatening the economic sta- 
bilization of this Nation, nor with respect to the extent to which a full disclosure 
of credit costs to users of credit will deter the use of credit. 
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At the same time, as stated by Senator Douglas when he introduced the bill: 

“It is not my purpose in this bill to control consumer credit. The consumer is 
generally his own best credit manager, provided he has all the facts about the 
cost of credit.” (86 Congressional Record, p. 90). 

The Federal Trade Commission, acting under section 5 of the Federal Trade 
Commission Act, has had occasion to proceed against persons making mislead- 
ing and deceptive representations concerning their credit charges. This Commis- 
sion authority was sustained in General Motors Corporation vy. Federal Trade 
Commission, 114 F. 2d 33 (2d Cir. 1940), certiorari denied, 312 U.S. 682, and 
Ford Motor Company v. Federal Trade Commission, 120 F. 2d 175 (6th Cir. 1941), 
certiorari denied, 314 U.S. 378, cases which involved advertisements of ‘‘6 percent” 
credit where in fact the mechanics of the credit plan resulted in a cost to the 
purchaser of a motor vehicle considerably in excess of that figure. While the 
orders which were affirmed prohibited the use of the terms “six percent” or 
“6 percent” in connection with a finance plan that resulted in payments in excess 
of 6 percent per annum, there was no requirement of any affirmative disclosure. 

These cases were tried under the Federal Trade Commission Act as it read 
prior to the 19388 Wheeler-Lea amendment thereto which expanded the Commis- 
sion’s jurisdiction over “unfair methods of competition in commerce” to cover 
also “unfair or deceptive acts or practices in commerce.” 

In 1951, the Commission issued “Trade Practice Conference Rules Relating to 
the Sale and Financing of Motor Vehicles.” Those rules, among other things, 
declare it to be an unfair trade practice for any seller or financing institution 
to make any false, misleading or deceptive statements or representations con- 
cerning methods of financing, or financing costs or rates, in connection with the 
sale at retail of motor vehicles on installment or deferred payment contracts. 
More specifically, it is declared to be an unfair trade practice for the seller to 
fail, before the consummation of the sale, to furnish the buyer an itemization in 
writing, separately disclosing to the purchaser the finance charge, insurance costs, 
and other charges which are paid or are to be paid by the purchaser. The rules 
go on to state that a seller shall be deemed to have fully complied with the 
foregoing requirements when he has furnished the purchaser, before consumma- 
tion of the sale, an itemization in writing, either separately or as part of the con- 
tract, chattel mortgage or other instrument evidencing the transaction, which 
clearly discloses, among other things: 

“(3) The time balance owed by the buyer to the seller, the amount of each 
installment payment to be made by the buyer, and the number of such install- 
ment payments, and the due dates thereof; and 


* * x * ¥ % x 


“(5) The finance charge; and 

“(6) Other charges making up the total consideration paid or to be paid by 
the purchaser, included in the time balance, the amounts and nature of each 
to be separately stated.” 

It should be noted that these provisions in the rules as to detailed affirmative 
disclosure are to the effect that such disclosure would be deemed to constitute 
compliance with the requirements expounded in the rules, but that the rules do 
not specifically require that the detailed disclosure be made. 

Primarily because of a lack of jurisdiction over intrastate sales, the Com- 
mission has not had occasion to proceed in formal actions with respect to the 
matters covered by these rules. Therefore, the Commission has not made a 
determination in any case as to the propriety, or its legal authority, to require 
a party to make detailed affirmative disclosures in the nature of those outlined 
in the rules. 

In any event, even were it determined that the Commission does have au- 
thority to require affirmative disclosures of the nature of those that would be 
required by S. 2755, the bill goes far beyond the scope of Commission jurisdic- 
tion in that it contains no interstate or foreign commerce limitation, whereas 
the jurisdiction of the Commission is limited to unfair methods of competition 
in commerce and unfair or deceptive acts or practices in commerce. 

Subject to development in the course of hearings that credit obligations are 
incurred, in situations where the finance charges are clearly stated, which would 
not be incurred were the finance charges translated into dollars and cents figures 
and into the percentages that the finance charges bear to the outstanding princi- 
pal obligations, the Commission would favor the principle underlying S. 2755. 

The Commission, however, offers no comment on the scope or provisions of 
8. 2755 other than to note that the proposed legislation presents a basic problem 
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of the extent to which the Congress may desire to legislate with respect to 
intrastate transactions. As for the detailed provisions of the bill, which per- 
tain to the field of finance and credit, the Commission defers to the judgment 
and experience of the Board of Governors of the Federal Reserve System, the 
authority that would administer the proposed legislation. 
By direction of the Commission. 
EarRL W. KINTNER, Chairman. 


N.B.—Pursuant to regulations, this report was submitted to the Bureau of 
the Budget on March 2, 1960, and on March 11, 1960, the Commission was ad- 
vised that there would be no objection to the submission of the report to the 
committee. 

Rospert M. PARRISH, Secretary. 


FEDERAL HomME LOAN BANK Boarp, 
Washington, D.C., March 11, 1960. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate. FF 

Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
the Federal Home Loan Bank Board on 8. 2755 of the present Congress, relating 
to the disclosure of finance charges. The Board is in accord with the principle 
of the bill. It feels, however, that some modifications would be desirable, as set 
forth below. 

As you know, the Board supervises the Federal home loan banks, which pro- 
vide reserve credit facilities for their members, comprising chiefly savings and 
loan, building and loan, and homestead associations and cooperative banks, all 
of which are hereinafter referred to as savings and loan associations. At the 
end of 1959 those savings and loan associations which were members of these 
banks constituted approximately 97 percent in assets and 74 percent in number 
of all savings and loan associations in the country, and their loans during that 
year approximated 40 percent of the home mortgage loans made by all types of 
lenders. 

In addition, the Board charters and supervises Federal savings and loan asso- 
ciations and administers the Federal Savings and Loan Insurance Corporation, 
which insures accounts in savings and loan associations up to a statutory limit 
of $10,000. Such membership and insurance are mandatory for all Federal 
savings and loan associations and are extended on an optional basis to’ such 
eligible State-chartered institutions as apply and are admitted. 

The primary concern of the Board as to the present bill is, therefore, its effect 
on the operations of these savings and loan associations. 

Construction loans, ordinarily for the building of homes, constitute one of 
the largest elements of the lending activities of these associations, recently 
accounting for about one-third of the amount of all loans made by them. In 
the case of construction loans the customary practice, followed over the years 
as a means of protection to the association, is to take a note and mortgage for 
a definite amount and repayable at a definite time or times, but to provide that 
the proceeds of the loan will be paid out in installments as the work reaches 
specified stages. 

The dates at which the work will reach these stages cannot be known at 
the time the construction loan is entered into, as they depend on a number of 
unpredictable factors, including weather conditions. It is therefore not pos- 
sible for the lending institution, at the time the loan is made, to ascertain either 
the total amount of the finance charges or their percentage relation to the 
outstanding principal obligation or unpaid balance. 

These construction loans are usually made either to business firms engaged 
in building, on land owned by them, homes for the purpose of sale, or to indi- 
viduals engaged in that type of business operation, or in some cases to persons 
who are having homes built for their own occupancy. 

Where made to business firms, such loans could be exempted under the last 
sentence of section 4 of the bill, and it would seem that they should be so 
exempted since these firms would presumably have sufficient astuteness not 
to need the disclosure afforded by the bill. Loans to individuals engaged in 
this type of business operation would also seem to be appropriate for exemption, 
although it is, to say the least, not clear that the bill would permit their 
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exemption. With respect to all three classes, it would appear to be desirable 
that the bill be made sufficiently flexible to permit the principle of disclosure to 
be followed without the imposition of requirements with which it would be 
impossible or impracticable to comply. 

There are also other loans as to which it would be impracticable if not 
impossible to achieve strict compliance with the terms of the bill. Typical 
of such loans are those having variable interest rates. One type of these is 
exemplified by loans providing for a stipulated rate with a further provision 
for a lower rate when the unpaid principal is reduced to a specified point. 
Another is illustrated by advances by Federal home loan banks to member 
institutions with provisions for escalation of the interest rate within a fixed 
range, and home loans made on a similar basis by such member institutions. 
In the case of these and similar arrangements it is not apparent how it would 
be possible to comply with the terms of the bill requiring a statement of the 
total amount of the finance charges and the percentage that such amount bears 
to the outstanding principal obligation, or unpaid balance, expressed in terms 
of simple annual interest. 

The Federal Home Loan Bank Board therefore recommends that the bill be 
modified so as to provide the flexibility that appears to be needed. It is hereby 
suggested that this might be done by adding to the bill, at an appropriate place, 
a provision along the following line: 

“Regulations under this act may provide for such relaxations and modifica- 
tions of the requirements set forth in section 8 as in the judgment of the Board 
are consistent with reasonable protection of persons to whom credit is extended 
and necessary or appropriate in the public interest, and in connection therewith 
may impose such other, further, or different requirements as the Board may 
deem advisable in the public interest and for the protection of such persons.” 

Also, the Federal Home Loan Bank Board recommends that with respect to 
the Federal home loan banks and such savings and loan, building and loan, or 
homestead associations and cooperative banks as are members thereof the 
functions vested by the bill in the Board of Governors of the Federal Reserve 
System be vested instead in the Federal Home Loan Bank Board. The Board 
makes this recommendation because it feels that the importance of this major 
segment of the home-financing industry to the public welfare is such that these 
functions should be vested, with respect to that segment, in the Federal ad- 
ministrative agency which has supervisory responsibility for and experience 
in this field. Such a modification of the bill could be affected by the insertion, 
at an appropriate place, of a provision somewhat as follows: 

“With respect to such persons engaged in the business of extending credit as 
are Federal home loan banks or savings and loan, building and loan, or home- 
stead associations or cooperative banks which are members of such banks the 
functions which by this act are otherwise vested in the Board of Governors 
of the Federal Reserve System shall be vested in the Federal Home Loan Bank 
Board.” 

Informal advice has been received from the Bureau of the Budget that there 
is no objection to the submission of this report. 

Sincerely yours, 
ALBERT J. ROBERTSON, Chairman. 


FEDERAL DEPOSIT INSURANCE CORPORATION, 


Washington, March 11, 1960. 
Hon. A. WILLIS ROBERTSON, 


Chairman, Commitee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DeaR Mr. CHAIRMAN: You have requested the views of the Corporation con- 
cerning the enactment of S. 2755, which is a bill, according to its stated purpose, 
to assist in the promotion of economic stabilization by requiring the disclosure 
of finance charges in connection with extensions of credit. 

The Corporation commends the objective of this legislative proposal in its 
effort to require lenders in all fields of credit to provide full information con- 
cerning the cost of credit. While agreeing with this purpose, we deem that it 
is a subject matter and doubtful propriety for Federal legislation. 

Credit transactions which would come within the purview of this proposal 
are many, varied, and, for the most part, involve small amounts of money. 
The transactions are local in character. Many States, including New York, 
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Illinois, and others, have legislation requiring full disclosure of information 
in transactions such as are covered by this proposal. While the States have as 
yet only partially and spasmodically treated this subject matter, nevertheless it 
would seem that this is a field of activity that should be appropriated by the 
State and local governments to govern and police. In the closing days of the 
last session of this Congress, there was established an Advisory Commission 
on Intergovernmental Relations (Public Law 86-380), which had, as one of 
its purposes and functions, the duty of bringing together representatives of 
Federal, State, and local governments for the consideration of common problems. 
It is our view that it would be most fitting if this legislation were submitted to 
the Commission for its recommendation. 

If, on the other hand, the Congress should deem this to be a field suitable 
for Federal legislation, we would recommend that the administrative duties 
and responsibilities be vested in the Federal Trade Commission, in lieu of 
the Board of Governors of the Federal Reserve System, as contemplated by 
the proposal. The administration of the responsibilities imposed by this pro- 
posal is not in the scope of activities in which the Board of Governors engages. 
Since the bill contemplates jurisdiction over trade practices, it comes within 
the field of activities heretofore allocated to the Federal Trade Commission. 
The staff of the Contmission and its background experience would enable better 
administration, with a minimum realinement or adjustment of personnel. 

As a further and additional observation, we note that the proposal requires 
a disclosure of finance charges in the terms of simple annual interest. We sug- 
gest that this terminology would pose many difficulties in administration, and 
we would recommend, in lieu thereof, a full and complete disclosure of ail finance 
charges, in accordance with rules and regulations promulgated by the adminis- 
trative authority. 

We have been advised by the Bureau of the Budget that it has no objection 
to the submission of this report. 

Sincerely yours, 
JESSE P. Wotcorr. Chairman. 


MEMORANDUM 


a 


To: Cosponsors of S. 2755 (Messrs. Monroney, Long of Louisiana, Proxmire, 
Engle, Morse, Bush, Humphrey, Muskie, Yarborough, Clark, Long of Hawaii, 
Gruening, Moss, Church, Jackson, Kefauver, Dodd, and Cannon). 

From: Senator Paul H. Douglas, chairman, Subcommittee on Production and 
Stabilization, Committee on Banking and Currency. 

This is a brief report on the preparations underway for hearings on S. 2755, 

a bill to assist in the promotion of economic stablization by requiring the dis- 

closure of finance charges in connection with extensions of credit, which we 

introduced on January 7, 1960. 


SCHEDULE OF HEARINGS 


Hearings will be held on March 23, 24, April 5, 6, 7, and 13, in room 5302, 
New Senate Office Building, by the Subcommittee on Production and Stabiliza- 
tion of the Committee on Banking and Currency. Hearings originally scheduled 
for March 15 were postponed because of the stretchout in the civil rights 
debate. 

Testimony will be taken from many sources—consumer groups, financial 
institutions, retail merchants, and independent experts, State officials, and Fed- 
eral agency officials. More than 40 requests to appear have been received. A 
witness list is being prepared and will be announced shortly. 


BASIC REASONS FOR BILL 


————~. This bill rests on three propositions: 


\ 


1. Because of the widespread use of misleading and deceptive methods of 
stating the price of credit, ordinary citizens find it difficult to make meaningful 
comparisons and therefore intelligent choices of the various credit terms 
offered to them. 

Every borrower should have the right to full knowledge of the terms and 
contents of credit contracts, stated in a uniform and truthful manner. 
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The purpose is not to regulate the level of rates, but for the consumer to 
know what the rates and charges come to. Is he not entitled to the truth? It 
is basically as simple as that. ‘ 

2. The benefits of effective competition cannot be realized if the buyers (bor- 
rowers) do not have adequate knowledge of the alternatives available to them. 

S. 2755 would invigorate competition in the consumer credit market by 
requiring a return to price competition. 

Extranormal profits earned through the ability to mislead borrowers would 
be minimized. 

3. The rapid growth of personal debt can become excessive because of con- 
sumer ignorance of the full costs involved. Consumers are usually their own 
best credit managers, provided that they have a clear understanding of all of 
the costs involved. 

GROWTH OF PERSONAL DEBT 


At the end of 1959, personal debt reached the all-time high of $183 billion, 
divided between mortgage debt on nonfarm one- to 4-family properties and 
consumer credit, as follows: 

Billions 
of dollars 
ac ee ede eerie demas $131 
Consumer credit 52 


Since the end of World War II, mortgage debt has increased about six times— 
from $18.6 billion in 1945 to $131.2 billion in 1959; consumer credit has increased 
more than eight times—from $5.7 billion in 1945 to $52 billion by the end of 1959. 


TYPES OF CONSUMER CREDIT (EXCLUDING REAL ESTATE MORTGAGE CREDIT) 


“Consumer credit” is credit which consumers use at the retail level to: (1) s 
Pay debts or buy goods; and (2) agree to repay within ‘short and intermediate” 
periods of time—up to 2 years as a rule, but not more than 5 years as a 
maximum. 

The following table shows the kinds of consumer credit outstanding at the 
end of 1959: 


Type Dollar amount 
t 


Installment : (billions) 
Automobile 
momen Commune mote nk a ee. LORS Se ie 
rN I i pie atti aaa ence te OR Et ae 
Repair and modernization 


Total installment 


Noninstallment : 
eS EE ae ee? we Ot PLIES ea eee ee BS eS 
Single-payment loans 
Service credit 


SEMANTICS OF FINANCE CHARGES AND INTEREST RATES 


The typical consumer is faced with a bewildering variety of rates and charges 
when he buys an article or borrows money on the installment plan. 

For example, a consumer who desires to obtain credit for a $100 purchase is 
confronted with the following alternatives: 

(1) No rate is quoted.—He is sold on the basis of, say, $10 down, $10 a month. 

(2) Add.on.—He is told that the finance charge is $6 or 6 percent per year. 
The quoted rate is a play on: the digit “6.” The actual rate is nearly double 
(because a borrower who repays on installments does not have the use of the 
entire $100 for the year ; the average use is about half). 

(3) Simple monthly rate——This rate is commonly quoted by small loan com- 
panies, credit unions, and revolving credit plans, as, for example, “1% percent a 
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month.” If the rate applies to the unpaid balance, the simple annual rate is 12 
times the quoted figure, or 18 percent. 

(4) Simple annual rate.—A single-payment loan, quoted at 6 percent—where 
the borrower has the use of the money for the entire year—is likely to be what 
it appears to be, namely, a 6 percent loan. This is the way loans are made and 
rates are quoted in business transactions. It is rare at the retail level of 
consumer credit. 

(5) Discount.—This is a variation of the add on. An add on of $6 or 6 per- 
cent means that the borrower gets $100 (in cash or goods) and must pay back 
$106. A discount means that he gets $94, but owes $100. Again, the actual 
rate is about twice the quoted rate. 


TERMINOLOGY OF INTEREST RATES 


The following is a more technical account of the semantics of rates and 
charges, adapted from a university textbook by Prof. Ernst Dauer: 

The documentary evidence of a loan or credit transaction is a note. The 
amount for which a note is written is called the face of note. The amount of 
money received by the borrower or the amount of credit advanced is called the 
proceeds. (Some authors refer to this as principal.) 

Some notes include charges or interest in their “face’’—these are noninterest 
bearing notes; other notes call for the payment of interest at periodic intervals 
or at maturity—these are interest bearing notes. Charges on interest bearing 
notes are generally computed as simple interest ; charges on noninterest bearing 
notes are generally computed as discount or add-on charges, with or without 
additional fees. 

Some notes are single payment or noninstallment notes; other notes call for 
periodic payments, usually referred to as installments. In either case the period 
between the day the note is signed and the final maturity date is the “term.” The 
word ‘term” in its plural form, “terms,” is also used to describe not only the 
length of the contract period, but also the contract charges, downpayment re- 
quirements, method of repayment (i.e., number and interval of payments), and 
other agreements, sometimes referred to as “small print.” 

Simple interest—Charges are computed on the unpaid balances of proceeds 
(or principal) outstanding at the time of partial or final payment. 

Precomputed simple interest——Charges are computed, at the time the loan is 
made, on the unpaid balances of proceeds scheduled to be outstanding under the 
terms of the contract. These charges are then added to the proceeds and the 
face is written for the combined amount. If the borrower pays exactly accord- 
ing to contract, simple interest charges and precomputed simple interest charges 
are identical amounts. 

Discount —Charges are computed on the original face of the note for the term 
of the note. These charges are deducted from the face of the note to determine 
the proceeds, and such charges are therefore said to be included in the note. 

Add on.—Charges are computed on the original proceeds for the term of the 
note. These charges are then “added to” the proceeds and the “fact” is written 
for the sum of the proceeds and charges. 

Fees.—Charges made in connection with a loan or credit transaction, osten- 
sibly to cover the cost involved in making credit investigations, in filing and 
recording mortgages, or in providing insurance coverage. 

Carrying charges.—A flat fee, generally based on the amount of credit ad- 
ranced and sometimes computed as an ‘add-on percentage”, charged for “carry- 
ing” the purchaser on the account receivable books for any given period of time. 

Because consumer credit charges are stated in so many ways and refund prac- 
tices differ widely, the problem of rate comparison is not only difficult but im- 
portant. If loans are discounted, if add-on loans are paid in installments, if 
loans with precomputed charges are prepared, if fees are charged for services of 
various kinds, or if simple interest is charged at a rate other than a constant 
rate, the “true rate” will differ from the stated rate and under certain circum- 
Stances be more than triple the stated rate. It is therefore highly desirable to 
compare rates, both in terms of dollars and true rates of interest. 


CONSUMER IGNORANCE OF CREDIT PRICES 


The state of confusion about credit rates is borne out by some remarkable 
research findings made available to the subcommittee by the Survey Research 
Center of the University of Michigan. Survey respondents were asked this 
question in November 1959: 
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“Do you happen to know how much interest or carrying charges one has to 
pay to buy a car on time; suppose you need $1,000 which you would repay 
monthly over 2 years; about how much do you think the interest or carrying 
charges would be each year?” 

The following excerpts are from Director George Katona’s report to the 
subcommittee : 

“* * * 39 percent of all people did not give an answer from which a precise 
estimate of the cost of installment credit could be derived. Many of these 
people simply said they did not know, while some others gave such wide ranges 
as, for instance, “Oh, between 5 and 15 percent a year” which could not be used. 
These people are most frequent in lower income groups, among people who have | 
no debt, among people with little education, and among Negroes. Yet even 
among people with incomes over $10,000, the proportion who confess that, they 
do not know how much installment credit costs is as high as 32 percent, among 
people who are making large monthly payments it is as high as 24 percent, and 
among people with a college degree it is as high as 28 percent. ‘ 

“* * * 61 percent of the sample made fairly specific estimates of the cost 
of installment credit: 23 percent said that the cost is 6 percent per year or less, 
22 percent placed the cost between 7 and 12 percent, and 16 percent at 13 per- 
cent or higher. Obviously, many people believe that the cost of installment 
buying is lower than it actually is. Are these well-founded opinions? 

“On practically any item of knowledge or information we have studied, we 
find that high-income people, people with college education, and people with 
personal experience in the matter studied are better informed than other people. 
But this finding is not sustained on the item of cost of installment credit. We 
find that 31 percent of people with more than $10,000 income, likewise 31 percent 
of people with a college education, and likewise 31 percent of people who make 
monthly payments of over $100 place the cost of installment credit at 6 percent 
or under. On the whole, various population groups have quite similar notions 
about the cost of installment credit. The one exception perhaps is that on the 
average Negroes place the cost of installment credit higher than whites. 

“The relatively great frequency with which cost of 4 or 5 and especially 6 
percent were mentioned may be interpreted as a carryover from other informa- 
tion. Especially better educated people dislike to confess to an interviewer 
that they do not know the answer to a simple question. Other studies conducted 
a few years ago showed that the rate of interest paid on U.S. Government sav- 
ings bonds is well known (3 percent or “about 3 percent” was the common 
anstver) and the same is true of the interest rate obtained on savings accounts. 
Most people know that borrowing costs more than what one gets on savings. 
On the basis of these pieces of information, some people appear to have surmised 
an answer to the question of cost of installment buying. They mention some 
percentages with which they are familiar and which seem appropriate to them. 
Actually, their answers are uninformed guesses. 

“* * * No attempt was made in the survey to separate interest charges from 
service charges, and no question was asked as to whether the percentages relate 
to the amount originally borrowed or to the unpaid balance. In view of how 
the question was asked and in the light of how some people replied to the ques- 
tion, it is probable that the percentages given by most people represent propor- 
tions of the debt incurred at the time the car was bought.” (Italic supplied.) 

Because of varied and misleading methods of stating finance charges, over 
one-third of the American public simply does not have a definite idea, accurate 
or otherwise, of what installment credit costs. Moreover, a significant number, 
if not a majority, of those who do have a definite opinion as to the cost of in- 
stallment credit, have stated a rate on the face amount of the loan, rather than 
a rate on the unpaid balance. 

In short, a majority of American consumers have not been able to get 
accurate information on the costs of installment credit. 


“WORKABLE” COMPETITION AND FULL DISCLOSURE LEGISLATION 


There is a long history of Federal legislation designed to make markets more 
Competitive—to insure that competitors reap the benefits of effective or work- 
able compentition. 

For instance, the Sherman and Clayton anti-trust measures were enacted 
decades ago because Congress realized the threat to the competitive system, and 
the resulting loss to consumer welfare which arose out of undue and unsecured 
market power. 
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Congress also established the Federal Trade Commission and vested this 
agency with general responsibility for preventing unfair methods of compenti- 
tion and unfair or deceptive acts and practices in commerce. 

There is also a long history of Federal legislation requiring labeling or full 
disclosure of the contents of various goods or services so that consumers can 
be adequately informed in order to make intelligent choices in the marketplace. 

Several Federal laws require informative labels of weights and measures, 
standards of purity and quality, description of contents and prices for use in 
trade at wholesale and consumer levels. 


Wool Products Labeling Act 


The Wool Products Labeling Act of 1939 (54 Stat. 1128) is an important act 
not only for the labeling it requires, but also as a precedent. Its title is “An 
act to protect producers, manufacturer, distributors and consumers from the 
unrevealed presence of substitutes and mixtures in spun, woven, knitted, felted, 
or otherwise manufactured wool products and for other purposes.’ [Italic 
added. ] 

The purpose of the act was stated briefly at hearings on the legislation, by 
witnesses who urged its enactment. One witness said that the bill “does not 
require the manufacturer to use any particular material; he can still use cot- 
ton or rayon or shoddy or reworked wool or anything he wants to use. But 
all this bill does do is that it asks that he tell the consumer the truth about what 
he puts in the garment. * * *” The witness also quoted Justice Cardozo in 
FTC v. Algoma Lumber Co., 29 U.S. 67, as follows: 

“Fair competition is not obtained by balancing a gain in money against a mis- 
representation of the thing supplied. * * * The consumer is prejudiced if upon 
giving an order for one thing, he is supplied with something else. * * * Nor is 
the prejudice only to the consumer. Dealers and manufacturers are prejudiced 
when orders that would have come to them if * * * (the products) had been 
rightly named, are diverted to other whose methods are less scrupulous.” (Sen- 
ate hearings, pp. 110, 111.) 

The statute requires labels on any product which contains or is represented as 
containing wool, to be labeled to show the percentage of wool, reprocessed wool, 
reused wool, and each other fiber constituting 5 percent or more of the weight 
of the product, and the aggregate of all other fibers. 


Fur Labeling Act 


A decade later the labeling of content of furs was considered, and in 1951 
legislative action was completed on the Fur Labeling Act (68 Stat. 175). Ficti- 
tious and misleading designations were in common use in advertising furs. 

The purpose of the bill is stated in the following remarks in the House on 
June 18, 1951, pages 6693, 6694 : 

“Several years ago we passed the wool labeling bill, which did in regard to 
wool and woolen products substantially what this bill does in regard to fur. 

“* * * (The fur labeling bill’s) purpose simply is to give to the consuming 
public that purchases furs the opportunity to know what they are buying.* * *” 

“The bill is primarily designed * * * to protect consumers from the practice 
of at least part of the fur trade, of using false or misleading statements in 
advertisements, of foreign animal names and glamorous, fictitious names for 
furs and fur products. * * * 

“The remedy suggested in this bill is the mandatory invoicing of furs and 
the mandatory labeling of fur products moving in interestate or foreign com- 
merce under the usual name of the animal that produced the fur. 

“In addition, the label or advertisement is to set forth other information 
vital to the consumer, such as first, whether the garment contains used fur; 
second. whether the fur is dyed, or bleached; and, third, whether the product 
is composed of waste fur or other inferior parts of the pelt.” 


Textile Fiber Products Identification Act 


In 1958 the Congress enacted legislation “to protect producers and consumers 
against misbranding and false advertising of the fiber content of textile fiber 
products, and for other purposes.” 

The Senate report stated : 

“The Textile Fiber Products Identification Act. * * * is in the tradition ofthe 
Wool Labeling Act of 1989, and the Fur Products Labeling Act of 1951. The 
principle underlying these acts is that while the Government should not seek 
to set product quality standards, the purchaser should be protected to the extent 
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of a label containing basic information about items, the composition of which 
is not readily apparent. In other words, it is a disclosure bill, for the protection 
of the consumer.” 


Automobile Information Disclosure Act 


Disclosure of a different type of information is required by the Automobile 
Information Disclosure Act (72 Stat. 325) of 1958. The disclosure required 
and the purpose sought in requiring disclosure were stated in the Senate com- 
mittee report No. 1555, 85th Congress: 

“The purpose of S. 3500 is disclosure. * * * Alone among commodities on 
the American market the automobile purchaser finds himself without that most 
essential single bit of consumer information—the price of the product. S. 3500 
would simply require the manufacturer to place a price tag on the windshield 
or window of the car in the form of a label. The label would set forth separately 
the basic retail price of the car suggested—but not fixed—by the manufacturer, 
the suggested retail price of each accessory, the amount charged to the dealer 
for getting the car to him, and other valuable consumer information. * * * 

“Probably the most important feature of 8S. 3500 is that it would in no way 
infringe upon the freedom of the manufacturer to price his product; that it in 
no way would infringe upon the car purchaser's freedom to bargain over the 
price of the car, while at the same time the dealer would be free to sell the 
new car for any price desired, or pay anything he wanted to for the trade-in 
allowance. The label would simply assure that the purchaser would start the 
negotiations with the minimum necessary information. 

“Your committee believes this bill would free the automobile dealer from the 
increasing tempo of the kind of competition which has required him either 
to become more and more misleading or else lose out to the unscrupulous oper- 
ator whom present marketing practices reward. * * *” 


Other disclosure legislation 


The labeling requirements referred to above affect consumer trade directly. 
EKarlier and more comprehensive labeling statutes effective at the consumer level 
identified the contents and purity of foods and drugs. Labeling of grades of 
food products has been authorized or required under legislation dating from the 
First World War. Authority to prepare standard grades for voluntary use in 
wholesale trade and in consumer trade was given to the Department of Agricul- 
ture in various appropriation acts, then in other legislation, and recently in 
the Marketing Act of 1946. Labeling for information of consumers has de- 
veloped where packaging or sale methods permit labeling. Meat, poultry, eggs, 
dairy products, and canned goods are readily marked, while fresh fruit and 
vegetable labeling is feasible principally when the produce is prepackaged. 
Sale of meat by standard grades was compulsory as part of price control, during 
World War II, while mandatory use of standard grades of other produce for 
price controls was prohibited by law. 

The several truth in textiles and truth in furs acts followed by some years 
the SEC Act of 1933, although efforts to enact textile labeling legislation began 
more than a score of years before the act of 1989. The Federal Securities Act 
of 1983 followed an extended investigation of corporation securities markets. 

The act required the registration of proposed security issues, and required 
that the financial data contained in the registration statement be summarized in 
a prospectus through which the securities were offered for sale to the public. 


FTC PRINCIPLES 


Recently, the Chairman of the Federal Trade Commission outlined a series 
of seven principles that guide the Commission in discharging its responsibility 
to protect the public against “unfair methods of competition and unfair or 
deceptive acts and practices in commerce.” These principles suggest excellent 
guidelines for the truth-in-lending legislation we have put forward in S. 2755: 

(1) Advertisements must be considered in their entirety, and as they would 
be read by those to whom they appeal. 

(2) Advertisements are not intended to be dissected with a dictionary at 
hand, but rather to produce an impression upon the ordinary purchaser. 

(3) Advertisements as a whole may be completely misleading although every 
sentence separately considered is literally true. This may be because things are 
omitted that should be said, or because advertisements are composed or purpose- 
fully printed in such a way as to mislead. 
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(4) Whether or not the advertiser knows the representations to be false, the 
deception of purchasers and the diversion of trade from competitors is the same. 

(5) A deliberate effort to deceive is not necessary to make out a case of 
using unfair methods of competition or unfair or deceptive acts or practices 
within the prohibition of the statute. 

(6) Laws are made to protect the trusting as well as the suspicious. 

(7) Advertising representations, however made, which are ambiguous will be 
read favorably to the accomplishment of the purposes of the FTC Act, which is 
to prevent the making of claims which have the tendency and capacity to 
mislead. 

Of special significance to the nature and purpose of S. 2755 is the FTC 
Chairman’s remarks on Principle No. 1: 

“In one ease the advertiser offered a ‘6-percent Plan of Financing’ on 
automobiles. Some of the advertisements contained complicated explantory data 
relating to the financial arrangement; others merely referred to the ‘6-percent 
Plan of Financing.’ 

“The Commission found that the advertisements had the tendency to mislead 
the purchasing public into the erroneous belief that the plan contemplates 
a simple 6 percent interest charge upon the deferred and unpaid balance of 
the purchase price of cars. The actual credit charge, computed in accordance 
with the 6-percent plan, amounted to approximately 11% percent simple interest 
on the unpaid balance. 

“The court affirmed the Commission's findings, stating in part: ‘The average 
individual does not make, and often is incapable of making, minute calculations 
to determine the cost of property purchased on the deferred payment plan.’ ’ 


VOLUNTARY CODES OF ETHICS 


Cannot full disclosure, as this bill requires, be effected by voluntary cooperation 
and compliance ? 

Unfortunately, there has been a dismal history of voluntary compliance with 
full disclosure and fair practice codes in the area of consumer lending. For 
instance, in February of 1951, the Federal Trade Commission promulgated with 
the representatives of the Sales Finance Industry, FTC trade practice rules 
relating to rétail installment sales financing of motor vehicles. 

Rule 4 of this code of ethics reads as follows: 

“False, misleading, or deceptive use of rate charts in connection with the 
installment sale and financing of motor vehicles. 

“It is an unfair trade practice, for any selling or financing institution, either 
individually, or in agreement, combination, conspiracy or collusion with each 
other, through the misuse of rate or rate charts, or any other device or in 
any other manner, to make a false, misleading, or deceptive representation to 
the purchaser of a motor vehicle as to the finance charge required by a financing 
institution to finance the amount of the unpaid balance of the contract.” 

This rule requires a clear and unambiguous statement of the finance rate 
on the unpaid balance of a loan. Thus, this rule requires a statement of the 
total finance charge in terms of a simple or true rate. 

Certainly, voluntary compliance with this code has been a failure. State- 
ments of auto financing charges in accordance with this rule are difficult to 
find. 

This is understandable for voluntary compliance breaks down if only a 
minority of those affected refuse to abide by the rule. 

It is too much to expect honest and ethical lenders to self-impose strict rules 
of full disclosure and use of simple finance rates when competitors are eroding 
away their business through a multitude of more alluring but misleading 
methods of stating charges. 


CRITERIA FOR FULL DISCLOSURE 


or7r~ 


The three criteria as stated in section 3 of S. 2755 are the minimum guidelines 
necessary for full and honest disclosure of personal or consumer credit, finance 
charges and rates. 

(1) Lenders should be required to include all charges ineidental to the 
credit extension in the aggregate finance charge from which the rate will be 
determined. Thus, the finance charge should be defined as the difference be- 


1 Ford Motor Co. vy. Federal Trade Commission, 120 F. 24 175 (6th Cir. 1941). 
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tween the total time price and the cash price in the case of credit extended 
in conjunction with the sale of a particular product. 

Similarly, the charges for any other service incident to making a personal 
loan should be included in the total finance charge. 

If lenders are required to include only interest charges in computing the 
finance rate, wholesale evasion of this act would result. Lenders will simply 
“pack” the investigation fees, filing fees, notary fees, and other incidental 
charges, and at the same time lower the interest rate which in turn will lower 
the interest charge upon which the finance rate would be determined. Were 
this to prevail, the new situation would be even worse than the present one, 
for the public would be rendered less cautious than at present in evaluating 
finance offers. Proposals that finance charges subject to disclosure provisions 
be defined only as interest rates would provide borrowers with the mistaken 
notion that they were being fully informed. Such a proposal would not only 
defeat the purposes of S. 2755, but would make the Federal Government an 
active party to the deception of the borrower. 

Unless all charges incident to the loan are required to be included in the 
total finance charge and finance rate, this bill would merely be a mandate for 
slightly different but equally misleading and deceptive practices. 

(2) The finance rate should be required to be stated in terms of a percentage 
of the unpaid balance of the loan. This is the only method by which a borrower 
can truthfully be informed as to the cost of credit. Simple or true interest 
rates have traditionally been used by some personal credit lenders, such as 
credit unions and small loan companies. Also, certain types of credit con- 
tracts—residential mortgages, for example—have traditionally been stated in 
true interest rates. Businessmen demand a full and honest statement of 
interest rates so that they can make rational choices. This is why Treasury 
short-term bills and savings bonds (although actually sold by discounting tech- 
niques) are always advertised and referred to in terms of a simple annual 
rate. Similarly, the rediscount rate and the prime rate are stated in simple 
annual terms. 

It is difficult to believe that the consumer should have to be more knowledge- 
able and more adept in the world of finance than accountants, economists, 
and mathematicians who advise purchasers of Government bonds and cor- 
porate securities. 

The high standards of disclosure which businessmen require for rational 
investment decisions should not be compromised where consumers (borrowers) 
are attempting to make rational decisions about consumer credit. 

(3). Finance charges expressed in simple rates should also be stated in terms 
of an annual rate. This, again, is the most straight-forward and truthful 
manner of enumerating the finance rate. 

The prospective borrower should have the information to be able to compare 
directly, without going through the process of complicated computations, the 
cost and benefits of contractual savings (through buying goods and services on 
credit) versus voluntary savings (e.g., money deposited in savings accounts). 
Many consumer lenders, including those who handle savings accounts, undertake 
different approaches to the treatments of borrowing rates and savings rates 
which they extend to consumers. The lack of symmetry between the way in 
which interest rates are handled on consumer savings, and on consumer bor- 
rowing is obvious. Interest rates on savings accounts are stated on an annual 
basis, but the returns are carefully calculated on the basis of the amount of 
savings outstanding at various periods within the year. 

Unless these alternatives are expressed in the same time period rates—in 
terms of an annual rate—the individual would continue to be confused over the 
cost of borrowing versus saving. 

Expressing the cost of consumer credit in terms of annual finance rates is the 
only method of fully disclosing the costs of these alternatives. 


APPENDIX A 
HISTORY OF CONSUMER CREDIT 


The rise of an industrial economy in the United States, occurring over most 
of the last century, set the consumer credit stage. It brought increased in- 
comes and rising living standards. It stimulated our appetites for additional 
goods. Seeking improved living standards became an accepted social goal. 
Credit became an increasingly popular means of advancing this goal. 
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Industrialization affected many consumers in another way. It took them out 
of intimate community groups and placed them in the impersonal setting of 
large cities. Emergencies no longer called forth the friendly aid of neighbors. 
Each family was on its own. Families hit by emergencies instinctively sought 
aid through credit. But the average family found to its dismay that it could 
obtain no credit, or could secure it only under intolerable conditions. 

Some borrowers were able to obtain credit from remedial loan societies which 
made loans to wage earners on a semicharitable basis. These organizations 
were the real pioneers. They led the way in showing the public that consumer 
lending was needed and was here to stay. Their organizers recognized the 
need for higher interest rates than those allowed under the usury laws, and 
obtained special State charters permitting higher charges. The first society was 
founded in Boston in 1859. Other societies followed slowly but never became 
sufficiently numerous to meet more than a small part of the demand. 

The vast majority of borrowers were forced to turn to the only other com- 
mercial source then readily available—illegal lenders. As the demand for 
credit increased in the post-Civil War years these lenders multiplied. Their 
rates were often excessive, and their collection practices were often harsh. 

As borrowers grew in numbers, the harsh treatment they received from 
illegal lenders drew public attention. Remedies were suggested. One was 
stricter enforcement of the usury laws which prohibited interest of more than 
8 or 10 percent a year. This was as futile then as it is today. As we shall 
show later, consumer loans require higher interest or financing rates than those 
permitted by usury laws. In fact, this was one—not the sole—reason why 
banks initially frowned on consumer lending. Furthermore, the usury laws 
have few teeth in them. They are not effective in preventing violations in the 
case of consumer loans primarily because their enforcement depends on action 
by the borrower. He seldom has the knowledge or the resources to take legal 
action. There is little incentive for him to do so, since the usury laws generally 
provide only that the lender shall forfeit the excess interest collected.* 

Historically, because of the inadequacy of competition, consumer borrowers 
were forced to meet whatever terms a few local lenders could extract. In fact, 
it was the lack of competition, which would hold down the price of consumer 
credit, that added force to the drive for usury or maximum credit rate laws. 

Where price’ competition does not operate effectively, it has been necessary 
for various levels of government to intervene in the market to insure that 
buyers (borrowers) are protected, to some degree, from the effects of inadequate 
_ competition. 

This is the fundamental reason for the regulation of prices charged by “local 
monopolies” such as public transportation and public utility companies. 

In the past 50 years, there have been revolutionary changes in the structure 
of the consumer credit market. Today, the individual borrower has a number 
of choices of lending institutions he can patronize, institutions which are anxious 
to have his business. However, the consumer credit market is still plagued by 
substantial imperfect competition. 


“Workable” competition 


It might seem that a market characterized by large numbers of buyers and 
sellers would alternatively be characterized by vigorous “price” competition 
However, this is not necessarily so. In the world of economic theory, “per- 
fect competition,” whatever the number of sellers and buyers, can only exist 
if buyers (borrowers) have perfect knowledge of existing alternative sellers 
and complete knowledge of the prices each seller offers. 

Dr. Ernst A. Dauer, director of consumer credit studies, Household Finance 
Corp., in a recent speech on the nature of competition in consumer credit, 
stated : 

“Dr. Theodore O. Yntema, then professor of statistics at the University of 
Chicago, pointed out that what the economist calls a perfectly competitive 
market does not actually exist in fact—and hence does not exist in the consumer 
credit field. In such a market, every decision to buy or to sell, and from whom 
to buy or to sell, would be determined by prices. Such a perfectly competitive 
market would require the following characteristics : 

“1. A commodity or service which is uniform in type and quality, and (equally 
important) this uniformity is recognized by buyers and sellers; 


1 Wallace P. Mors, “Consumer Credit Facts for You,’’ Bureau of Business Research, 
Western Reserve University (1959), pp. 4 and 5. 
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“2. A large number of sellers, each independently offering the commodity 
or service for sale, and a large number of buyers independently bidding for the 
commodity ; 

“3. All buyers and sellers accurately and fairly completely informed as to 
the price offered and bid; and 

“4. Buyers and sellers who encounter no obstacles in entering or retiring from 
the market, such as costs sunk in organization and equipment. 

“These conditions are theoretical or ideal. They do not exist in reality any- 
where in our economic system. All business operates under conditions which 
lie somewhere between this limit of perfect competition and the other extreme 
of complete monopoly.” 

We cannot expect perfection in competition. Obviously, perfect knowledge 
is unobtainable in the world of actuality, but public policy should always aim 
at creating conditions which maximize the dissemination of adequate and 
clear-cut economic information. 

Today, this one essential ingredient—adequate knowledge of prices and alter- 
natives—is not generally present in the consumer credit market. In other 
words, adequate “buyer” (borrower) knowledge is a precondition for effective 
or “workable” competition. In short, S. 2755 would also remedy this major 
cause of “imperfect” competition in the consumer credit market. 


APPENDIX B 
Installment credit rates 


The rates shown below represent the equivalent percent per year on the unpaid 
balance. 








saselijagihlstst alitiicnilaigs : —- — 
Financing agency or type of loan {Common rate} Range of legal 
maximum rates 


A. Cash lenders: 





I ION, och kuie de caibaennoddississecabsldics tees deeedibidiwan 12 } 12. 
Commercial hanks, personal loans -.-.......--....--------------.-- 12 | 12 to 42. 
Consumer finance companies, under small- loans laws 3 -2n0--252- 50 30 | 24 to 48. 


INE, ak enek ale cumt aunweckioa sat 0skiiames Shemiauee 


spe seatbbkinens 42 to 1,200.1 
B. Retail installment financing in 24 States with rate legislation, 12-month | 
contract: } 
staan hese deal ditteneip ch ertdgiagabhines>is 12 | 12 to 24. 
SI GUTe MNOE B PUNO MIE. 0.6 oc sw 00 - foe noone etc wdusdicdi dec. (2) | 18 to 31. 
Uermets eran Ree Wak. eds. oa a es - ac -- | (2) 18 to 43. 


C. Retail installment financing in States without rate legislation, 12-month 
contract: 

PE MS ie, ia bbc ctinninketoeeo Suncubuetudadutebvowdasvunaaba 

Se nL lik SCR aa. Sis. cidde a batho de buchd -dachis~ caeendext 





12 | 12 to 120.1 
(?) 19 to 275.1 


' 





| There is no legal maximum here. The figures shown give the range of actual rates reportedly being 
charged. 


? Information is not available. 


Source: Wallace P. Mors’ “‘Consumer Credit Facts for You,’’ Bureau of Business Research, Western Re- 
serve University (1959), p. 16. 


APPENDIX C 
TYPES AND PURPOSES OF LOANS 


The consumer credit statistics prepared by the Federal Reserve staff and 
published in the Federal Reserve Bulletin, in Economic Indicators, and else- 
where, show installment credit and noninstallment credit. 


Installment credit (short and intermediate terms) 


Installment credit includes automobile paper, other consumer goods paper, 
repair and modernization loans, and personal loans. 

The largest of the groups of credit included in the statistics is ‘automobile 
paper.” Such paper is defined “to include all consumer installment credit for 
the purpose of purchasing automobiles whether extended and held by a retail 
dealer, extended by a retail dealer and sold to a sales finance company or other 
financial institution, or extended as a direct loan by a financial institution to 
the consumer.” The “paper” held by dealers is a very small part of the total— 
less than 4 percent at the end of October 1959. The principal sources of credit 
for the purchase of automobiles are the sales finance companies with over 44 
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percent of the total at the end of October, and the commercial banks with 44 
percent of the total. Other financial institutions, such as credit unions and 
small loan companies, held about 8 percent of the credit outstanding at the 
end of October 1959, Banks extend credit directly to automobile purchasers, 
as well as purchasing notes from automobile dealers. The banks’ direct loans 
total somewhat more than half as much as the “purchased paper.” 

Installment credit on “other consumer goods” and on personal loans each 
totals about two-thirds as much as the total of automobile paper. The “other 
consumer goods” paper includes indebtedness undertaken when purchasing both 
durable and nondurable consumer goods. Department stores and banks are the 
largest holders; the banks hold one-quarter of the total, department stores over 
one-fifth, Sales finance companies hold almost one-fifth; furniture stores hold 
about one-eighth; other financial institutions hold about 7 percent; household 
appliance dealers hold 3 percent; other retail outlets hold about one-eighth of 
the total. Banks and sales finance companies extend credit by purchasing con- 
sumers’ notes from retailers, as they do in financing automobiles. 

The personal loans included in the installment credit statistics have been 
described as follows: “Personal loans are made directly to consumers by 
financial institutions and are used primarily for such purposes as consolidation 
of debts, payment of medical, educational, or travel expenses, and payments of 
personal taxes or insurance premiums. This category may also include some 
loans for the purchase of goods or for home repair and modernization which 
would be classified as one of the other three types of installment credit if they 
could be so identified.” 

About 32 percent of the personal loans outstanding at the end of October 
1959 had been made by commercial banks. About 9 percent were held by sales 
finance companies. The largest lenders are the consumer finance companies, 
or small loan companies; and credit unions are third in size, following com- 
mercial banks. The total credit extended for all purposes by credit unions 
is about 80 percent as much as the total extended by small loan companies, 
but part of the credit comes in classifications other than personal loans. An 
estimate published in 1955 indicated about 60 percent of both small loan com- 
pany and credjt union- loans are personal loans, rather than for home repair, 
appliances, furnishings, etc. 

In terms of amount, the smallest category of installment credit is for home 
repair and modernization. About three-quarters of these are commercial bank 
loans, and one-quarter are held by other financial institutions. Some credit 
for similar purposes is extended by lumber yards, hardware dealers, utilities 
corporations, and so on, and is included under “other consumers goods.” The 
loans “include both FHA-insured and noninsured loans made to finance main- 
tenance and improvement of owner-occupied dwelling units. These loons are 
used to finance the purchase and installation of equipment such as furnaces, 
hot water heaters, storm windows, and kitchen equipment, as well as major 
alterations and additions.” 


Noninstallment credit 


Noninstallment credit totals somewhat more than one-quarter as much as 
installment credit. It includes single payment loans, charge accounts, and 
service credit. These categories were described in the Federal Reserve Bul- 
letin of April 1953 as follows: 

“*Single-payment loans’ are loans made to individuals for consumer pur- 
poses and scheduled to be repaid in one payment. Most of the amount out- 
standing in this area is held by commercial banks. Small amounts are held 
by pawnbrokers, mutual savings banks, and savings and loan associations. 
While some credit of this type is used for the purchase of consumer goods, 
most is for meeting short-term needs such as the payment of personal taxes 
or life insurance premiums. 

“‘Charge accounts’ are the outstanding balances owed to retail dealers for 
purchases made by individuals for consumer purposes. 

“‘Service credit’ is the amount owed by individuals to professional prac- 
titioners and service establishments. The largest component of this type of 
credit is the amount owed by consumers to doctors, hospitals, and other medi- 
eal practitioners. Amounts owed to public utilities, after deduction of deposits 
and prepayments, is another substantial component of service credit. The 
remainder represents amounts owed for a variety of personal services such as 
cleaning and dyeing, education, and recreation.” 
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At the end of October 1959, charge accounts totaled $4.5 billion, single pay- 
ment loans totaled $4.1 billion, and service credit totaled $2.9 billion. Depart- 
ment stores held about 15 percent of the charge accounts; credit cards at 
service stations and elsewhere, and home heating oil accounts totaled about 
two-thirds as much as department store charge accounts: while accounts at 
other retail stores accounted for the bulk, or more than three-quarters, of the 
charge accounts. Single-payment loans at banks accounted for about 85 per- 
cent of the total of single-payment loans. 


Mortgage credit 


Mortgage debt on nonfarm one- to four-family properties totaled $128.5 
billion at the end of September 1959. Approximately 41 percent of the amount 
of these mortgages were either FHA-insured or VA-guaranteed; nearly one- 
quarter were VA-guaranteed. Conventional mortgages amounted to three-fifths 
of the total. 

About one-sixth of the nonfarm one- to four-family house mortgage debt is 
owned by holders other than financial institutions. The five-sixths held by 
financial institutions are held by savings and loan associations, with nearly 
half of the total; by insurance companies; by mutual savings banks; and by 
commercial banks; in the order named. Most of the mortgages held by sav- 
ings and loan associations are conventional, rather than Government under- 
written (in the proportions 41 to 10). Less than half of the nonfarm mortgages 
held by life insurance companies are Government underwritten. About two- 
thirds of the residential mortgages held by mutual savings banks are Govern- 
ment underwritten; and a little less than half of the residential mortgages 
held by commercial banks are FHA and VA. 


APPENDIX D 
TYPES OF LENDERS 


Consumer finance companies (small loan companies) 


These lending institutions operate in all States having workable small loan 
laws. The model small loan laws which are operative in a number of States 
require that interest rates be stated as a monthly percentage of the unpaid 
balance of the loan. These rates must also include all extraneous charges. 
Maximum rates vary from 2% to 3 percent a month (30 to 36 percent per annum) 
on loans of $300 or less. The maximum finance rates permitted on larger loans 
are usually substantially lower. 

A large percentage of the small company loans are unsecured or signature 
loans. In some States, lenders require borrowers to sign wage or salary assign- 
ments as security for the loan. 


Credit unions 


Credit unions are cooperative or mutual thrift and lending institutions whose 
services are available to their members only. Typical groups which organize 
credit unions are: Employees in a particular business establishment, both in 
private industry and in Government, members of trade unions or church groups, 
ete. 

Credit unions operate either under Federal or State laws. The maximum rate 
of interest permitted is 1 percent per month on unpaid balance (or a true 12 
percent per annum) inclusive.of all charges. 


Industrial banks (industrial loan companies) 


Originally these institutions were banks for wage earners in industry. Under 
the term “industrial banks” are lumped together several different kinds of 
banks; e.g., Morris, Winsett plan, White, Peoples Finance, etc. 

Actually, they fall into two somewhat different groups: One group being 
similar to small loan companies; the other group being similar to commercial 
banks. 

Terms of most industrial bank loans are stated in a discounting fashion ; thus, 
if $100 is “borrowed” and the rate is 6 percent, the borrower receives $94 and 
obligates himself to repay $100. 

A number of States have passed special laws specifically governing industrial 
bank operations. 
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Commercial banks 


Most commercial banks now engage in some types of consumer lending. 
During the 1930’s, many banks entered the consumer credit market by making 
insured FHA home-repair and modernization joans. Since then, banks have 
branched out into all fields in the consumer lending market—direct installment 
loans for the purchase of durable goods, purchasing installment papers from 
retailers, financing retailers’ charge account operations, extending personal loans, 
and more recently, the various check-credit or revolving check plans. 

Through their direct and indirect lending activities, commercial banks are 
probably responsible for 50 percent of the consumer credit extended. 

Other institutions extending credit to individuals are: Life insurance com- 
panies, pawn shops, and remedial loan societies. 


Retailers 


Retailers normally extend credit in a number of ways: 

1. Charge accounts.—Charge account credit is usually payable within 30 days 
from date of purchase of goods. Some retailers permit balances on charge ac- 
counts to extend beyond the normal 30 days without any charge. Such accounts 
are usually known as “budget” accounts. 

2. Revolving charge accounts.—A revolving charge account is actually a “line 
of credit” agreement. The buyer is allowed to make purchases up to a stipulated 
dollar maximum and agrees to pay the amount due in monthly installments until 
paid in full. Retailers usually charge 1 to 1% percent per month on the unpaid 
balance. This, of course, is equal to a true interest rate of 12 to 18 percent per 
annum. 

3. Installment sales credit—In the case of high priced, durable goods, the 
purchaser signs a specific contract governing the financing on that particular 
article. 

The installment buyer normally signs a conditional sale, lease, or chattel 
mortgage installment contract. Under this contract, the seller retains title to 
the goods and reserves the right to repossess them if the buyer defaults. 


Installment sates finance companies 

Because of the heavy capital costs involved, many retail sellers have found it 
advantageous to handle the financing of expensive durable goods in concert with 
separate installment sales finance companies. These companies normally ad- 
vance cash to the retailer and collect the money in installments from the buyer. 
This is the usual method of financing automobile sales. 

Wallace P. Mors points out in “Consumer Credit Facts for You,” Bureau of 
Business Research, Western Reserve University, that: 

“Since they acquire such a large proportion of the installment paper in some 
fields of retailing, sales finance companies often exert considerable influence on 
the nature of the installment contract between those who sell and buy at retail.” 

Senator Dovenas. In conclusion, I want to thank the staff expert 
who has assisted us in the preparation of this material, Mr. Milton 
Semer, for the great intelligence, the real intelligence and great energy 
and diplomacy which he has shown in the preliminary work. If the 
hearings have any success, they are largely due to him. 

I may say also that Mr. Semer has prepared a pamphlet in the 
form of a committee print, giving statistical material on consumer 
credit. Included is a very careful analysis, in table No, 17, of the var- 
ious State laws which deal with the legal rates of interest, the so-called 
antiusury laws, maximum charges in sales finance both on motor 
vehicles and on other goods purchased at retail, and computing the 
annual interest rate by the actuarial method on these. There is also 
a column covering small loans. 

This will be made part of the record. I think Mr. Semer is deserv- 
ing of great credit for the analysis which he has made. 

(The committee print referred to follows :) 
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CONSUMER CREDIT STATISTICS 


TABLE 1.—Consumer debt and total debt, 1920-59 





[Billions of dollars] 
Total 
private Total Total Con- Non- 
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1 New series. 
Source: Federal Reserve. 


TABLE 2.—Distribution of domestic debt, by debtor groups, Dec. 31, 1955 and 1959 





























Dec. 31, 1955! Dec. 31, 1959 
Debtor group | Percent of— Percent of— 
Amount |____ yh ee ee a ee 
| (billions) | | | (billions) | 
| Total Private Total | Private 
| debt debt | | debt debt 
- “42: 0) 1 ae = =| a 
te GENIN CHIE one cccconesceunael $626. 7 i ssasceicctinats $797.0 Be ladwtecesien 
| ra eee 281.2 | | | 312.4 Bead 
ad 234.1 | es 245.7 Be tokucdensun 
SEE SIN cncccncadccanudens me itis nmsmaena 66.7 | SD Eiaaeetinis 
Private domestic debt. ............... 345. 4 | 55 | 100 484. 6 61 100 
a ah eae 129.3 21 37 186. 8 23 39 
Corporate business. -.............| 148.3 | 24 43 191.0 24 | Y 
Nonfarm noncorporate business... 28.8 | 5 8 54. 6 . ll 
I oh caickieaenn’ 15.6 | 2 | 5 | 20.7 3 | 4 
a a 23. 4 | 4 7 31. 5 4 | 7 











! Revised; conforms to present flow-of-funds structure of accounts. 

? Excludes nonprofit organizations. 

3 Nonprofit organizations, finance companies, security brokers and dealers, savings and loan associations, 
life insurance, and commercial banking. 


Source: Federal Reserve. 
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TABLE 3.—I ncrease in major components of consumer debt, selected periods 


Total increase (percent) 


annum) 




















Average increase (percent per 


Component 
1939-55 1920-55 1955-59 1939-55 1920-55 1955-59 
I GOR viieisenn ceeccncccs 415 1,005 44 ll 7 10 
DD co = cettetadcinis spaniels 557 1, 598 53 12 8 11 
Installment........... cabled oh aiiemeaaite 544 2, 800 36 12 0 8 
ee te 174 62 —8 6 1 —2 
ME. -ccebceckeschundneawnds : ies 116 404 30 5 5 7 
Source: Federal Reserve. 
TABLE 4.—Consumer debt by types, Dec. 31, 1955 and 1959 
1955 | 1959 
Billions of | Percent of | Billions of | Percent of 
dollars total dollars total 
TE CO IE. oncrinienianasenccenctectcnscnenens 129.3 100 186. 8 100 
ee ee eee ia Shenk ccanaen 81.5 | 63 124.8 7 
Short- and intermediate-term debt. ...........----- 38.9 30 52.0 28 
asd. apminoncceornaanenasepennnes one 29.0 22 | 39. 5 21 
IE xatuenutemdariatsccenecbessecacape 13. 5 10 | 16.6 9 
Other consumer goods paper. ..-...---- ed 7.6 6 10. 2 5 
Home repair and modernization..._.-....-- 1.7 1 3.7 1 
ee SS a ae 6.2 5 9.9 5 
PU, cerienwccccdesecaccosceceeccand 9.9 8 12.6 7 
Single-payment loans -_ _..........-.--.-.---- 3.0 2 4.2 2 
ND ING ii duce cdcecdechosuscccund 4.8 4 5.4 3 
Service credit... _. lec teeina inh atao netcnsiabsson 2.1 2 3.0 2 
Security debt... ......- ea ecerieeedieeainuecd 5.2 | 4 4.8 3 
I Eins bnccibeniniictnsesesddeseaiennseesars 3.7 3 §.1 3 





Source: Federal Reserve. 





TABLE 5.—CONSUMER CREDIT, BY MAJOR PARTS 
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TABLE 7.—INSTALMENT CREDIT HELD BY 
COMMERCIAL BANKS, BY TYPE OF CREDIT 


(Estimated amounts outstanding, in millions of dollars} 


Automobile Other | Repair | 








Total paper and | 
End of year instal- aiid mod- ee 
or month ment | ar ee — 
. | goods . loans 
credit Pur- Direct oe tion | 
shenet . Rep loans 
AAA TO BI an ‘So7Ret Garcuors OD > ua 
ki Ue oe 2 oe 237 178 166 | 135 363 
RES ree eee 447 338 309 | 161 471 
Ah aS 66 _ 143 114 | 110 312 
RS Se F 2,215 | 1,867 | 2,078 | 1,317 | 1,521 
AR ae Re 2,269 | 1,668 | 1,880 | 1,303 | 1,676 
Sok tn Oo iw xkkad 3,243 | 2,062 | 2,042 | 1,338 | 1,916 
a Me oe ss ahs 3,651 | 2,075 | 2,464 | 1,469 | 2,118 
ada. tat 6 a8 acta 4,130 | 2,225 | 2,557 | 1,580 | 2,351 
Sth Be sc ne kde 4,014 | 2,170 | 2,269 | 1,715 | 2,612 
Bas ite ig cao ad 4,798 | 2,511 | 2,553 | 1,941 | 3,119 
1959—Jan.!........ 4,043 | 2,195 | 2,319 | 1,706 | 2,645 
Feb... 4,075 | 2,218 | 2,290 | 1,695 | 2,660 
OS a 4,133 | 2,262 | 2,288 | 1,700 | 2,703 
Apr. 4,241 | 2,324 | 2,310 | 1,720 | 2,779 
May 4,340 | 2,376 | 2,347 | 1,754 | 2,828 
June 4,475 | 2,425 | 2,383 | 1,788 | 2,892 
Benes <ssaes 4,580 | 2,465 | 2,424 | 1,825 | 2,936 
OS I 4,682 | 2,495 | 2,472 | 1,855 | 2,993 
| A 4,746 | 2,500 | 2,494 | 1,882 | 3,042 
6s okh an 4,816 | 2,517 | 2,512 | 1,912 | 3,060 
| rE 4,825 | 2,519 | 2,513 | 1,928 | 3,068 
Dec 4,798 | 2°511 | 23553 | 1941 | 37119 


1 Includes data for Alaska and Hawaii, beginning with January and 
August 1959, respectively. 


Source: Federal Reserve. 
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TAI 
INS 
TABLE 8.—INSTALMENT CREDIT HELD BY SALES 
FINANCE COMPANIES, BY TYPE OF CREDIT 
[Estimated amounts outstanding, in millions of dollars] | 
Other | Repair 
Total 
‘ Auto- con- and Per- 
— Soar ag on mobile | sumer | modern-| sonal | 
credit paper goods | ization loans 
paper loans 
878 us | is | se | 1936 
ta us _ oe % 194 
4 58 | 4 
| | 194: 
4,688 816 | 46 377 L195: 
4,870 841 | 31 402 195. 
6,919 1,034 | 25 465 195: 
7,283 | 1,227 | 23 567 195 
7.470 | 12413 | 20 670 4 
6,404 1,567 19 750 195: 
7,328 | 1,883 35 899 195 
6,391 1,566 19 757 195: 
6,394 1,548 19 763 | 
6,429 1,561 21 769 
6,543 1,582 20 7716 { 
6,679 1,605 22 783 
6,884 1,647 | 23 796 
7,063 1,695 25 809 
7,240 1,723 26 817 
7,328 1,761 30 830 
7,406 1,788 33 844 
7,388 1,830 34 865 
7,328 | 1,883 35 899 | 
1 Includes data for Hawaii, beginning with August 1959. ro 
Source: Federal Reserve. | Au 
| sa 
uni 
loa: 


inst 











CONSUMER CREDIT LABELING BILL 35 


TABLE 9.—INSTALMENT CREDIT HELD BY FINANCIAL 
INSTITUTIONS OTHER THAN COMMERCIAL BANKS 
AND SALES FINANCE COMPANIES, BY TYPE 
OF CREDIT 


[Estimated amounts outstanding, in millions of dollars] 


Other | Repair 


Total 
. Auto- con- and Per- 
pay ae ee F — mobile | sumer | modern-| sonal 


. paper goods | ization loans 
credit paper loans 


| 

789 81 24 | 15 | 669 

957 122 36 14 | 785 

731 54 20 14 | 643 
4,038 538 370 247 | 2,883 
4,510 539 375 282 | 3,314 
5,406 761 537 326 | 3,782 
6,277 948 648 403 | 4,278 
7,099 | 1,106 | 622 489 | 4,882 
7,577 | 1,143 | 610 616 | 5,208 
8,771 1,365 | 751 728 | 5,927 
7,537 | 1,134 605 | 605 | 5,193 
7,576 | 1,143 611 610 | 5,212 
7,633 | 1,157 620 617 | 5,239 
7,715 | 1,178 635 624 | 5,278 
7,806 | 1,198 653 643 312 
7,932 | 1,231 671 656 374 
8,039 | 1,250 684 667 | 5,438 
8,237 | 1,293 702 688 | 5,554 
8,341 1,310 713 701 | 5,617 
8,430 | 1,327 724 708 | 5,671 
8,549 | 1,345 732 721 | 5,751 
8,771 1,365 751 728 | 5,927 


1 Includes data for Alaska and Hawaii, beginning with January and 
August 1959, respectively. 


Nore.—Institutions represented are consumer finance companies, credit 
unions, industrial loan companies, mutual savings banks, savings and 
loan associations, and other lending institutions holding consumer 
instalment loans. 


Source: Federal Reserve. 
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TaBLE 11.—Net change in installment credit outstanding 


January__-- 
February_-_- 


WR na 
September__ 


October__-_- 
November__ 


(In millions of dollars) 


[Seasonally adjusted] 


December _________ 


—January__-- 


February __- 
March- --.-_- 
April 


ox: 


June___ 
July 
August__-_-- 
September 
October _-_- 


Source: Federal Reserve. 


Total 


+319 
+ 372 
+ 330 
+ 267 
+ 209 
+ 154 
+ 145 
+ 285 
+109 
+210 
+ 323 
+216 


1958—January 


March- 
April _ - 


May..--. 


June___ 


a 


August_ 
October 
1959—January 


Februar 
March-_ 


April __- was 
Sel eh cfews ct 


June__-_ 
July _ _- 
August_ 


September 


IE i cccwin wnies'® 


September_ 


Finn) 


October ___- 


November 


December _-__. 


1960—January 


39 
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TABLE 12.—NONINSTALMENT CREDIT 


(Estimated amounts outstanding, in millions of dollars] 





' 
Single- | 
payment | Charge accounts 
Total loans 
End of year oe? ; | 
ermonit eps [com| Site | De | omer 

credit | mer- cial part- | retail Credit 
: men cards2 


1 Includes mail-order houses. 


2 Service station and miscellaneous credit-card accounts and home 


heating-oil accounts. 


3 Includes data for Alaska and Hawaii, beginning with January and 


August 1959, respectively. 


Source: Federal Reserve. 
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1950— 
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1952- 
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TaBLeE 13.—Cash and credit sales of new autos, 12 month moving average 


[Thousands of autos] 














Cash | Credit | | Cash | Creatt 
Seetin Caae s —“> | 

















RON Ii icin iccsscatpeibidln denne 146 ee ee | 204 271 
August.-_---. ar ae a 150 122 i| csc psesiasiiin | 206 | 266 
RA cenvascveneonasen 155 123 |} OOO os <b cnenencens. dials 208 | 261 
Seem noog cashonnnscdabed = = i| oe bicnineweeetRuumed = _ 
i POOL. cdseccaccncGabes | | IN oo oat eeacnkattioa | 
pe eee 160 | 121 | 1954—January........---.........| 207 256 
1018 —JaBURY . ..- 2... 2222-26500 161 | 120 | I icc lnsnits awaken 201 | 257 
February.......... peacciek 164 122 || DEOIONS «nic nce Shean 195 258 
a eee eee 166 123 || I ae in dt vephowwescsocees | 188 257 
Ris cin cia kacennateaes 168 123 BEGG cd ousukepouncbestdive | 184 256 
BE Sehvcvekekcnenned eines | 17 122 | PUBS ao accesenbsbucdSeednas | 191 258 
eS eS 170 | 122 PRN aoe aeheaS ats oseieeed = = 
ini wh noah tence winwneiets | 171 | 121 Te i iaiek lewis bau 7 
ae. ee 120 September. . ..... Seaaaaneed 212 | 280 "9, 
NOES sis cee ae 174 122 NG nnctusecenaes dene 7 | 2 { 
October. pasenoedscanawantal | 178 125 || Noweiner.......88 i628. i= 2 304 urhdt 
INGWIINE wscs os nawas~< cane 184 131 |} ORIENT 36 355 on es ----| 222 316 >See 
SPROUT kine tadatodcnuctann 192 160 1) SO NG ic. ose ose en esc 223 327 oy 
Sepia Cs uae eaecncdeansens 200 144 I ig aan 227 | 340 “ oe 
EN gi oecincdcendnccmnen | 208| 151 || NG cn csecenenee ee ee ee ects 
March. ........ Se aes ees |} 216 | 189 | April ge am = , ty 
BIN The wooo snecasccssgnenene= 222 | 168 | = i acai oaaeieaaole 7 7! = oS 
a... ere “] aa] oar7 | eee ersccsex ae taaieie 236 | 381 and 
BE ee tniisnsnaiateiieiaaanime | 222 184 || I iatecactistaiclecnivaeion ieinieniaelete 
een | 223] 191 | on 226 | 388 anh 
ee ee eee eee | 7 | 199 || ee ee 220 | 387 = tse, 
eS ee ee | 230 | 206 || FON Sa nan nse nne | ae 384 et: 
: eee | 232 | 211 || cama | 200 | 381 » edi 
I tne task nari ntaconin'e 234 | 216 a ee ae 193 375 S 8 Se 
DOANE. - 5 cicsecae ans 240 | 224 || 1966—January--..-..-..........-- | 188 369 - oho 
1950—January..---.--------------- 247 | 232 | POUR... . -citewnrscvde } 182 362 AE 
OO a ee ae 254 | 238 |  . ccncsncteddddowe nial 174 351 i Son 
Ses. 2cnesceaaeedairn as 260 241 | pS Eee ee | 167 | 343 ‘a=. 
lil nde ciliaris | 265 | 243 || a ie at 164 339 , Ore 
SE tat regdmebenieniens | 271] 242 || ME ti; naheheieniastedeate 164 335 
Seas ece 08 | 240 || ‘Augasts=~---2--2a2 aoa | 108 | 328 rh 
BEGUM wn:.ccrcsereceeeedtl Sah A See September.._.............. | 167 324 .s 
Se p 7 | 7 i} eal yy 
October eecswccwccccsc| B12] Bat || November-acecssswwsscsszae] | = 300 e. 
POENIIE Knscéccacecevderes 312 227 || TOG oo end tincs5c8a6 | 174 318 . on 
EERIE 25 esccccencsen=s 307 223 || 1957—January- ------- Shacvagones 75 317 we} 
, (TOA 6 = 3506 oh oe ~55-2ot } 295 | 216 || PORES a lian aes acton! 176 | 317 ‘i 
PO cnanccs cea dsnsabelh 282 | 212 || Meek. . ....i.2.... 181 | 317 - ye. 
DERI ce <x nenecdebasesenne 268 | 210 || Ath nc dvactebiecusasssou 184 | 319 cal 
cit ah Rinna | 255 208 | SE ois cndtihnvnwacddaake 184 319 S! 
meee ise 20 | 208 || July saan sc} iso] ate 22 
RSE cnanbelteincdienwian 2 Pia scaedeee nieagabte § : 
Mieik...ci ae 209 || August_-..------ saiemedahil 174| 315 .es 
RIB oni Bide cin cede 195 211 || September » ttle eckeedlal 168 | os “= 
EE o's ec ciubsssnnaeae 179 212 || Cs cncdekutedwawoeceans 
October SETS: Seiad eaten 167 | 212 || PO isdn Sein cneshon 160 | 293 
November.....-.-. inckgieaeleaete } 160 | 215 TROUT icin sdcccauses -} 156 | 286 
2 ee See 152 | 219 || 1958—January- ...--..-.-- (auednad 153 | 279 
Se 6 in ichiedcnninnnwak 141 | 222 PORE icc beddnccccect | 150 72 
PEN nc oc cccccecemoopad 129 | 218 || DE n.ccnadaBcktccenss eed 143 | 265 
Mth cietscsnsckubomes 122 | 214 | cicada ects aired anaces 139 | 257 
gy ha ate nese ere 120 | 216 |} THEN. o nascese 139 249 
DES « cnt dieses odesbeuwe 120 | 222 || SOLUS. cs eush cidnacetie dee 141 246 
PEO itcieresscececcsvennd 120 229 eee SF 146 246 
ie 38 321 cid hiaclicaiaalud 123 234 ! Mepeeabe wee tec bad, 35555 Us 150 | 248 
II i a tinwciiccnctnisue dint 129 239 September. - .--.-.- Kbacodseuy? AGRE 254 
DORON. 605iecds-s-45s- 134 246 || NN one ceSedactkbwesbs | 160 | 261 
INS. 55.2. Sous nds into = = i] Seen essa a = | 269 
xcs cnaccGncnauea | 14 SOUMENGT.....6...4- wes 73 | 77 
Cs acai bnsamnet 153 | 2 || 1980—January-..--..-...--.- mnscadel 178 | 7 
BE iio erccn cen ceawawne 165 265 I. niin ahamimneani 182 296 
NR vncutencucaeiunenws | 181 | 273 | Ss cxcctieshininhnacanariteleene 185 305 
DERI oc - synsncecccoabeccn | 191 | 280 BE a cqanccnunsnwcsored 191 314 
BME hoc ackic cancesaete: 197 | 283 || Re ee 195 321 
SS eae: } 200 | 283 || Ms coccwancdbaecdneawene | 192 320 
a ee } 202 } 280 | Pi niccccenieconneecnesrnas 190 319 
Ts ies nescecics sinangiemiacies | 208 | 6 | 
| 








Source: Federal Reserve. 
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TABLE 14.—Selected consumer expenditures by types, 1939, 1955, 1969 


| 


| | 
| 1939 | 1955 1959 
Percent | Percent 


Type of expenditure | | nerease | ncrease, 
Billions Percent | Billions | Percent | Billions | Percent | 1939-55 | 1955-59 
jaf dollars) distri- |fdollars, distri- | fdollars| distri- 











bution | bution bution | | 
| | | 
Consumer expenditures......| 64.1 100 254. 5 | 100 304. 9 | 100 | 297 | 20 
Home purchases, net !_.....- 1.7 | 3 16.6 6 18.6 | 6 876 | 12 
Durable goods........------- 6.7 | 10| 39.6 16 43.0 | 14 | 491 | 9 
SIE cinnteninigtiiergect aA 3| 183) 7| 17.8] 6| 732 - 
Other major durable | | 
a in eta cies | 3.5 | 6 16.6 6 | 18.6 | 6 374 12 
Other durable goods----. 1.0 2 4.8 | 2 | 6.6 | 2 | 380 38 
Other consumer expendi- | 
ON i ae Risin ecadlicdsies 7 | 87 198.3 78 243.3 80 | 256 23 


1 Purchases of new construction; expenditures for land and transactions among consumers in existing 
houses have been netted out. 


? Nondurables services and taxes other than income, estate, and gift taxes. Conforms to present flow-of 
funds coverage; includes small amounts of expenditures by nonprofit organizations not separately estimated. 


Source: Federal Reserve. 


TaBLE 15.—Selected payment commitments of consumers 



































Amounts (in billions of dollars) Relation to consumer pene income 
(in percent 

| | 
Payments| M sie Life and |Consumer| Payments) poeane | Life and 
on install- and Rent! | annuity | dis- on install-| Rent annuity 
ment | related | premiums| posable | ment selated |premiums 

debt | payments} receipts?| debt |payments 
= 6.1 2.4 4.0 3.8 63.7 9.6 3.9 6.3 6.0 
__  Faeaaer 7.2 (3) 4.2 3.9 69.1 ED Ivtikeunees 6.1 5.6 
nap sinen 8.9 (3) 4.4 4.0 85.8 Sd A wsnenennne: 5.1 4.7 
BR sctaintl 8.2 | 1) 4.7 4.2 108.0 7,6 [ocsccccece 4.4 3.9 
Ds ccnsismnake 5.6 | (3) 4.7 4.9 122.4 es 3.8 4.0 
ci ees 4.9 (3) 4.7 | 5.5 134.1 [it Seenteckwws 3.5 4.1 
_. =a 5.1 (3) 4.6 6.0 136.7 IA Binet siti 3.4 4.4 
ae: 6.8 3.8 4.8 5.9 149.1 4.6 2.5 3.2 4.0 
SE cab 10.2 | 4.3 5.1 6.1 158.0 6.5 2.7 3.2 3.9 
_, ee 13.3 5.0 5.7 6.3 175.9 7.6 2.8 3.2 3.6 
NP nccwaks 15.5 5.5 6.4 6.5 176.3 | 8.8 3.1 3.6 3.7 
sat 18. 4 | 6.1 7.0 6.8 192.9 9.5 3.2 3.6 3.5 
TE nna 23.0 | 6.8 7.8 7.2 209. 7 11.0 3.2 3.7 3.4 
DR ices 25.4 | 7.5 8.6 7.5 220. 1 11.5 3.4 3.9 3.4 
Ss nial } 28.0 | 8.4 9.4 8.0 232.8 12.0 3.6 4.0 3.4 
DR ciniiins le 30. 5 | 9.5 | 9.8 8.4 237.0 | 12.9 4.0 4.1 3.5 
DS wicipih che 33.6 10.6 10.0 8.9 253.6 13. 2 4.2 3.9 3.5 
1956__..... 37.2 11.9 10.1 9.4 71.2 | 13.7 4.4 3.7 3.5 
Ds kcinepcle 40.3 13.1 | 10.5 10.1 284. 4 14.2 4.6 3.7 3.6 
Ec coanscadie 40.9 14.4 | 11.0 10.4 291.7 14.0 4.9 3.8 3.6 
ane 43.2 | 15.4 | 12.3 11.0 307.7 | 14.0 5.0 4.0 3.6 
| 





1 National income series for space rent on tenant-occupied nonfarm dwellings, table II-4, line IV-2 in 
national income tables. 

? Current receipts after deductions for income, estate, and gift taxes and employee contributions to pen- 
sion funds and OASI. See flow of funds, table 4-A, line G (Federal Reserve Bulletin, January 1960, p. 89). 
Principal differences from series in table 47 of consumer credit study are (1) it excludes insurance benefits 


(but it still includes pension benefits), and (2) it excludes capital withdrawals, net, by proprietors from 
noncorporate business. 


3 Not available. 
Source: Federal Reserve. 





1920.. 
1921... 
1922.. 
1923.. 
1924.. 


1926.. 
1927. 
1928. 


1930. 
1931. 
1932. 
1933 








CONSUMER CREDIT LABELING BILL 


43 


TABLE 16.—Consumer installment credit, and gross national product, 1945-59 











Install- Install- 

Gross ment Gross ment Gross 
national credit national credit national 
product out- product out- product 

standing standing 
ip cncsmacn 91.9 L@ 1 10Giccn<.-- 65. 0 1.6: Wissccses 259. 4 
= 70.3 2G Bie cs os-- 72.5 a). = 258. 1 
PRs cox deal 75.0 LA Wiinasace« 82.7 3.6 || 1960........ 284. 6 
are 86. 2 Se Th Pep acccanes 90. 8 cl 329. 0 
TEED-< 250 aie 85.9 1.4 |} 1938........ 85.2 See il Miccénseus 347.0 
Piccibaken 94.5 BB Bieisede esas 91.1 0.5.0) Gtannccens 365. 4 
| Seer 98.6 2 Dr eeesecses 100.6 A ae 363. 1 
Pei asaswighl 96. 5 2. 35 Beistestces 125. 8 6.1 = 397. 5 
Piinscsscd 98. 8 eo Wi eeeibsceceo 159.1 ett. =e 419. 2 
ewcieeu 104.4 B. Bite tbcncense | 192. 5 yf a 442.5 
as wenn 91.1 2.7 Misacces<s | 211.4 BR. Wieeesccus 441.7 
eta riccan 76.3 £3.23) Wee. <<... 213.6 Ol) Sete wncscs 479.5 
EE 58.5 So IL. eetwoncacs | 210. 4.2 
Baioneus 56.0 1.6 EE 234. 3 6.7 
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Source: Federal Reserve. 
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Senator Busu. Mr. Chairman? I would like to make a brief state- 
ment if it is in order. 

Senator Dove.as. Surely. 

Senator Busu. I believe I am the only Republican who is one of 
the sponsors of this bill, there being some 20 sponsors. 

Senator Doveras. May I say I laid the bill on the table for a week 
and invited everyone to serve as sponsors, so there was no intent to 
exclude members of the minority. But we welcome the Senator from 
Connecticut. 

Senator Busn. I did not gather there was. What I wanted to say 
was that I am very much in sympathy with the purposes of this legis- 
lation. 

As I told the chairman several months ago—and I congratulate him 
for bringing this matter to the attention of this committee and the 
attention of the Congress—I have long felt, as he has, and as his state- 
ment this morning so clearly points out, that this is a subject requir- 
ing attention by the Congress and perhaps even at the State level also. 

I have felt not only is it in the interest of the individual citizen 
to know what the interest burden is that he assumes and what the car- 
rying charges are that he assumes when he buys on time, an install- 
ment purchase, but it is also advantageous to our economy to have 
him know. 

I look on this bill as having some anti-inflationary possibilities. I 
think that once consumers are aware of the extent to which interest 
and other charges are piled on top of installment purchases that they 
are apt to be a little more cautious in buying on time. 

I think that the figures on debt which the chairman has just called 
attention to are surprisingly large. Although I had thought they 
would be large, I am astonished at the $200 billion web of debt in 
which we find ourselves entangled. 

I also want to agree with the chairman in commending Mr. Semer 
for the very careful preparation of the material for these hearings. 
It has been very well done. This booklet of consumer credit statis- 
tics is an excellent contribution to our knowledge and will be very 
useful to us in considering this legislation and other matters. It is 
a very valuable piece of literature. 

I thank the chairman of the committee for permitting me to make 
this brief statement. 

Senator Doveras. I want to thank the Senator from Connecticut 
for his very gracious statement. 

Unless there are other comments, our first witness is the president 
of the National Association of Better Business Bureaus, which has had 
a special committee studying credit problems. 

We appreciate very much the appearance of Mr. Victor H. Nyborg. 
You proceed in your own manner, Mr. Nyborg. I have ond your 
testimony in advance. 


STATEMENT OF VICTOR H. NYBORG, PRESIDENT, ASSOCIATION OF 
BETTER BUSINESS BUREAUS, INC. 


Mr. Nysore. Thank you, Mr. Chairman. 
Senator Bennett. Are copies of his testimony available to the rest 
of us? 
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Senator Doveias. They were sent to you yesterday, Senator Ben- 
nett. 

I am informed every member of the committee received advance 
copies. 

Senator Bennett. If it was only delivered to me yesterday, that is 
not very much notice considering what is going on. 

Senator Doveias. They were made available as soon as we received 
them, 

Will you proceed, Mr. Nyborg? 

Mr. Nysorc. Mr. Chairman, gentlemen of the committee, my name 
is Victor H. Nyborg, and I am the president of the Association of 
Better Business Bureaus, Inc., New York City. The association is 
composed of 116 local better business bureaus and the national better 
business bureau. Nine of these bureaus are located in Canada. One 
is in Mexico. One hundred and six are located in primary marketing 
areas of the United States. 

These better business bureaus were created by business. They are 
supported by nearly 100,000 business firms in all lines of endeavor, 
which believe in the principles of voluntary self-regulation in the 
public interest. 

I am here in response to the request of Subcommittee Chairman 
Paul H. Douglas that the Association of Better Business Bureaus, 
Inc., appear as a witness on S. 2755, a bill to assist in the promotion of 
economic stabilization by requiring the disclosure of finance charges 
in connection with extensions of credit. 

Perhaps it would be well to take a moment to quote from the pur- 

ose clause of the association’s charter—that is, the Association of 
3etter Business Bureaus: 


This association is formed for the purpose of encouraging the formation of, 
assisting in the development of, and rendering service to better business bureaus 
engaged in fostering truth in advertising and opposing fraud, deception and/or 
unethical practices in the advertising, offering, and selling of merchandise, 
securities, services, employment or anything of value to the public; to study and 
recommend effective methods of Operation of such member organizations; to 
prevent in any lawful manner the wrongful or deceptive use of the name of or 
the words “Better Business Bureau’; to provide conference facilities for its 
members, and to perform such acts as may be necessary to advance these 
purposes. 

Basically the purpose clauses of all better business bureaus provide > 
for the same objectives. 

The better business bureaus have, as their objective, the promotion 
of truth in advertising and honest selling practices, the elimination 
of fraud and deception in the marketplace, and service to the con- 
suming public with its everyday questions and problems relating to 
the conduct of activities toward this goal. The Association of Better 
Business Bureaus endeavors to comiaiehe the activities of these bu- 
reaus on actions and programs of mutual interest and concern. This 
is done through committees primarily composed of executives of our 
member better business bureaus. One such committee, of which I am 
a member, is known as the committee on installment contracts. 

I should like to say at the outset that I am not authorized to speak 
for or against the proposed legislation on behalf of the Association 
of Better Business Bureaus, or any of its members, since the better 
business bureaus, as a matter of national policy, do not plump for 
legislation. 
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Senator Dovetas. Mr. Nyborg, may I say we will respect your 
wishes. I will not ask you any questions as to whether or not you 
favor S. 2755. We have asked you here, however, to testify as an 
expert on credit practices and to indicate some of the problems that 
affect it. 

Mr. Nysorc. Thank you, Senator Douglas. The information I am 
about to place before this hearing is based on the investigations and 
studies, by our committee on installment contracts, of consumer ex- 
periences reported to better business bureaus, pertaining to the in- 
stallment purchases of automobiles. The attention of this committee 
has been einied primarily to problems stemming from the lack of 
disclosure of the component costs ift time contracts covering such 
transactions. Asa result of this committee’s findings, better business 
bureaus strongly advocate that consumers should be furnished, i 
writing, prior to the signing of an installment contract, four funda- 
mental facts as follows: 

(1) Cash delivered price, including extras. 

(2) Exact amount of downpayment, and trade-in allowance, if any. 

(3) Finance charge, and for how long. 

(4) Cost of insurance, and coverage provided. 

Although I understand that this hearing is not exactly concerned 
with certain specific evils which have existed in automobile time pur- 
chase transactions, the means by which these evils can and do exist 
are, I believe, pertinent to the subject of your inquiry. For this reason 
I should like to briefly describe some of the schemes which have vic- 
timized automobile purchasers and then provide specific documenta- 
tion to show the means through which this is accomplished. 

When automobiles, new or used, are sold on time payments, the 
resulting time-payment contracts are usually sold by dealers to finance 
companies, banks, and similar financial institutions. These agencies, 
in the main, have established fair and uniform rates for their services. 

Unfortunately, the overall picture is clouded by a relatively small 
group. of dealers and financing agencies, whose ideas of public re- 
sponsibility and fair play have been distorted through participation 
in a scheme which is against the public interest. This scheme capital- 
izes on public ignorance of the cost of buying automobiles on install- 
ment payments. For its success, it depends upon keeping the facts 
from the buyer. 

For example—bet ween them, some dealers and financing agencies 
plan to make the finance charge as high as the uninformed and un- 
suspecting customer will stand. They charge all the traffic will bear. 

A high charge having been put over on the purchaser, some financ- 
ing agencies, when they buy the contracts from the dealer, deduct 
their standard or regular charge (sometimes called discount) and 
return the balance, over and above the legitimate reserve, to the 
dealer. This overage is generally known as a pack. 

Many people do not realize that, when buying an automobile on the 
installment plan, they are in a position of bargaining on these three 
things—1, the price of the automobile; 2, the finance charge; and 3 
the value of the trade-in. That is, they are in a position to batqain 
if they know the separate costs of the component elements. The 
premium for the insurance required is fixed by the insurance com- 
pany under State regulation, but the purchaser should be in position 
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to know from the details of the contract itself exactly what the cover- 
age is, how much he is paying for it, and that he gets a policy giving 
all the coverage he pays for. 

Usually, added to the finance charge is the cost of insurance to 
protect. both the buyer and the seller, or his assignee, against fire, 
theft, accidental damage to the car, the deductible collision insurance. 
Such insurance coverage is usually required in all car financing, 
whether by finance companies, banks, or others. However, if a cost 
of insurance is included in the contract in a lump sum with the finance 
charge, the customer cannot know what the component costs are, and 
thus cannot protect himself against the gouging through hidden 
charges included in the pack. 

Senator Dovetas. Mr. Nyborg, you an the term “pack.” Would 
it be improper to use the word “kickback” 

Mr. Nynore. I think it would be 1 improper to use the word “kick- 
back,” Mr. Chairman, because the kickback comes as a result of the 
pack and is not itself the pack, as we use the terminology. 

Senator Doveras. Go ahead. 

Mr. Nysorc. Although the practice is not as widespread as it was 
a few years ago before the spotlight of publicity was put on it, in 
many States, even today, in selling cars on installment, many pur- 
chasers are told no more than the amount of the monthly payments 
they will be obliged to make under the time payment contracts that 
they sign. The dealer determines the amount from rate charts with 
readymade figures which make provision for the unpaid balance of 
the purchase price and for all charges incident to the installment pur- 
chase, including those for finance and insurance. While some dealers 
itemize these charges so that the customer knows exactly what he is 
paying, and for what, others simply lump them together, and this 
procedure lends itself to the disreputable practice of “packing” auto- 
mobile time contracts. 

In many cases in the past, the insurance protection afforded has 
been so limited that the dealer has been reluctant to break down the 
financing and insurance charges, because he knows that the cost of 
insurance as against that of financing is so small that comparison 
would brand the transaction for what it is—a brazen attempt to cheat 
the public by “packing” the contract with hidden finance charges. 

Another part of the overall scheme involving excessive charges on 
time payment contracts involved collision insurance overcharges. As 
exposed by better business bureaus, and through the hearings of the 
Subcommittee on Automobile Marketing Practices of the Sree 
on Interstate and Foreign Commerce of the U.S. Senate, in 1956, 
was shown that millions ¢ of dollars in overcharges, resulting from mis- 
classification of collision insurance on financed automobiles, has been 
paid by American motorists nationwide during the prec eding few 
years. It was estimated by some State insurance examiners that the 
total might exceed $25 million. As a result of the investigations and 
exposés, ‘substantial refunds ofthese unwarranted charges have been 
made in many States. Refunds of these overcharges total approxi- 
mately $11 million to date, and that date is as of January 1960, Mr. 
Chairman. No doubt these came as a complete surprise to ‘most of the 
recipients since few of them had any suspicion that they had paid more 
than the legal rate for their insurance. 
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In most States, buyers of automobile collision insurance are classi- 
fied by the insurance departments, so that those who enjoy less hazard- 
ous stat; may buy their insurance cheaper than those who are a 
poorer rik. For example, it is known that young people, under the 
age of ‘>, have more accidents than older drivers. The insurance 
company is required to pay losses more frequently on insured cars 
operated by these youthful drivers than in the case of a man or woman 
over 25. In recognition of this fact, most of the States have estab- 
lished a class 1 rate for collision insurance, where there are no drivers 
under the age of 25 in the insured household. Where there are driv- 
ers under the age of 25, the class 2 rate applies. Many States have 
additional classifications. The premium charges for a class 2 policy 
may be as much as 45 percent more than for a class 1 policy. The over- 
charge to the car owner who is rightfully entitled to a + 1 rating, 
but is improperly placed in class 2, can be as much as $75. 

There are thousands of unsuspecting victims to whom it is unlikely 
that any restitution will be made, because they don’t know that they 
have been victimized. Failure to disclose the component costs of the 
time contract have made this scheme possible, and allowed it to con- 
tinue until it was halted by action of the various State insurance com- 
missioners, the investigations and exposé by the better business bu- 
reaus, and the evidence brought out in hearings before the Senate Sub- 
committee on Automobile Marketing Practices. 

Widespread misclassification of collision insurance risks had the 
practical effect of wholesale “packing” of automobile time payment 
contracts with excessive insurance charges, a reverse twist of the usual 
procedure. © 

In its continuing study of the various phases of the “packing” of 
time payment contracts, the Committee on Installment Sieisnae of 
the Association of Better Business Bureaus has found certain tech- 
niques in the sale of credit life insurance policies to installment con- 
tract customers which provide an avenue for unscrupulous “packing” 
on a huge scale. 

Credit life insurance has grown with amazing bounds since the 
close of World War II. It is estimated that today more than $20 
billion worth of such insurance is in force in the Nation. These 
policies are usually offered to small loan and installment contract 
customers of banks, loan companies, and other financial institutions, 
the inducement to the customer being that in the event of his death, 
the unpaid balance on the note or mortgage will be paid by the in- 
surance, and not become a burden on his estate and family. Both 
customer and lender benefit substantially from the protection thus 
afforded. Cost of such insurance is usually added to the principal of 
the loan. In some instances, the lending institution absorbs all or a 
part of this premium voluntarily and in some States, this is manda- 
tory. The insurance is issued on the amount of the time balance of 
the loan. The Nation’s insurance companies, banks, loan companies, 
and finance companies are vitally interested in this matter. A spe- 
cial committee of the National Association of Insurance Commission- 
ers has drafted what has been termed a model State law, which it 
hopes will eventually provide necessary safety elements for the pro- 
tection of the public in the various States. Better business bureaus 
have been particularly concerned with four areas pertaining to the 
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sale of credit life and accident and health insurance in connection 
with automobile time contracts. Two of these phases are, I believe, 
pertinent to this inquiry. They are situations where the lender uses 
the sale of credit insurance as a means of packing additional charges 
over and above the actual insurance premiums; and, inclusion of a 
charge for insurance without the knowledge of the borrower that he 
is buying such insurance until he receives his schedule of payments. 
Lack of disclosure in the time contract provides the opportunity for 
these situations to exist. 

The studies made by our Committee on Installment Contracts into 
the various problem areas in automobile time contracts, such as I 
have described, have continued since about 1942. Since then, and to 
the present time, a great deal of documentation has been accumulated. 

The problem currently having our committee’s attention pertains 
to credit life insurance as sold in conjunction with automobile time 
purchases. Because it is current, I shall base the balance of my re- 
marks on documentation pertaining to it. The period covered is 
January 15, 1959, through January 10, 1960. 

Better business bureaus receive each year more than 100,000 in- 
quiries and about 10,000 complaints from the public relating to in- 
surance. There was evidence that an increasing number of these 
concerned credit insurance as a problem area in automobile time con- 
tracts. More people were complaining to their Better Business Bu- 
reaus about their credit purchase obligations. 

For example, during the period mentioned a moment ago, 21 
bureaus advised our committee that in a total of 68 instances, such 
complaints had been recorded. 

To illustrate the effect of nondisclosure as the cause for complaints, 


I have selected quotations from affidavits made by eight complaints. ° 


I should say that these are from complainants who voluntarily visited 
various better business bureaus and confirmed their complaints with 
affidavits as follows: 

Case No. 1: And this is a quotation from the affidavit. 

That I presented a complaint to the better business bureau and in my presence, 
Mr. “A” (of better business bureau) called the ——————— Discount Corp. in an 
effort to obtain a current payoff figure on my account; and that Mr. “A” sub- 
sequently informed me I had a separate credit life insurance policy included in 
my installment package at a premium of $108.59. 

That, I was fully unaware that any credit life insurance had been included 
in my installment package, and had never received any verbal or written notice 
from ——— — Discount Corp. that such coverage was included. 

Senator Dovetas. May I interrupt, Mr. Nyborg? 

Mr. Nysore. Yes. 

Senator Doucias. You speak of the insurance cost being $108.59. 
Do you know what the size of the loan was? 

Mr. Nysora. Yes. In some other examples which I will cite 

Senator Dovetas. I mean this particular example. 

Mr. Nryzorc. Iamsorry. I do not seem to have that. 

Senator Dovucias. Would you supply that for the record ? 

Mr. Nysore. I can supply that information. 

Senator Doveras. Because it is very important to know the amount 
of the loan in order to determine the legitimacy of the insurance 
charge. 

Mr. Nysore. Yes. 
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(The figures supplied by Mr. Nyborg follow :) 


Case No. 1 
a a a cipias enie ce nes ote $3, 526. 20 
rc cin in alanine apnea ates 750. 00 
Sp aos ns Se ee cise cn caeekdccee ee 2, 776. 20 
Total (to be paid in 36 monthly installments at $105.12 each) ~------ 3, 784. 32 


(Mr. Nyborg noted that these figures, and figures for other cases, “are taken 
from the original affidavits. The arithmetic is not mine.’’) 


Mr. Nyszorc. Mr. Chairman, on all of these cases which I cite by 
number here, I can furnish the amount of the unpaid balance or the 
amount insured or covered in the transaction. 

Senator Dovetas. I wish you would do that. 

Mr. Nysora. Case No. 2: 


Before signing the papers (the salesman) inquired about physical damage 
coverage on the automobile, and we told him we would carry our own insurance 
which was agreeable to him. At no time during the transaction did (the sales- 
man) or anyone connected with ——————— Motor Sales, Inc., say anything about 
credit life insurance. If credit life insurance was included in any of the papers, 
we were not aware of this, and we did not agree to purchase this insurance at 
any time of the transaction. 

The first time we had any knowledge of credit life insurance allegedly included 
in the transaction was the receipt of a policy issued by the ——————— Life 
Insurance Co., which policy was received in an envelope from the 
Acceptance Co. 

If the ——————— Motor Sales, Inc., or its agent had discussed the matter of 
purchasing credit life insurance, we would not have purchased same, because 
we are not interested in buying that coverage. My husband already had ade 
quate life insurance. ~ 


Case No. 3: 


The first time I learned of the cost of the credit life insurance coverage was 
following the receipt of a postcard from Discount Corp., advising me 
that the cost of the physical damage insurance was $199. I then went to the 
office of —-—————- Discount Corp. inquiring about this insurance coverage, and 
the man in charge of the office told me that the physical damage coverage was 
not the only insurance involved, that I owed $51.41 for credit life insurance. 
I then protested this charge. This man in charge of the office said his company 
has already purchased the insurance and it was mine, and if I wanted to cancel 
it, I could do so, but I would be short rated. 


Senator Dovetas. Mr. Nyborg, may I ask if your material shows 
the amount of the unpaid balance in this case ? 

Mr. Nyrporc. Not the material that I have before me, Mr. Chair- 
man. Ido have that information in the affidavits. The full affidavits 
would disclose it. 

Senator Doveias. You will supplement your testimony on this? 

Mr. Nypore. I will be happy to do that. 

(The figures supplied by Mr. Nyborg follow :) 











Case No. 2 
I aa intes urea wr elie shin wimcmiaies $995. 00 
nn nS eee Bee, eee ee ATL 545. 00 
Tis cbteiee ee nuk ie ee ee 140. 46 
a ek 309. 54 
Total (to be paid in 30 monthly installments at $60.75 each) __________ 1, 872. 50 
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Case No. 3 
nee i et Ek ae Se AE iia titaioe $1, 895 .00 
I Nn as isis ecm ene gg 500. 00 
NL eg emraaeipdigeds cada aah oan emne ar 1, 395. 00 
mm a re ean ets Spence cd ee 661. 50 
Total (to be paid in 30 monthly installments at $68.55 each) ~-------- 2, 056. 50 


Senator Dovcias. The total of the two insurance charges 
amounted to $250? 

Mr. Nysore. Yes. 

Senator Busu. Mr. Chairman? 

Senator Dovenas. Yes? 

Senator Busu. I move these corrections and additions be placed 


right in the testimony here so we do not have to look for them later 
on. 


Senator Doveras. Yes, I think that would be very wise. That 
will be done. 


Mr. Nypora. Case No. 4: 


At the time of the transaction, a salesinan by the name of “C” inquired about 
insurance coverage in connection with the deal. It was agreed that my husband 
and I would furnish our own physical damage coverage written by the 
Insurance Service. At no time was any mention made of credit life insurance. 
As far as we knew, there was no insurance coverage in connection with the 
transaction as it was definitely understood we would furnish our own insurance 
and pay for it with our own funds. 

It is noted that the chattel mortgage does not contain any reference to credit 
life insurance. The invoice states that we were to furnish our own insurance. 

As a considerable later date, I received a credit life insurance policy. I feel 
that we were misled because nothing was said at any time about credit life 
insurance. I feel the Motors should have disclosed to us at the 
time of the purchase that credit life was in the deal. This would have given 
us an opportunity to decline to accept it had we so elected. As it was, we had 
no option. 


(The figures supplied by Mr. Nyborg follow :) 


Case 4 
I a I al $1, 295. 00 
Neen nT Te een en nn nee aN a a ee a tS 300. 00 
es a ee Le gb Le. wntiea 995. 00 
Total (to be paid in 24 months at $55.43 each) ----_-_-_-___________ 1, 330. 32 


Senator Busu. May I ask a question? 

Senator Doveras. Surely. 

Senator Busu. Is this insurance what we call “term insurance,” 
just for the term of the loan? 

Mr. Nysorc. For the term of the unpaid balance of the loan in 
most. instances. 
Senator Busu. It expires when the loan is fully paid? 
Mr. Nysorc. That is correct, in most. instances. 
Senator Doveras. And if the purchaser dies in the meantime, who 
the beneficiary ? 
Mr. Nyzworc. There are some complications, Mr. Chairman, be- 
‘ause some of those contracts will make the seller a beneficiary, as 
the first beneficiary, as against the purchaser. 

But, generally, the insurance creates the insured or his family, or 
his estate, as the beneficiary, because the unpaid balance of his contract 
is paid to the seller or to the financing factor. 
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Senator Doveras. I do not quite understand. If a man should 
die, who would get the insurance money? The heirs of the deceased 
or the finance company ! 

Mr. Nysorc. nasil the financing agency would receive the bene- 
fits of the policy to pay up the unpaid balance. 

Senator Doveias. You have mentioned credit life insurance. You 
mention it in the case of automobile credit collision insurance. Is 
there an accident and health insurance feature also in many cases? 

Mr. Nysora. Yes; there is. 

Senator Dovueias. Who pays for that? 

Mr. Nysorc. The purchaser of the car pays for it. 

Senator Busn. The borrower? 

Mr. Nysore. The borrower. 

Senator Doveras. The borrower. And who is the beneficiary ? 

Mr. Nysore. The financing factor is the beneficiary. 

Senator Busu. .The lender? 

Mr. Nyzorc. The lender is the beneficiary. 

Senator Busn. Could I ask a question ? 

Senator Dove.as. Certainly. 

Senator Busn. Say there is a $1,500 note. 

Mr. Nypore. Yes. 

Senator Busn. And say the borrower takes out insurance for $1,500. 

Mr. Nyrsore. Yes. 

Senator Busu. But as the note is paid down, of course, he is over- 
insured, so to speak. But that overinsurance remains in effect, does it, 
until the note is fully paid? 

Mr. Nysore. No, as the contract proceeds and the payments are 
paid off monthly, the insurance covers the remaining unpaid balance, 
so that if the borrower dies, the financing company or the lender is 
paid from the insurance premium. 

Senator Busn. Do I understand that the insurance is of a variable 
amount? That he begins by being insured for $1,500, and then after 
he pays $100 off, he is only coum for $1,400, and so on down to the 
point where he has only $100 remaining on the note and the insurance 
only covers $100? 

Mr. Nyzorc. That is correct. That is the type of insurance which 
I am discussing here, Mr. Bush. 

Senator Busn. I do not see how they can make insurance that versa- 
tile. Is the premium then based on this declining coverage? 

Mr. Nyporc. On the declining coverage; yes. 

Senator Busu. And you are satisfied that it is so based usually! 
I mean there is no racket in that? 

Mr. Nysora. Not so far as I know, Senator. 

Senator Proxmire. Mr. Chairman, on that point, may I ask a ques- 
tion ? 

Senator Dovatas. Yes. 

Senator Proxmire. Have you made any actuarial determination as 
to whether or not the premium is excessive? It would seem to me 
under these circumstances the premium would be exceedingly small 
in view of the fact these are short-term loans, that the amount dimin- 
ishes and it diminishes fairly rapidly over a brief period of time. 
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Except for very old people, I should think the premium would be 
very, Very modest 

Mr. Nypore. We have not made any actuarial studies, Mr. Prox- 
mire, about the cost of the insurance. 

On the premium involved in credit life insurance, many other in- 
terested organizations and companies have done that, but I do not 
have those figures at my disposal. 

Senator Dovaras. Mr. Nyborg, I may be anticipating your testi- 
mony. May I ask this further question? Financing agreements 
carry with them, of course, an interest charge. Is the borrower or 
purchaser expected to pay interest upon the premiums ? 

Mr. Nysore. That is anticipating a little bit, Mr. Chairman, some 
of this testimony. 

Some of this documentation will show that the cost of the insurance 
premium is included in the financing deal and that it is part of the 
unpaid balance, and so under that circumstance insurance interest is 
charged, or a charge is placed on that coverage for the cost of that 
coverage. 

Senator Doueras. Would you continue, please ? 

Mr. Nygore. The next case is No. 5: 


I signed some papers in blank. I don’t recall the nature of all these papers. 
I told Mr. “D,” the salesman, I would furnish my own insurance and did not 
want to buy insurance of any character or description. Mr. “D” definitely 
understood there was to be no insurance in the transaction. 

Since receiving the payment book, I got in touch with the —-—————— Credit 
Corp. about the charges, as I felt they were too high. I protested the charges 
to the company and was told that there was a credit life insurance policy show- 
ing a premium of about $95. I had no previous knowledge of any credit life in- 
surance purchased in connection with the transaction. I was completely misled 
about the purchase of credit life, and had I known that it was included in the 
deal, I would not have purchased it. 


(The figures supplied by Mr. Nyborg follow : 


Case 5 
RINNE er See ag ee Ee Se dn ac bag tide bop pecpad Ss ccherdnlon du eor $3, 327. 40 
nna ORR ne ee bee oe beh bbs 884. 67 
a ee 2, 442. 73 
Total (to be paid in 36 payments at $85.20 each) _—____- aA eae 3, 067. 20 


Senator Douatas. Is the borrower or buyer liable in these cases? 

Mr. Nysorc. Mr. Chairman, I think that would be a question that 
we as better business bureaus would not go into, except where it 
semed that there was a question of legal responsibility. We would 
refer that complainant to his or her attorney, 

Senator Doue.as. You may continue. 

Mr. Nyzorc. Going on to case 6: 


The finance charges and insurance premiums were “lumped” together, so at 
the time of the transaction, I had no way of determining the amount of in- 
surance premiums I would have to pay, or the exact sum for financing. I was 
told there would be fire, theft, and collision insurance, but I was not told the 
amount that would be charged for same. I also received from the a 
Acceptance Corp. a credit life insurance policy. I did not agree to purchase it 
and no one mentioned it. The first time was when it came in the mail. 


(The figures supplied by Mr. Nyborg follow :) 
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Case 6 
Cash price__....------------------------------------------------- $3, 336. 70 
Trade-in allowance._____----------------------------------------- i, 525. 70 
Balance (owed on trade-in) --------------------------------------- (60. 00 
er ee iene tonne eesenenane 2, 471. 00 
Total (to be financed in 36 months at $99.05 each) ------------------ 3, 565. 80 


Mr. Nysgore. Case 7: 


At the time of the transaction, the representatiy e of the auto dealer who waited 
on me attempted to figure in the deal the cost of $50 deductible fire and theft and 
comprehensive insurance, but I told him I would carry my own insurance, and 
this was agreeable. At the time I signed the contract, I did not agree to purchase 
insurance of any kind through the car dealer. I did not agree to purchase 
credit life insurance at the time of the transaction. 

Some days later through the mail, I received a credit life insurance policy. 
The premium charge on this policy was $95.26 for the 3-year period. When 
I received these policies, I called the offices of the —--—————Co. and talked to 
the man in charge of my account, and told him that I had not agreed to purchase 
a credit life and did not want it. I told him that I carried plenty of insurance 
of my own, and that I had adequate insurance to cover any loss of time or death 
benefits. 


(The figures supplied by Mr. Nyborg follow :) 


Case 7 
i a ge ee lg at einen leone $2, 995. 00 
ge a cease dedi acids Sian bumatainewatetts 50. 00 
I I a ee a ene dedaletiirs 500. 00 
A Aaa aE hk eens 2, 445. 00 
Total (to be paid in 36 montis ob GOR 90 One) ooo ik aon ne 3, 175. 20 


Senator Busu. What do they do in a case like that? Cancel the 
policy ? 

Mr. Nyzorc. Cancel the policy? No. In this instance they had in- 
cluded the cost for various types of insurance, and that was the. basis 


of 





Senator Busu. No, I mean when the customer protested that she did 
not want it, did not need it. Then what did they do with that bill for 
the premium of $95.26 / 

Mr. Nysore. That, Senator Bush, I cannot tell you at the moment. 
That is a further step in the handling of this particular case or com- 
plaint by the individual better business bureau, and for the purpose of 
this hearing I have not gone to that extent. I applied this material 
only to the point of nondisclosure as it affects the unhappy circum- 
stances between the seller and buyer. 

Senator Busu. Thank you, 

Mr. Nypore. Case No.8: 


At the time of the transaction, Mr. E (the salesman) discussed with me the 
matter of insurance. The only insurance coverage mentioned by him was $50 
deductible collision and comprehensive. At no time was anything said about 
purchasing credit life insurance. If credit life insurance was included in the 
transaction, I was not aware of it at the time of making the deal. 

I made a complaint to the —-————— Co. about the finance charges and the 
failure to disclose at the time of the transaction that credit life insurance was 
included in the deal. The representative of —— Co. stated that he 
appreciated the whole matter was difficult to understand and he did not believe 
I would understand it and if I didn’t understand it, he didn’t blame me. ID 
other words, I received no satisfaction from him whatsoever, even though he 
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claimed he was trying to explain the transaction to me. I left feeling I had 
been mislead insofar as purchasing credit life insurance and the amount of the 
finance charges. 


(The figures supplied by Mr. Nyvorg follow :) 


Case 8 
em ee Waneeniee $2, 450. 00 
I nr ck oe ee ae heaps eae 500. OO 
NN a ld i 1, 950. 00 
Total (to be paid in 36 months at $78.51 each) ~------------- 9 826. 36 


Mr. Nysore. As a result of these indications of the problem and be- 
cause no figures were available to indicate or establish its scope na- 
tionally, our committee conducted what might be called a “prelimi- 
nary field investigation.” The specific purpose was to learn more 
about the extent of disclosure—or nondisclosure—of the sale of credit 
life insurance in financed automobile transactions. The assistance 
of 23 local better business bureaus was enlisted. Selecting car 
purchasers whose names had been taken from court or public credit 
records, 225 car buyers in 23 cities were personally interviewed in 
their homes by Better Business Bureau representatives. The inter- 
views were conducted during the period January 15, 1959—January 
10, 1960, on transactions of recent date not more than 90 days after 
the deals were consummated. 

A summary of the 225 interviews, all of which include credit trans- 
actions including credit insurance, shows that 49.1 percent agreed to 
purchase credit life insurance at the time of the transaction. Fifty 
and nine-tenths percent said that at the time of the transaction, they 
did not know that they had been sold credit life insurance. 

In addition to the affidavits, from which I quoted a moment ago, 
we were able to obtain photostats of the specific contracts involv ed in 
many instances. An examination of some of these will demonstrate 
the disclosure—or nondisclosure—of the component costs for which 
the installment purchasers were obligated. Since this hearing is not 
concerned with the names of the companies involved, I shall identify 
each by alphabetical designation. I do not have extra copies with me 
to leave as part of this presentation, Mr. Chairman, but if you feel 
your committee would like an opportunity for firsthand examination, 
I shall be happy to make copies of the contracts to which I refer 
available later on your request. 

Senator Doverias. I would appreciate it if you would do that. I 
may say I have tentatively adopted a policy of not identifying the 
companies which are charged with sharp practice, because we are 
hot trying to indict individuals, but to deal with the general abuse. 
But sometimes the accuracy of our statements is ch: allenged, and it 
is well to have the identifying material in a safe at least, so that if 
we are challenged, the evidence can be produc ed. 

Mr. Nynora. Yes, sir. 

Senator Dovetas. I will be very glad to have you proceed in that 
manner with the understanding we will not give publicity to the 
hames unless forced to do so. 

Mr. Nysore. All right, sir. 

Case A: This is a contract dated October 21, 1959, and involves 
the purchase of a new car financed for a 36-month period. The con- 
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tract shows that the cash price was $1,865.54. There was not trade-in, 
The cash down payment is listed as $365.54, leaving a balance as 
shown here of $1,500. The finance charge and insurance premiums 
are lumped together here on this contract at $431.40. This contract 
does not disclose the types of insurance included or the extent and 
the cost of the coverage. Neither can the finance charge itself be de- 
termined from this contract. According to the affidavit attached to 
it from the purchaser, the purchaser did not know until some time 
later that, among other things, credit insurance was included in the 
deal at a premium of $57.93, and was included—that is, the $57.93— 
in the finance charge of $431.40. 

Senator Dovetas. Mr. Nyborg, since the cash price was $1,865, the 
average outstanding balance would be half of that, would it not? 
Approximately $932 ? 

Mr. Nyrwore. $932.50. 

Senator Douetas. That is correct, is it not? 

Mr. Nygorc. Yes, the time balance. 

Senator Dovueias. And the finance charges and insurance premiums 
were $431. 

Mr. Nysorc. That is right. 

Senator Doveuas. Or, roughly 45 percent of the average outstand- 
ing unpaid balance. Is that right? 

Mr. Nygore. Yes, that is correct. And the total of those two fig- 
ures being $2,200-—— 

Senator Douetas. Pardon me. There was a down payment. It is 
worse than I thought. .( $365 down payment. 

Mr. Nyrpore. $365. 

Senator Dovetas. So the initial unpaid balance was $1,500. 

Mr. Nypore. $1,500. 

Senator Doueias. And the average unpaid balance was $750? 

Mr. Nrwore. That could be. 

Senator Dovetas. Because of the declining obligation, with even 
monthly payments, the average would be one-half of the initial 
amount. Is that not true? 

Mr. Nyrsore. I am not certain of that kind of calculation. 

Senator Busu. You could not tell. It might have a balloon pay- 
ment at the end. 

Senator Dovucias. Assuming equal monthly payments this would 
be true? 

Mr. Nygora. Yes. 

Senator Dovuetas. So that the charge for financing and insurance 
was $431 under this assumption, upon an average unpaid balance of 
$750 for 3-year period. 

Mr. Nywore. That is correct. 

Senator Proxmire. Or about 60 percent. 

Senator Dovetas. Sixty percent of the total. 

Senator Proxmtire. Right. 


Mr. Nysorc. Going to case B: This is a copy of a contract dated 


November 1, 1958, and covers the purchase of a new car. It shows 
that the total purchase prices, including taxes, filing fees, and delivery 
and handling charges to be $2,093.97. There was an allowance of 
$200 on the trade-in. It shows $150 cash payment or total payment 
including trade-in, of $350. The balance to be financed is set forth 
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at $1,743.97. On this copy of the contract, which the purchaser orig- 
inally received, no other charges are listed, the contract calling for 
the balance to be paid in 36 monthly payments. According to the 
purchaser, he signed a purchase order in blank prior to taking deliv- 
ery of the car. Copy of this contract, received later by the purchaser, 
shows an addition to the $1,743.97 balance of insurance premium at 
$187—the time sales charges of $704.95—total amount of the con- 
tract, $2,635.92. According to the affidavit of the purchaser, it was 
specifically agreed at the time of purchase that no insurance would be 
included in the transaction—that he did not knowingly order any 
insurance—and didn’t know it was included until he received a 
notice in the mail 25 days after the date of the transaction. 

Senator Dovetas. Mr. Nyborg, I wonder if we could get some ap- 
proximation of the rate. The initial unpaid amount was $1,743. 

Mr. Nrwore. Yes. 

Senator Doveras. The total paid for insurance and time sales 
charges was $892, the difference between $2,635 and $1,743. 

Mr. Nysore. I am not sure I have those figures. 

Senator Doveras. The total amount of the contract is $2,635. 

Mr. Nrworc. Yes. 

Senator Doueias. But the initial balance to be financed was $1,743. 

Mr. Nysora. That is correct. 

Senator Doveras. Subtracting that from the $2,635, if I can sub- 
tract, and that is not always true it is $892, which is the total of 
insurance premiums and time sales charges. 

Assuming even monthly payments, since the initial unpaid sum on 
the car was $1,743, the average would be half of that, or $871, so that 
in this case the man was paying $892 upon an average obligation 
of $871. 

Mr. Nyzore. That is correct. 

Senator Proxmire. More than 100 percent. 

Senator Dovatas. Yes, spread over 3 years, of course. Yes. 

Mr. Nyzore. That is correct. 

Senator Doveias. What kind of insurance was that that you re- 
ferred to? 

Mr. Nyrsore. It is a little bit difficult to tell, Mr. Chairman, be- 
cause this is lumped together in one figure without disclosing what 
the various coverages are. It is not disclosed in the material. 

Senator Dovetas. So he did not know whether it was life or col- 
lision or theft or accident and health or all of them ? 

Mr. Nygorc. That is correct. He did not know at the time that he 
made his complaint to the better business bureau. Subsequently it 
is possible that he learned those details. 

Senator Bennetr. May I ask a question ? 

Senator Dovetas. Surely. 

Senator Bennerr. Is the $187 the only detail given on that con- 
tract, except the total ? 

Mr. Nygora. In the second contract that was sent to the purchaser 
sometime after the transaction took place, insurance is set forth sepa- 
rately at $187. There is no disclosure in this as to the type of insur- 
ance, the extent of coverage, or the premium charges for the various 
coverages. 


Senator Bennett. That is the only detail with respect to the total 
of $892 ? 
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Mr. Nysore. No, $187 was set forth as insurance. 

Senator Bennerr. As insurance? 

Mr. Nyzorc. And $704.95 as time sales charges on this contract. 

Senator Bennett. I see. 

Mr. Nynorc. Going to case C: This is a copy of a contract dated 
March 11, 1959, and covers the time purchase of a new car. The 
contract shows the cash sale price to be $3,327.40. Trade-in allow- 
ance here is $1,727.40. The balance to be financed is $2,442.73 

Senator Doveras. Mr. Nyborg, I am a little puzzled at the arith- 
metic here. If the cash sale price was $3,327 and the trade-in allow- 
ance was $1,727, this left a balance of $1,600. 

Mr. Nysore. Yes. There are, as I say here in the next line, a num- 
ber of complications involved in this transaction in addition to the 
question of disclosure. 

Senator Bennerr. Wait a minute. There is an arithmetical error. 

Mr. Nyzorc. That is correct. 

Senator Bennerr. We do not know where it is. 

Mr. Nrzore. I do not know where it is, sir. 

Senator Dovetas. If I can subtract, the unpaid amount, initial un- 
paid amount, was $1,600. 

Senator Bennerr. But you are not sure whether the arithmetical 
error may not have been in setting up the allowance. It may actually 
have been $72 

Senator Dov GLAS. I see. 

Senator Bennerr. Sothat you cannot tell. 

Mr. Nynore. There is no way of telling merely from the face of 
this contract. It just does not disclose it at all. 

As I say, there are a number of complications involved in this 
transaction, but specifically, according to the buyer’s affidavit, he 
relates—— 

Senator Busy. I think you had better eliminate this one, Mr. 
Chairman. 

Senator Doveras. Well, no, we will let it stand. It would tax the 
ingenuity of a detective. 

Mr. Nypvorc. Further, the purchaser relates that after receiving 
the payment book from the finance agency, no other charges or in- 
clusions are identified except a total of $3,067.20, payable in 36 pay- 
ments of $85.20 each. There are a number of complications involved 
in this transaction, but specifically according to the buyer's affidavit, 
he relates that it was clearly understood there was to be no insurance 
involved in the transaction. Further, he relates that after receiving 
the payment book from the finance agency, he complained to that 
agency about the charges which he felt were too high. At this point, 
he states that he was advised by the finance agency that the contract 
included credit life insurance, with a premium showing of about 
$95. His affidavit goes on to say he had no previous knowledge that 
credit life insurance was being purchased in connection with this 
transaction. 

There is nothing in his papers or copies of the contract which 
disclose anything of that nature. 

Going to case "1, this is, first of all, a copy of a car invoice cover- 
ing the purchase of a used car under an installment contract. di ated 
July 31, 1959. It shows the total cash price as $1,895, financing— 
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that is, the finance charge—at $661. 50, and the total time price to 
be $2,556.50. It shows a $500 trade-in allowance, and a balance to 
be financed at $1,395. 

Senator Doveias. That is the initial balance? 

Mr. Nyzore. That is correct. 

Senator Dovenas. The average balance, assuming even payments, 
would be half of this, or just a little less than $700. 

Mr. Nyspore. Yes. 

Senator Doveras. And the financing charges were $661? 

Mr. Nysore. That is right. 

Senator Doveias. Do you know for how long the payments were 
to continue? 

Mr. Nysora. Yes, I think so. This was to be paid in 30 monthly 
installments. 

Senator Dovetas. Two and a half years. So that for 2144 years 
the extra finance charges were almost equal to » the average unpaid 
outstanding obligation. 

Mr. Nypore. Yes. 

arenes Dove.as. Will you continue ? 

Mr. Nysore. While the form provides for the identification of 
the insurance coverage included and the cost of insurance, this in- 
formation is not disclosed on this invoice. According to the affidavit 
by the buyer, he did not learn until some time later that a premium 
of $199, covering physical damage insurance and a premium of $51.41 
covering credit life insurance was included in the $661.50, identified 
in this invoice as the cost of financing. 

Senator Dovueas. So at that time life insurance charges totaled 
$250 upon an average outstanding obligation of slightly less than 
$700. 

Mr. Nysore. That is right. 

Senator Bennerr. The insurance charges, not the life insurance. 

Senator Doua.as. I say the insurance charges. 

Senator Bennerr. You said “life” insurance. 

Senator Dove.as. Strike “life.” The insurance charges. 

Mr. Nysore. That is right. 

Going to case E, this is a photocopy of a purchase order covering 
purchase of a new car on November 17, 1958. I would call attention 
to the fact again that I am referring to a photocopy of a purchase 

order. This shows a sale price of $2,233.28. Aside from an item of 
$44.67 covering taxes, no other costs are identified or specified on this 
purchase order. This isa copy of the car invoice covering the same 
transaction. It shows the cash price of $2,455.20 subject to a special 
trade discount, as it is identified here, of $221.92, which produces the 
cash sale price as noted on the copy of the purchase order of $2,233.28. 
It shows the amount to be financed is $1,950. It then shows a cash 
payment of $220, and trade allowance of $450. Neither the finance 
charge nor any other charges are disclosed. However, it calls for the 
payment of $81.95 per month for 36 months. If the buyer multiplied 
these figures, he would have a total of $2,950.20 or $1,000.20 more 
than the amount specified to be financed, in this invoice. 

Senator Dovetas. Mr. Nyborg, again I find the arithmetic confus- 
ing. If the cash sale price was $2,233 and there was a cash payment 
of $220 and a trade-in allowance of $450, that would seem to be a total 
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allowance of $670, which would bring the total initial obligation to 
approximately $1,563, and yet there is a statement that the amount to 
be financed is $1,950, or $400 more than the amount that I would get 
by these additions. Iam puzzled by this. 

Mr. Nysore. Well, that is correct, Mr. Chairman. These figures do 
not add as they are added on this car invoice, and the obligation to 
which the consumer was being held, but I can only quote to you the 
— figures as they appear on this photocopy of the transaction 
itself. 

Senator Dovatas. This may be somewhat a cynical question, but do 
you ever find mistakes of arithmetic which are made in favor of the 

orrower or buyer? 

Mr. Nysore. Conceivably that could happen. I do not happen to 

have examples of it here. 

But, presumably, Mr. Chairman, this difference of $1,000.20 would 
be the finance charge. 

According to the affidavit of the purchaser, she understood some 
insurance was to be involved in the transaction, but states that she 
did not know until she received a letter from the finance company 
dated December 10, 1958, that there was included $50 deductible col- 
lision insurance at a premium of $396.50, a limited accident policy at 
a premium of $3. At this time she states that she was advised that 
she had purchased a “package of protections,” including a bail bond 
certificate and credit life insurance. At this time, too, according to 
her affidavit, she learned that the premium for the credit life coverage 
was $88.51. It should be noted again that, according to her affidavit, 
this buyer knew she was buying some type of insurance with the 
transaction, but as to the exact type or its cost—this was not disclosed 
at the time of purchase—and she learned about these items and their 
costs from the finance company several weeks after the transaction 

_ took place. 

Senator Doveias. Mr. Nyborg, if the initial unpaid balance was 
only approximately $1,560, then the total finance charges would be 
$1,390 rather than $1,000, or approximately 90 percent of the initial 
unpaid balance, and 180 percent of the average unpaid balance. 

Mr. Nysorc. Yes. If we calculated the various costs and the 
various payments here accurately, that would be the case. 

Senator Dovetas. I am simply going on the figures that you gave 
me. 

Mr. Nysore. Yes. 

Referring back to the preliminary field investigation undertaken by 
our committee on installment contracts, and of which this material 
is a part, we do not contend that the 50.9 percent of the 225 field 
interviews showing nondisclosure of the component costs at the time 
of the transaction is necessarily indicative one way or another as to 
the scope of the problem nationally. Certainly it does suggest that 
where the practice of nondisclosure in time contracts is followed, the 
opportunities for vicious gouging of the car-buying public do exist. 

enator Bennett. Mr. Chairman, may I stop the witness at that 
point? If you refer back to your prepared testimony, this 50.9 per- 
cent is not a figure of nondisclosure but it is a figure of the percentage 
of the people who at the time of the transaction said they did not know 
they were buying credit life insurance. 
Mr. Nypzorce. ‘That is correct. 
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Senator Bennett. It refers only to credit life insurance? 

Mr. Nygore. That is correct. 

Senator Bennerr. Very well. 

Senator Proxmire. Mr. Chairman, if the Senator would yield at 
that point, is that not exactly what the witness has said? Nondis- 
closure of the credit life insurance purchase. 

Senator Bennett. The inference is it is nondisclosure of everything 
else connected with the financing. That is the inference I get from 
the last bit of his testimony. 

Mr. Nysorc. Mr. Bennett, that should not be the inference, because 
that is not what is intended in this testimony. I am referring specifi- 
cally to credit life insurance here as the phase that was being 
examined. 

Senator Bennerr. You say “showing nondisclosure of the com- 
ponent costs.” 

Mr. Nysorc. That is correct. 

Senator Bennerr. That leaves me with the impression it is non- 
disclosure of any costs. 

Mr. Nyrsore. In this instance it would be nondisclosure of the cost 
for insurance and the finance charges. 

Senator Bennerr. Nondisclosure of credit life insurance. That 
was your earlier testimony. 

Senator Proxmire. It seems to me by inference it is perfectly ob- 
vious if the purchaser did not realize that this package failed to in- 
clude or did include or whether it did or did not include credit life 
insurance, he did not know what it did include. It would seem 
obvious to me he is misinformed, that he does not have complete dis- 
closure, because he does not know whether or not he is getting the 
credit life insurance which actually he is getting. 

Senator Bennett. I just want to make the point that on page 4 of 
his testimony he is specific. On page 14 he is a little moré general. 
And the witness has said again he is referring to the nondisclosure 
of credit life insurance. 

Mr. Nysore. That is correct. 

Senator Douatas. I understood the witness also to say nondisclosure 
of finance charges. 

Mr. Nypora. In the examples which I have cited, at the time of pur- 
chase in every instance where I have referred to photostatic copies of 
the contractual papers, the cost of finance cannot be determined on 
the information disclosed on those papers because the cost of insurance 
is lumped together. So there is no way for the customer or the pur- 
chaser to know what the finance charge is. It is inclusive of several 
charges. It is the lumping together that makes it impossible for the 
customer to know. 

Because I have made considerable reference to credit insurance in 
this presentation, I should like to say that this should not be inter- 
preted as being critical or derogatory of credit insurance as such, To 
do so would be to disregard the considerable social and economic value 
of credit insurance coverages if written on a proper basis. 

Based on the experiences of better business bureaus and the work of 
our committee on installment contracts, I am convinced that a vast 
majority of our retail automobile dealers do not conspire with finance 
factors to take advantage of the public through the means of nondis- 
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closure. However, I believe the evidence clearly shows, as I said at 
the outset, that the overall picture is clouded by a segment of dealers 
and finance agencies whose ideas of public responsibility and fair play 
have been distorted through participation in a scheme which is against 
the public interest and that the problem is serious enough to cause 
grave concern for the public’s welfare as well as for the interests of 
legitim: ate business. We believe the solution to the problem mainly 

‘an be brought about by disclosure in the contract, at the time of the 
eeu tion, of the following information set forth separately : 

1. Cash delivered price, including specified extras. 

The exact amount allowed in trade, if any. 

3 Finance charge, and for how long. 

4. Cost of insurance, and coverage provided. 

The purchaser is then in a position to compare the charges with 
others based on the merits of the service offered. 

I hope that the information which I have presented here as reflect- 
ing the experiences of better business bureaus throughout the Nation 
will be helpful to your committee’s deliberations. 

Senator Doverias. Thank you very much, Mr. Nyborg, for your tes- 
timony on a very important and little understood feature of install- 
ment selling. 

I would like to ask this: Have you found out whether the dealer, 
the automobile dealer, gets a brokerage commission on the insurance 
premiums, and, if so, what that approximate commission is? 

Mr. Nysore. I do not know what the commission is, Mr. Chairman. 
There is evidence certainly showing that in some jurisdictions, where 
it is not prohibited by State law, an automobile dealer or his agent 
may participate in the insurance commission. 

Senator Doveias. Your testimony has primarily been directed to 
credit i insurance as a feature of automobile sales. [I wondered if your 
study has led you to feel that there are other problems connected with 
installment selling aside from credit insurance. 

Mr. Nysore. Well, while our study has been concentrated on the 
installment sale of automobiles merely because there was an oppor- 
tunity to concentrate our efforts, because we did not have the facilities 
to get into the broad area of installment purchasing, I think that the 
experience of the better business bureaus in relation to other types of 
credit purchases and the problems of the customers are the same in 

many of those other areas as they are in relation to automobile time 
contracts, particularly in those areas where they are not informed as 
to the costs of the various elements of the contracts which they are 
signing. 

‘Senator Doveras. Do you find that the interest rate is commonly 
stated as a percentage of the outstanding unpaid obligation or as a 
percentage of the initial indebtedness ? 

Mr. Nygora. May I ask you to repeat that, sir? 

Senator Doveras. Yes. In your study of these automobile con- 
tracts, is the interest rate generally stated as a percentage of the out- 
standing unpaid obligation, which, of course, diminishes with time, or 
on the initial obligation ? 

Mr. Nyworc. Our recommendation has been that the dollar cost of 
the various charges be clearly stated so that the purchaser would 
know what he or she was paying in dollars and cents. 
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Senator Douatas. That is included in our bill, but what I am trying 
» get at is this: If an interest rate is stated, is this generally stated 
a percentage upon the outstanding obligation or as a percentage 

oan the initial obligation ¢ 

Mr. Nynorc. Mr. C hairman, as to automobile time contracts, I am 
not aware of any instance in which the finance charge is stated as an 
interest charge. 

Senator Doucias. You mean it is stated as a total ? 

Mr. Nygsore. Where it is stated, it is stated as to the dollars-and- 
cents cost for the specific item. 

Senator Doueias. And so that you do not know what the rate is or 
on what basis the rate is computed ? 

Mr. Nrzore. No. 

Senator Douvetas. This is very significant. 

Senator Bennerr. Mr. Chairman ? 

Senator Doucuias. Yes, Senator Bennett. 

Senator Bennerr. When a seller works up his finance charges, he 
has more than interest to include. 

Senator Doveias. Oh, I understand that. I understand that. 

Senator Bennert. So that it is not exactly accurate to say you can 
take the finance charges and translate them into simple interest and 
assume that the cost of checking the man’s credit and some allowance 
in there for the inevitable cost of repossession, which, unfortunately, 
still plagues the industry, and a few other things. They have to be 
averaged out in the finance costs. 

I have a number of questions I would like to ask the witness. I 
will be hi appy to follow the chairman. 

Senator Doveras. I think I have finished, and I see that you would 
like to ask questions, so I will be very glad to have you do so. 

Senator Bennett. I have been interested that you have limited 
your discussion to the automobile industry and was pleased at the 
end of your testimony to have you say that the majority of the people 
in the industry are responsible people. 

Do you have any idea what percentage of the total industry this 
vicious segment may make up ? 

Mr. Nynore. I do not have any figures of a percentage nature, Mr. 
Bennett. I do know that, having myself been employed in the local 
better business bureau oper ration, the percentage of the automobile 
dealers who do try, by refusing to disclose the various elements in- 
volved in a contract, to take advantage of the public are relatively 
small. 

Senator Doverias. Would the Senator permit me to ask a question ? 

Senator Bennerr. Yes. surely. 

Senator Dovetas. 1 wonder, Mr. Nyborg, if you have a rough esti- 

mate as to the extent that the volume of total complaints which you 
get actually refer to the automobile industry as compared to other 
industries ? 

_ Mr. Nygore. I do not have those figures with me. I do have them 
inthe office. 

I can tell you generally, Mr, Chairman, that the public complaints 
about installment purchases volumewise are higher in the automobile 
field than they are in other elements of retailing. 
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Senator Busn. Have you had complaints involving other items 
such as household appliances, and so forth? 

Mr. Nyrporc. Yes, we have. 

Senator Busu. Finance charges? 

Mr. Nysore. Yes, sir. 

Senator Bennetr. During your testimony you said you receive 
about 100,000 inquiries a year, of which 10,000 relate to insurance. 
There are about 6 million automobiles sold, 6 million new cars. For 
every new car two to three used cars are sold. So we are talking 
about 20 million transactions. 

You have given us 8 or 10 cases and say that you made a survey of 
125 particular instances. 

Is it not true, Mr. Nyborg, that your complaints are so few in nun- 
ber as to be almost minimal ? 

Mr. Nysorc. Mr. Bennett, that could be an interpretation of it, 
but from the experiences of the bureaus the public is not quick to 
complain about their transactions. 

We have never proceeded in our work in the bureaus on the basis of 
a tremendous number of complaints being filed with the bureaus be- 
fore an effort is made to find out whether or not some kind of a prac- 
tice is being carried on that is not in the public interest or in the 
interest of legitimate business. 

It may be one complaint in one city which will cause an investiga- 
tion to be initiated, or it may be 50 complaints. The number in itself 
of complaints in our thinking is not tremendously important from 
the point of-view of causing us to have an interest. 

Senator Bennetr. But with 20 million automobile transactions, if 
this thing were really widespread, it would be almost a national epi- 
demic. Nearly every family in the United States buys an automobile 
every 3 or 4 years, and this is a situation which is so much a part of 
the fabric of our economic life that I would think that if these ex- 
amples which you have given us were to be considered as truly repre- 
sentative this thing would have blown up a long, long time ago, 

Mr. Nyzorc. Mr. Bennett, I would say that they are certainly not 
representative of the practices of the overwhelming part of the indus- 
try. All I have said and all I intend to say here is that the existence 
of these experiences as reported by the public does show a problem in 
the relationship between em and seller and one which could be re- 
solved, at least to a greater degree than has been accomplished so far, 
by a full disclosure at the time of the transaction, so at least the pur- 
chaser would be on an equal basis with the seller in knowing what the 
elements of the contract are. 

Senator Bennett. Are you a lawyer? 

Mr. Nyzore. No, sir. 

Senator Bennerr. Neither am I, and as I look around the committee 
I do not think any of us are. Are you a lawyer, Senator Proxmire! 

Senator Proxmire. No, I am not. 

Senator Bennert. So this is a good nonlegal committee. 

Senator Frear. The Senator did not ask me. 

Senator Bennerr. Are you one? 

Senator Frear. You just took it for granted I was not? 

Senator Bennett. The examples you have given us smack, to me as 
a nonlawyer, of elements of fraud. 
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Are there not local laws to protect people against fraud, and are 
there not local remedies that people in these situations can turn to 
without involving national legislation ? 

Mr. Nypore. Yes, I think, Mr. Bennett, that there exists in a number 
of States legislation which governs the installment sale of merchandise 
and which requires that the various elements of the contract be clearly 
and separately set forth and that the various charges for these ele- 
ments be clearly and separately stated. 

I think without much question, without trying to state a legal opin- 
ion, that in some of these examples which I have cited there are ele- 
nents that go beyond the question of nondisclosure here. 

But the very fact there was nondisclosure made the possible illegal 
act which may exist in some of these transactions to exist. 

Senator Bennerr. You told us in your testimony that there are 116 
} better business bureaus, most of them in the United States. 

Mr. Nypora. Yes. 
| Senator Bennerr. Do you have any knowledge as to the number of 
| States in which there are laws which protect the customer under 
these circumstances ¢ 

Mr. Nysore. I have a reference here that will give some informa- 
tion on it. It will not be all inclusive. It is part again of this field 
study that our committee on installment contracts was making. 

For example, we asked the attorneys general of all of the States 
to furnish us with information on the subject of disclosure relating 
to credit Insurance as an element of the installment contract. We had 
replies from 48 States, and this again is of January of this year. 
We have not yet completed this part of the study, but as of these 
figures, in a question which was, “Is it required that a description of 
the type of insurance included in the transaction be indicated on the 
conditional sales agreement or the chattel mortgage?” 20 States said, 
“Yes”; 28 States who answered said, “No.” 

To the next question, “Is it required that the charge for each type 
of insurance be separately itemized on the conditional sales agreement 
or the chattel mortgage?” 19 States said, “Yes,” and 29 States said, 
“No.” 

To the third question, “Is it permissible in your State for the finance 
factor to combine the credit service charge with a charge for in- 
surance premiums on the conditional sales agreement or the chattel 
mortgage ¢” 29 States said, “Yes,” and 19 States said, “No.” 

I have not tried to analyze these and compare these various figures, 
and these are rough at the moment, but they do indicate at least the 
States in which some requirements are made at the time of purchase 
to disclose the elements involved. 

Senator Bennett. They also indicate that many of the States have 
moved into this field ? 

Mr. Nyworc. Yes; they have. 

Senator Bennerr. And we can presume they are backing up their 
activity with satisfactory enforcement provisions ? ji 

_Mr. Nyporc. Yes, the National Association of Insurance Commis- 
sioners looked at this question from the point of view of the insurance 
involved. They have what they term a model law which is being con- 
sidered at the present time in a number of jurisdictions, and part of 
that requires disclosure separately, for example, of the insurance 
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involved, which would be helpful in these instances where that has 
been a problem. 

Senator Bennerr. It has been interesting to me that your testi- 
mony today has been entirely on insurance, and any reference to the 
bill before us would be by a process of elimination, because the bill 
before us has nothing to say about insurance. It refers only to finance 
charges, and if it were passed would require somebody, presumably 
the Federal Reserve, to set forth the total amount of finance charges 
to be borne by such a person in connection with the extension “of 

redit and stating the percentage that such amount bears to the out- 
sti haddliaie principal obligation or unpaid balance expressed in terms 
of simple annual interest. 

The purpose of the bill is that Congress finds and declares that 
economic stabilization is threatened when credit is used excessively 
for the acquisition of property and services. 

It would seem to me that the examples you have given us have no 
direct bearing on the bill before us. If there is an indirect: bearing 
it is very vague. You have not talked about finance charges except 
as a possible residue after this insurance. 

I would like finally to ask you specifically: Do you not. think 
that this is an area in which the States, who have responsibility for 
fraud, rather than the Federal Government, can act effectively and 
that the fact 19 of them have begun to act effectively makes the 
necessity for legislation like this less i important ? 

Mr. Nygorc. I would not want to express an opinion as to the de- 
gree of importance, Mr. Bennett, but there is no question about the 
fact that many of the States have moved and others are considering 
moving in ‘various ways to afford protection at the State level. 

Senator Bennerr. From a practical point of view, would it not be 
better for the representatives of your various better business bureaus 
to work with local enforcement officials than have to work: back 
through Washington and the Federal Reserve Board if problems of 
this kind came up ? 

Mr. Nyzore. Mr. Bennett, the individual better business bureaus 
do exactly that. They work at the local level with the local prosecut- 
ing authorities, with ‘their State insurance or securities commission, 
and only in the final analysis when perhaps there is a jurisdiction 
for the Federal Trade Commission, for example, and the bureaus are 
unable to get voluntary cooperative corrections on the local level, do 
they then refer it to the national level, to whatever proper authority 
exists on the national level. 

But the bureaus by their very basic policy work locally primarily, 
and their step to the national level is only in relatively few instances 
over the years. 

Senator Bennett. I think that is all, Mr. Chairman. 

Senator Doveias. Senator Frear. 


Senator Frear. I have only one question, if the chairman will | 


ermit me. 
. Mr. Nyborg, when a seller makes up the price which he is going to 
charge for a product, initially, is it fair to assume that the cost to 
him is the first figure? 
Mr. Nysore. The cost. 
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Senator Frear. The cost to him: “What am I going to buy this 
product for?” 

Mr. Nygora. Yes. 

Senator Frear. There is more than one item that he has to con- 
sider in making that charge? 

Mr. Nyrsora. Yes. 

Senator Frear. The first figure would be what his cost is, would 
it not? 

Mr. Nygzorc. That is correct. The cash selling price. 

Senator Frear. Yes. And then there are other costs that would 
have to go in—his overhead, which would include salesmen and so 
forth, which he has a specific figure on because of experience or be- 
cause of someone else’s experience. 

Is that the method by which they may determine it ? 

Mr. Nysore. Not any longer, Mr. Frear, because under the Automo- 
bile Labeling Act it is required to have at least the recommended sell- 
ing price, which includes transportation and other charges which are 
stated and also includes the seller’s operating and overhead costs. 
That is a figure that is stated to the customer. 

Senator Frear. But the seller’s operating and overhead cost is a 
composition of several charges, is it not, sir? 

Mr. Nysora. That is correct ; yes. 

Senator Frear. Somebody sometime has to put these figures to- 
gether, so, therefore, they have to have a basis. 

Mr. Nyzora. That is correct. 

Senator Frear. In what manner do they determine those bases? Is 
it from actual figures, or is it just automatically placed on as X per- 
centages or X dollars? 

Mr. Nysorc. Well, unfortunately, Mr. Frear, in the handling of 
automobile installment contracts some dealers have what they call 
rate charts, and I had thought this would not come into this hearing, 
but you asked the question and I must tell you then that some of these 
dealers have a series of rate charts. 

If they like the color of the respective customer’s eyes, they will 
use one rate chart for him. 

Senator Frear. I am glad you added “eyes,” sir. 

Mr. Nysore. And if they like the color of the next customer’s neck- 
tie, they will use a different rate chart for him. 

So that two customers walking into one dealer conceivably could 
be paying an entirely different set of charges for the identical mer- 
chandise and the identical equipment without being aware of it at 
the outset. 

Senator Frear. I do not like to confine this particularly to auto- 
mobiles, because I think it is just as essential to other products as it 
is to automobiles, but if it is true in automobiles it also may be true 
in other lines of equipment, household appliances, for instance. The 
dealer will add on his cost for a selling price, for determination of the 
selling price, figures derived from a chart? 

Mr. Nysora. Frequently that is the case; yes. 

Senator Frear. Then it may not be the same for Wilmington, Del., 
as it would be in Delmar? 

Mr. Nysora. That is correct. 
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Senator Frear. The actual charges or costs may not be, but if they 
followed the chart they would be the same ? 

Mr. Nyzora. Yes. 

Senator Frear. Is that because they want to have a price equal or 
stable in a particular area? Or I suppose it could include the full 
United States, for that matter. Or is it some other reason? Is it the 
simple way to do it? I mean do they just find it easier to do it that 
way and they are willing to rely on someone else’s figures ? 

Mr. Nyzorc. Mr. Frear, I think I am not capable of answering that 
question adequately, and I think I would prefer not to try. 

Senator Frear. All right. 

Senator Bennerr. May I make a comment on that? 

Senator Frear. I would be glad to be enlightened. 

Senator Bennerr. If you take the average automobile salesman and 
just give him a pencil and a piece of paper and say, “Figure out what 
would be the proper finance charge,” you would really be in a mess. 
There has to be some kind of a basic approach to this thing. There 
has to be some kind of reference to which the salesman can turn, be- 
cause the average salesman is incapable of sitting down and figuring 
out all the figures involved. He would also lose his customer if he 
had to stop and do that. 

I sat down this morning just for fun 

Senator Frear. If you keep on talking, you are about to lose an- 
other customer, Senator. 

That is all right. Go ahead, Senator. 

Senator Bennerv. I was going to say I timed myself to see how 
much time it would take me with a pencil to figure interest on a de- 
clining balance on a l-year program. I may have made some mis- 
takes, but I went as fast as I could. It took me about 714 minutes to 
sit down and do all that arithmetic. Because you have to make your 
subtraction and then recalculate it and make another subtraction. 

They would go crazy if they had to do that in the banks. 

So they have rate charts, and everybody has to have something to 
which he can refer to save this interminable pencil pushing. The 
automobile salesman in his salesroom does not have an IBM computer. 
He has a customer who may not be too well sold anyway and who 
may be itching to get across the street and see what the Chevrolet looks 
like. 

I just make the point that we have to have some basic tool to use 
in that kind of a situation. 

Senator Frear. Since the Senator from Utah has given a plug to 
Chevrolet, I would like the audience to know that he is a Ford dealer. 
We do not want to get into mismanagement here. And I apologize 
for any unkindness, sir. 

Senator Bennett. You were not unkind. 

Senator Frear. What I am trying to establish, however, is this: 
I disagree with the Senator. I think the salesmen in Delaware are 
pretty well qualified people. I am not in position to talk about the 
salesmen in Utah. But what I am trying to say, sir, is that a sales- 
man, I recognize, must have some type of information from the 
person for whom he is selling. What I am trying to find out is how 
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did the manager or the owner or the person who originally placed the 
retail price on this particular item, be it automobile or otherwise, 
arrive at it. 

It is my assumption, or it is my thinking at least, that in order for 
someone in a managerial position to determine the retail price of an 
article, when it comes down to interest and finance, he has to have 
some basis on which he must figure his percentage. He may be will- 
ing to take a chart. But I believe that that manager first. figures 
whether that chart is suitable to his particular oper ration or not. 

In basis and in thinking, there is someone between the person who 
buys and the person who sells, someone who is qualified to make a 
determination as to the exact amount that interest and finance must 
be in the difference between the cost price and the selling price. What 
I was trying to get out from Mr. Nyborg was those figures. 

But I ‘gathered from him—and maybe ‘it is erroneous, and if it is 
I wish he would correct me—that they go by charts rather than by 
initial thinking in any wag sales place. 

Mr. Nypora. Mr. Frear, what I was trying to say before was I 
am not familiar uel with the various elements of cost that go 
into various types of business which conduct credit businesses, so 
that I could not give you one answer which would be all inclusive 
for every type of business. 

In the automobile field, it could be registration fee, it could be 
taking it over—well, it would be all those elements. So I could not 
give you that answer of my own knowledge. 

I would like the record to be clear in showing that I am not eriticiz- 
ing the use of rate charts, because they are a very useful and very 
necessary tool in conducting a retail business. 

But I cannot give you the answer of the various elements and how 
each company would include those elements in his chart. 

Senator Frear. Well, sir, if you feel that those charts are very 
necessary in the operation of the type of business about which this 
bill may concern itself, maybe my questioning is completely out of 
line. 

All I am trying to determine, simply, is that sometime somebody 
must determine the cost of interest and the cost of finance, and when 
those figures are determined I believe that it would not be a burden 
to anyone to publish them. 

If they are complicated, and if they arrive at some unjustifiable 
means of doing it, or that which is not justifiable in the trade, so to 
speak, that may be a different ar gument. 

But I do not care whether it is in bank finance—and I have a lot 
of banker friends—or whether it is in the sale of automobiles or house- 
hold appliances. Those figures are arrived at on some basis by some- 
body in a particular trade. It would appear to me at least. as though 
they could be published without just saying X dollars for interest 
and finance. 

It would be a simple thing as far as I can see it. They would say 
that it is $2 or it is 2 percent, and that the 2 percent ison a monthly 
basis or it is on a yearly basis, and if the article is $100 and it is 2 
percent. on a yearly basis, they can figure that it is $102. 
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I believe any customer can do that. 

I can understand where on many small items it would be a kind of 
a difficult job for a hardware store, for instance, to do all of this if 
he is going to finance a wheelbarrow ora pick and hoe. But basically 
I cannot conceive that there is not some easy method of letting the 
purchaser know exactly what he is going to pay, what he has to pay 
in this purchase item, for interest and financing. 

Does that seem difficult to arrive at in your opinion? 

Mr. Nyrsorc. Well, I see no difficulty in having the seller or the 
finance agency set forth separately the costs of the various elements 
of the contract. 

I think the cei arises at least in my thinking—and I am 
speaking purely as an ‘individual expressing a personal opinion—in 
that there is difficulty, for example, in an automobile installment 
contract, in speaking about interest and carrying charges separately. 

I have a great deal of doubt in my own mind from talking to thou- 
sands of customers over the years that they are particularly interested 
in what the so-called interest rate is in the installment contract. 
They are interested in what the dollar cost is and how much it is going 
to cost them per month to pay the balance which they have obligated 
themselves for. 

So I am sorry but I do not seem to be able to go along directly in 
your line of thinking without expressing my own personal point of 
view in this instance. 

Senator Frear. Oh, sir, I think that is why I was given the privi- 
lege of asking you--questions—to give me some benefit of your 
thinking. 

Mr. Nypore.. Yes. 

Senator Frear. Because certainly I hope I do not know now, nor 
have I ever claimed that I know, these answers. I think it is by the 
method of seeking the advice and opinion of other people that we 

‘an better form our own opinion. 

Mr. Nygore. Sure. 

Senator Frear. I am sorry for taking so much time, Mr. Chairman. 

Senator Dovatas. Senator Bush ? 

Senator Busn. Mr. Chairman, I would like to ask Mr. Nyborg 
this: Do you know that there are States that have positive legislation 
requiring full disclosure of these finance charges that we cover in this 
bill? Are there some States now that 

Mr. Nypora. Yes; thereare. There are some. 

Senator Busu. Do you know which? 

Mr. Nysorc. Well, New York State, for example, does have a law 
governing the installment sale of merchandise. 

Senator Busu. They do? 

Mr. Nygore. Yes, sir. 

Senator Busy. Would that legislation in New York State require 
the disclosures that you recommend at the end of your testimony ? 

Mr. Nyzore. Yes, it does require that. 

Senator Busi. It does do that? 

Mr. Nysora. Yes, sir. 

Senator Busu. Are you of the opinion that there is much violation 
of this law in New York State? 
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Mr. Nysore. I am not of the opinion that there is much violation 
of the law in New York State, no. Not of my own knowledge do I 
know of any widespread violation of the New York State law. 

Senator Busu. You think then that the consumer and the average 
citizen is getting all the legal protection that he needs in connection 
with this matter of disclosure in the State of New York? 

Mr. Nysore. It seems to me that that is the case, yes. 

Senator Busou. How many other States would you put in that 
category ¢ 

Mr. Nygore. I do not have those figures, Senator Bush. I could 
get them, but I do not have them readily available. 

Senator Doveas. I may say for the ie of Senator Bush that 
we have just been given a sheet which we asked the Board of Gov- 
ernors of the Federal Reserve System to prepare in which they 
classify the States according to various requirements on retail in- 
stallment contracts, and they give the numbers. The Reserve Board 
gave the numbers making specifications. 

I will be very glad to have this entered into the testimony at this 
point, and I am going to ask the Federal Reserve, if they would, to 
identify the States. Because here, for instance, the amount of down- 
payment is required by 31 States, Apparently, therefore, it is not 
required by 19. Unpaid cash price is required in 21 States, but 
therefore, apparently, not in 29. And so on. 

I am going to ask the Federal Reserve to prepare a table similar to 

table 17 on this topic, if that is satisfactory. 

Senator Busn. Yes. I think it is very essential that we have that 
information. 

(The information referred to follows :) 
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Senator Busy. I am a little surprised that there are so many States 
that have disclosure legislation. 

I would like to ask another question. 

In our bill we say in section 3 that anyone extending credit— 
shall furnish to each person to whom such credit is extended, prior to the con- 
summation of the transaction, a clear statement in writing * * * setting forth 
the total amount of the finance charges to be borne by such person in connection 


with such extension of credit and stating the percentage that such amount bears 
to the outstanding principal obligation, or unpaid balance, expressed in terms 


of simple annual interest. 

Do you think that it would improve this bill if, instead of requiring 
only that the total be set forth, 1t be shown what the interest charges 
are as well as other charges included ? 

Do I make the question clear ? 

Mr. Nygore. Yes. 

Senator Busu. In other words, instead of just lumping the finance 
charge, there may be a discount involved, or other finance charges than 
interest, I presume. 

Mr. Nypora. Yes. 

Senator Busu. Would it not be better if the disclosure required a 
statement of what the finance charges are? Subheadings, so to 
speak ? 

"i. Nyrsore. I think that is part of the four recommendations 
which we have made. 

Senator Busu. No, you just speak of the finance charge, and you 
say “for how long.” 

Mr. Nygore. Yes. 

Senator Busu. My point is: Should it not be more specific than 
that so as to include the rate of interest that is used in figuring the 
finance charge? 

Mr. Nysore. I think I am not in a position to give a helpful 
answer to that. 

Senator Busn. All right. 

Mr. Nygore. Except from this point of view: That the experience 
of the better business bureaus shows that if the four elements which 
we have recommended be disclosed, that would provide a protection 
which heretofore has not existed for the purchaser. 

I fee] I cannot go beyond that type of a recommendation. 

Senator Bennerr. Am I correct in remembering that Mr. Nyborg 
said he did not think the average buyer was greatly concerned about 
the specific rate of interest expressed in terms of simple interest? 
That he was interested only in knowing how much he was going to 
have to pay to finance it ? 

Mr. Nrzora. Mr. Bennett, I think that is what I was saying before, 
and I think it is true that the great majority of people when they 
purchase merchandise on the installment basis are interested in the 
dollar amounts for which they are obligated, and they do not think 
in terms of interest as such in those transactions. 

That is based on the experience that we in better business bureaus 
have had in contacts with thousands and thousands of people over 
the years. 

Senator Busx. Would it not be of interest, would it not be of sig- 
nificance to some buyers on time or installments that the interest 
they pay is a deductible item for their income tax? 


LIVIAILO 


wiitsiiiUarit 


ier 





78 CONSUMER CREDIT LABELING BILL 


Mr. Nypore. Well, as it now exists, of course, Senator Bush, the 
carrying charge as set forth separately in the contract is a deductible 
item. 

Senator Busu. And is one correct in presuming that that is all an 
interest charge ? 

Mr. Nyporae. I would not want to assume that, because I think the 
Internal Revenue Department does not proceed on that basis. 

Senator Brennerr. Mr. Chairman, I have been monopolizing 
this—— 

Senator Proxmime. Mr. Chairman, my turn has not come yet. I 
wonder if I could ask some questions ? 

Senator Bennett. I will withdraw. 

Senator Doveias. Have you finished, Senator Bush? 

Senator Busn. Yes. 

Senator Doverias. Senator Proxmire. 

Senator Proxmie. “Is it. not conceivable to you in view of the 
last. question that it would be helpful perhaps for many consumers 
to know and to begin to develop some curiosity as to what their 
annual interest payment is when they purchase cars and so forth? 

I agree with you it is probably true most consumers are mainly 
concerned with the dollar amount they have to pay in finance charges. 
But in order to evaluate whether the finance charges are fair or not 
a dollar amount means nothing. But if they can compare a 10 per- 
ment, a 20 percent, a 30 percent—in some cases we have seen it might 
even be 50 or 60 percent or more—they are in a position to evaluate 
whether or not they are being gouged, whether the charge is fair 
or unfair, and they are in a position to act, to negotiate in effect. 
Is that not right? 

Mr. Nysora. Conceivably some people would be interested, Mr. 
Proxmire, in knowing the interest charge stated on an annual rate 
basis. I do not know of my own knowledge how helpful that would 
be. 

Senator Proxmire. We want to arm the consumer with something 
he can use in negotiating the purchase of an automobile. Many con- 
sumers are not very sophisticated in matters of finance. If we put 
them in a position where they can have a basis for comparing whether 
a finance charge is fair or unfair, it seems to me that then they have 
something to talk with, to negotiate with. 

If they do not have that, if they say the average is $50 or $100 
or $500, the consumer has no basis for knowing, “Is this morally 
proper, or am I being imposed upon?” 

Mr. Nysora. Well, the purchaser would know with that informa- 
tion what it was costing him or what it is costing him in dollars, 
and to that extent I believe a protection would be afforded that has 
not in many instances existed in the past: 

Senator Proxmmp. Would it not be perfectly possible if he is 
paying for something over a 3- or 4-month period that it might. be 
a very small dollar amount but the interest charge may be exorbitant ? 
It might be a real usury charge. If he is paying for something in 
3 or 4 months it could be figured out on an annual or even a 3-year 
basis, as a car would be, that would be much greater. 

Mr. Nysorc. Well, Senator, it is almost impossible for me to an- 
swer that question because of the fact that the finance charges under 
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all of the jurisdictions with which I am familiar are not set up as 
an interest rate. It is considered, it is discussed, it is legislated as 
a carrying charge and not as an interest rate in the sale of merchandise. 

Senator Proxmire. I think you are exactly right, and this is the 
reason I am so enthusiastically behind this bill. T think it would do 
something to help us inform the American consumer so from now 
on he would have some basis for judging when a finance charge is 
fair. 

Mr. Nyszorc. Well, Mr. Proxmire, you are now discussing the ele- 
ment of interest as against the time price differential and I must 
say to you that I am not capable from my own knowledge on that 
subject to offer any testimony on it. 

Senator Proxmrre. All right, sir. 

As far as automobiles are concerned, in your statement you sum- 
marize your recommendations. 

Mr. Nysore. Yes. 

Senator Proxmrre. First, the cash delivered price, including extras, 
be disclosed. That is now required by the Monroney bill, it is my 
understanding. 

Mr. Nypora. Yes. 

Senator Proxmire. So that is taken care of. 

Second, the exact amount of downpayment and trade-in allowance. 
It is my understanding from very limited experience that this is some- 
thing the consumer usually has. He knows what his downpayment is, 
and he usually is told what his trade-in allowance is. 

Mr. Nygora. Yes. 

Senator Proxmire. So that it is a matter of narrowing this down 
to finance charges. You differ with us on whether it should be a per- 
centage or whether it should be simply a dollar amount. 

And then you put great stress, and I agree with you, on the cost of 
insurance and coverage. Is that correct? 

Mr. Nyzore. That is correct. 

Senator Proxmire. All right. I think I can wind this up very 
quickly. 

You say— 

However, if a cost of insurance is included in the contract in a lump sum with 
the finance charge, the customer cannot know what the component costs are, 
and thus cannot protect himself against the gouging through hidden charges in- 
cluded in the “pack.” 

Mr. Nygore. Yes. 

Senator Proxmire. That is a pretty serious charge. Are you indi- 
cating that it is simply a matter of the customer eetting something he 
does not want or being charged for something and receiving nothing? 
In other words, is it fraud or is it simply deceptive selling ? 

Mr. Nyzorc. Both situations exist. 

Senator Proxmire. Both? 

Mr. Nysora. Yes. 

Senator Proxmire. You have found some cases of actual fraud? 

Mr. Nysorc. No question about it. 

Senator Proxmie. Is that so? 

Mr. Nypore. Yes. 

Senator Proxmire. That adds something to my understanding. 
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You say the lender uses the sale of credit insurance as a means of 
packing additional charges over and above the actual insurance pre- 
miums. For what? 

Mr. Nyzore. Would you repeat that again? 

Senator Proxmire. You said the lender uses the sale of credit insur- 
ance as the means of packing additional charges over and above the 
actual insurance premiums. I presume that he is charging for the 
credit insurance and it is a means of charging for something in addi- 
tion to the credit insurance? 

Mr. Nysore. Yes. In a number of instances. 

Senator Proxmire. Which is never disclosed ? 

Mr. Nyzore. Which he has never disclosed, 

Senator Proxmire. And for which no service is rendered ? 

Mr. Nyrsora. In some instances eventually a policy was issued, but 
at the time of the transaction the purchaser was completely unaware, 
as indicated in somé of these affidavits to which I referred, that there 
existed any credit insurance in the transaction or that they wanted 
credit insurance. 

But by virtue of being able to lump the premium charge for that 
into the finance charge without showing it separately, the purchaser 
has no way of knowing that he is paying $56 or $98, whatever the 
premium is, until he later gets a schedule-of-payments book from the 
financing agency. Then it is up to him to try to fight his own battle, 
and, generally speaking, at that point he finds that he probably 
signed some kind of a paper in blank and these things were added 
later without his knowledge at the time. But based on his signature 
on it he is obligated for it. 

There are instances, as pointed out a moment ago, where that type 
of ——— does involve an element of fraud. 

Senator Proxmire. I see. All right. 

Then I just have one other observation. That refers to your state- 
ment, which has been extremely helpful tous. We grope around and 
we hear all kinds of rumors and estimates on whether or not this is 
widespread or not. Iam very impressed with the objectivity and the 
fairness of your presentation this morning. 

Mr. Nyrsore. Thank you. 

Senator Proxmtre. The Better Business Bureau made this selection 
dispassionately, objectively, and as fairly as they could. You say 
this: 

The assistance of 23 local Better Business Bureaus was enlisted. Selecting 
ear purchasers whose names had been taken from court or public credit 


records * *''* . 

Mr. Nrsore. Correct. 

Senator Proxmire. I presume that you took, therefore, a fair 
sample. You did not take just the people who were possibly evading 
the law or gouging the customers ? 

Mr. Nygore. No. 

Senator Proxmire. You tried to take an objective group, in effect? 

Mr. Nysorc. Mr. Proxmire, I would not want to say that that was 
what might be termed a scientific sampling. 


Senator Proxmire. I am not saying that. I am saying it is a fair 
attempt. 
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Mr. Nyrzora. Yes; to the best of our ability. The 225 people 
were interviewed personally in their homes. The record of their 
transactions was found by the individual Better Business Bureau from 
existing court records or public records and they were telephoned and 
asked if they had purchased an automobile, whether or not it was an 
installment contract, and would they be willing to talk to the Better 
Business Bureau representative about it. 

And at the time, in the majority of instances, no knowledge existed 
on the part of the Better Business Bureau investigator that anything 
wrong existed. And in some instances, in many instances, nothing 
wrong existed as a result of the interview. 

Senator Proxmime. And the specific finding that you disclosed here 
is that in more than half the cases, in 51 percent of the cases, the pur- 
chaser had no idea that he was getting credit life insurance ? 

Mr. Nyspore. Yes. 

Senator Proxmire. And I presume since he did not know that, he 
did not really know what was in the finance charge? 

Mr. Nysorc. That is correct. That figure is 51.9 percent I believe 
of the 225 transactions, all of which were credit transactions and all 
of which included insurance or credit insurance as a part of it. And 
the 50-odd percent of those people involved in those transactions did 
not know at the time of the transactions that credit insurance was a 
part of the obligation they were assuming. 

Senator Proxmire. Then, Mr. Chairman, I am going to conclude 
that on the basis of testimony of the first witness—I think it will be 
interesting to get any contradiction of this—the only evidence we have 
of a survey, and it is by a very reputable group, indicates that more 
than half of the people in this random, objective sample, admittedly 
not scientific and comprehensive, more than half did not know what 
was included in the finance charge, and there was at least an element 
of—I will not say deception—but of failure to disclose finance charges, 
so the consumer was not informed. He did not know what he was 
paying for. 

Mr. Nysora. Yes, sir; that is correct. 

Senator Proxmire. Thank you. 

Senator Doveras. Senator Bennett, you had a question ? 

Senator Bennett. I just wanted to make one comment. 

Earlier the witness talked about the fact that there are a number of 
charts on which finance charges are based. I would just like to clear 
the record on that. I do not think, Mr. Nyborg, that those charts 
are used because of the color of a man’s eyes. 

When you sell a car or any other piece of valuable property to a 
man on time, you usually try to protect yourself more adequately 
against the man whose credit is very poor or doubtful. 

So I think you will find that these higher charts are used when the 
risk of repossession and resulting loss is greater than normal. 

Mr. Nyzore. May I say something? Senator Bennett is discussin 
the practices of the legitimate automobile dealer, and to that degree 
agree fully with what you have said, sir. 

But there are instances and there are records to substantiate it that 
there are some automobile dealers who use a series of rate charts to 
take advantage of the public, because the charts which they use include 
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charges that are excessive for the type of service and the merchandise 
sold based on a comparison of the very charts they use within their own 
organizations. 

I would not like to leave the impression here, Mr. Chairman, that 
this is a practice carried on and used by the majority of automobile 
dealers. There was a time when it was quite widespread. But over 
a period of the last 4 or 5 or 6 years in working with the National Auto- 
mobile Dealers Association and concurrently with them setting up 
standards for disclosure, some of these practices have been greatly 
curtailed. 

I was not criticizing, Mr. Bennett, the use of rate charts. I was re- 
ferring only to those instances when they are used and still are being 
used in some instances to take advantage of the public. 

To me that is a situation in which the legitimate automobile dealer 
and the industry as a whole suffers by comparison. 

Senator BENNert. But is it not true that in any line of business you 
will find a marginal group on the fringe of the business that will use 
some device pec oulis arly or particularly ‘fitted to their business to gull 
the unsuspecting and gullible buyer? It is not limited to the auto- 
mobile business. Take the men’s clothing business, the furniture busi- 
ness. You can go all the way around, and you can still find people 
in the United States who believe that the way to buy and sell is a 
battle of wits between the buyer and the seller and that a man gets 
as much as he can and takes any advantage he can of the particular 
situation. 

Mr. Nysorc. Mr. Bennett, I would like to say that the percentage 
of malpractices in various lines of business in the retail field is no 
worse in the automobile industry than it is in many others. There is 
that fringe which you refer to, but it is that fringe which the public 
should be protected from, just as legitimate business should be pro- 
.tected from those operations. 

Senator Bennerr. I wonder if we can pass a law which will protect 
a man from being one of those of whom Barnum spoke that “there 
is one born every minute.” That is what bothers me about this whole 
procedure. 

There are people who want a particular product or a particular 
service so much that they are not going to be concerned about details 
like rate of interest, and they expose themselves to the shysters and to 
the people who take advantage of their ignorance, their gullibility, 
and, you might call it, their lack of sales resistance. 

I do not think we can legislate against that. 

Senator Proxmire. Will the Senator yield? You would not ob- 
ject to permitting these people who would like very much to know the 
facts to have them, would you? You would not object to our passing 
a law that would enable them to have some method of knowing 
whether the finance charges are fair or unfair ? 

Senator Bennerr. If I go downtown and buy an automobile, and, 
taking one of these examples of Mr. Nyborg’s, I find that finance 
charges are $400, if I want to know what that interest rate is I ought 
to be able to figure out $400 against the — 

Senator Proxmire. I am sure the distinguished Senator from Utah, 
who is a man with outstanding business experience and who has been 
an automobile dealer of distinction as well as an outstanding U.S. 
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Senator, is well equipped to do that, as is every member of this com- 
mittee. But many, many consumers are not in that position, and 
many, many consumers I am sure, once they begin to realize the value 
of underst: anding how much the interest charge is, will be in a posi- 
tion where they can demand fair treatment. 

Senator Bennerr. Have we got to do everything for every cus- 
tomer ? 

Senator Frear started on a line of questioning: Why do we not 
require the dealer to show how much he has put in his price for sales- 
men’s commissions, for advertising, for all the rest of these things that 
make up the eventual price? We are picking out a particular thing 
and saying the public is entitled to know this, but there are a lot of 
other elements of cost that go into that price, and I do not think 
the public is any more interested fundamentally, most of them, in 
the percentage of interest in a finance charge than they would be in 
the percentage of sales commission paid a salesman. 

They are interested in how much money this man is going to charge 
him to finance this automobile. Because if they think it is too high, 
they walk two doors down the street and get an opportunity to get 
a comparative price. 

Very few people buy automobiles today in the first place into which 
they walk. And very few people walk in and buy the first package 
without having made a check on it. 

Here is a practical economic check that exists in the industries, and 
I feel that to burden the industry with the job of calculating, trans- 
lating every finance charge into ‘simple interest, holding up the sale 
while the Salesman tries to calculate it to satisfy this law, puts a 
burden on the cost of selling. 

And it is very easy to get around it: Just announce that there are 
no finance or carrying charges, that you are going to sell this car 
for so much money. Then if a man is ‘willing to pay cash for it, you 
discount it. That is the sort of thing you are going to drive these 
people to if you put them to all the responsibility of complicated cal- 
culations, in my opinion. 

Senator Busu. May I ask the Senator: Do they not have to make 
the calculations anyway for their own information ? 

Senator Bennerr. There is this difference: The salesman has a 

rate chart on the basis of which he, by looking at a certain line on a 
certain page, comes up with a figure. But before he can complete 
that transactio1 ery transaction is different—the number of 
months the customer is going to pay, the amount of his downpay- 
ment, and so on, are different, and must be taken into account. You 

sate an individual transaction, and then you require the salesman 
to translate that single transaction into simple interest, 

You cannot do it by simply saying this is figured on a 2-percent 
chart, because there are all kinds of unknowns in this thing. Many 
customers say, “I don’t want any payments to come due in December. 
Give me a contract so I don’t. have to pay at Christmastime.” 

Other dealers say—“No payments for 2 months. Come in and buy 
your car today and your first payment is the 15th of May.” 

All these variables have to be translated in terms of an individual 
statement of the interest on that individual account. 
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I am puzzled also as to this: Do you translate the cost of a credit 
check? Do you call that interest and add it in? Or are you going 
to require this salesman to say, “Well, it is going to cost us $2.25 for 
a credit check and it is going to cost us so much to clear your title, it 
is going to cost us so much to do this and so much to do that, but 
these are finance charges so we are going to translate this as interest”’? 

I think that this is a good idea. This is one of these things you can- 
not be against because you cannot be for sin. But when you try to 
translate this into the actual job of providing the information at the 
point of sale, you are going to add a lot of extra cost, you are going 
to add a lot of uncertainties, you are going to add cost to the business, 
you are going to add cost to the enforcement, you are going to be 
satisfied to just hand the customer this piece of paper—— 

Senator Proxmire. Will the Senator yield ? 

Senator Bennetr. Yes. 

Senator Proxmirm Is it not true that at every other level with the 
automobile dealer, wholesaler from the manufacturer, the wholesaler 
if there is one to the dealer, or at any rate the dealer when he buys, 
knows the interest that he pays? He is told? Is that not correct? 

Senator Bennett. No, ordinarily the dealer does not pay interest. 
He buys for cash or buys—— 

Senator Proxmire. Not ordinarily, but when he does? 

Senator Bennett. There are very few commercial transactions that 
are on a basis of installment contracts between elements of the eco- 
nomic system below the retail level. There are very few. Almost no- 
body. The installment contract phase of economic activity is between 
the retail seller and the consumer. 

If the retail buyer can go to a bank and borrow the money 

Senator Proxmie. I am talking about a situation where the manu- 
facturer does not own his dealers and where the dealer does buy. And 
I know of occasions where this has happened. I was in the implement 
business myself, where the dealer is Som by the manufacturer, 
and he knows exactly what interest he is paying on an annual basis. 
This has been our own experience, 

Senator Bennett. The difference here is the floor plan automobiles. 
There is no declining balance in that case. There isno problem. You 
pay the flat interest until you take over the car or until you sell the 
unit. Then you satisfy the floor plan. It is this problem of havin 
to sit down with every transaction and calculate the interest. throug 
the declining balance that I think represents a very serious practical 
problem in the sale of merchandise. 

It would have to be done by the salesmen. It could not be done in 
the office with a calculating machine. 

Senator Busu. If the Senator would yield for a question, they have 
to do this anyway, do they not? 

The company that is selling the goods has to make all these calcu- 
lations. It is just a question of slice the disclosure. 

Senator Bennett. No, the point I ‘ink that Mr. Nyborg made is 





that all this is done in general terms and reduced to a chart. If you 
. walk in and say you want to buy a $1,500 car and you are going to pay 
it off in 36 months, it is $1,500 net, and the salesman flips the chartbook 


out of his pocket and turns to the right line and puts a figure down. 
It is all calculated for him. 
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Senator Busn. Including insurance? 

Senator Bennett. He has his insurance chartbook and puts that 
down. Three or four references to precalculated material. 

Senator Proxmire, Will the Senator yield? Why would it not be 
easy to put the interest on top of each column ? 

Senator Busu. May I ask the question here? Or I will yield 
to you. 

Senator Doveras. No, no. Please continue, Senator Bush. 

Senator Busu. If he has the information, if he has got to have it for 
the insurance and he has got to have it for the finance charges and he 
has got to have it to make up his bill, what is wrong with letting 
the customer know about it ? 

Senator Bennett. I agree with you that it is proper to say finance 
charges so much money, but under this bill this man has to sit down 
and say, “Because of the particular way in which you are buying 
this car I have got to supply you with a record of your finance 
charges translated into simple interest”—which means he has to cal- 
culate the declining balance, because simple interest assumes pay- 
ment on the declining balance. 

When these charts were made up, all this was kind of averaged out. 
But you cannot average it out for the customer. You have to supply 
it to him, according to the bill, in terms that will relate specifically 
to this specific contract, and that has to be calculated. 

I have carried this on long enough, Mr. Chairman. 

Senator Busu. I think it is very, very interesting, but I still do not 
see why, if the information is available to the seller 

Senator Bennett. It is not available in the form that the bill re- 
quires that it be furnished the customer. 

Senator Bus. What we are after here I think—TI cannot speak 
for my cosponsors—but what we are after is a question of full dis- 
closure, just as we were in the Securities Act, and so forth. It isa 
question of full disclosure. 

Maybe the language of the bill is deficient and can be changed so 
as to not create heavy burdens on sellers. But certainly with the 
information in the hands of the seller I do not see why it would be 
so difficult to translate it into a statement which can be given to the 
buyer so he knows exactly what he is paying for. 

Senator Dovctas. If I may interject, I may say I hold in my hand 
a consumer credit cost calculator issued by the Household Finance 
Corp., which carries out precisely this principle. My rough judgment 
is that this could be done in approximately a minute and a half. And 
it is based on the true interest rate on the outstanding balance. 

I am going to ask unanimous consent that this be included in the 
record at this point. 

(The document referred to follows :) 





HOUSEHOLD FINANCE Corp. 
CONSUMER CREDIT Cost CALCULATOR 


An accurate and simple aid in the comparison of charges on installment loans 
and purchases 


WHAT PRICE CREDIT? 


Shop for credit just as you shop for clothing, a car, or a refrigerator. You'll 
find it to your advantage to pay attention to credit terms and to compare the 
costs of borrowing or buying on credit from different sources. Services in credit 
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are important, too, so shop for the kind and quality that best meet your needs. 

There are many installment credit and loan plans. Some make charges in 
the form of interest on unpaid balances, and other involve discounts, add-ons, 
fees, and carrying charges. There are many rates and combinations of charges, 
and plans differ in the size, number, and time of installment repayments. 

These differences make it difficult for the consumer to compare plans and to 
find the lowest cost credit which is suitable to his needs. Nevertheless, financing 
plans can be compared. The price you pay for credit always can be measured 
by the true rate of interest you are charged. 

In all cases where payments are in equal amounts and at regular intervals 
you can find the true rate of interest charged by using the method described in 
this folder. 

This folder is an abbreviated version of a more detailed, technical publication 
entitled, “Table for Converting Interest Rates Into Discount Charges and Dis- 
count Charges Into Interest Rates,” which is available for professional use. 


Copyright, 1957, by Household Finance Corp. Quotations permitted if credited to “Con- 
sumer Credit Cost Calculator, copyright by Household Finance Corp.’ 


HOW TO COMPUTE TRUE JNTEREST RATES ON LOANS AND INSTALLMENT PURCHASES 
PAYABLE IN EQUAL INSTALLMENTS 


1. Find the financing cost in dollars and cents 


In the case of a loan, total all payments to be made and subtract the amount 
of cash obtained from the lender. The difference is the financing cost. 
In the case of an installment purchase, total all payments including the 


down payment, and subtract the price at which you could buy for cash. The 
difference is the financing cost. 


2. Determine the total amount to be paid in installments 

Total all installment payments. Do not include the downpayment. 
38. Figure the cost ratio 

Divide the financing cost by the total amount paid in installments. 
4. Use the table below to find the true interest rate 


When the cost ratio comes out exactly in hundredths (such as 0.080 or 0.110), 
locate the column headed with this figure. Follow down this column to the 
line for the number of payments in the contract. The figure at the intersection 
is the true interest rate per installment period (week, month, or other). 

When the cost ratio does not come out exactly in hundredths, an approximate 
answer can be obtained by rounding off to the nearest hundredth (second deci- 


mal place), and then using the table as explained above. For greater accuracy, 
see the note in the last column. 


5. Annual interest rates 


When the contracts to be compared have different installment intervals, the 
true interest rates must be converted to apply to the same interval. Annual 
rates are commonly used for this purpose. 

To convert to an annual interest rate, multiply the true rate per installment 
period by the number of installment periods in a year (12, if months; 52, if 
weeks, etc.). This method ignores compounding, which is consistent with the 
general practice of converting annual rates to monthly or other fractional year 
rates by taking a simple arithmetic fraction of the annual rate. 


Nore.—In case the cost ratio does not come out exactly in hundredths, the 
true interest rate may be determined more accurately by interpolation. 
For example, if the cost ratio is 0.0741 for 12 monthly installments, the true 


rate is equal to the rate for 0.07, plus 0.41 times the difference between the rates 
for 0.07 and 0.08, as follows: 


Percent 

(2 )eeee cor eee Cost. eeu: (irom table)... 1.31 
(2) eee cans ORL eeteD Cerom Genee) 1.33 
I cia cen er eslaslew kateb wives caine ees aimed 18 


(3) .41X.18 percent=.07 percent 
(4) 1.13+.07 percent=1.20 percent (the true interest rate per month) 


Page 88 gives typical examples of how to figure true interest rates on various 
types of installment contracts. 
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Table of true interest rates corresponding to various cost ratios and number of 
installments 


(The figures in the body of this table are true interest rates in percent, per installment period] 


Cost ratio 
Number of equal in- 
stallment payments 
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SER ARR ES . 84 .90 | .96] 1.02 | 1.08 | 1.15 SMALBILBI Le Lei ae 2. #4 
ih ipa toon ssaay 4204) .7O .84 {| .90] .95! 1.01 | 1.06 | 1.12] 1.18 | 1.24) 1.56 | 1.92 2. 31 
Aina Susie Sicseieone . 68 ae 78 1 eRe Se .93 .98 | 1.04 | 1.09 | 1.15 | 1.44} 1.77] 2.14 
a ee | .66] .70 45 .80 | .85 . 90 .95 | 1.00 | 1.05 | 1.11 | 1.39 | 1.71 2. 06 
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TYPICAL EXAMPLES OF INSTALLMENT TRANSACTIONS 


The examples below show how to find the financing cost, the total amount paid 
in installments, and the cost ratio in some common kinds of installment con- 
tracts. 


Discount: “Interest” and fee deducted in advance 


A borrower signs a note for $100 and agrees to repay that amount in 10 equal 
monthly installments of $10 each. The lender deducts “interest” at 7.2 percent 
per year of $100, or $6 for 10 months, and an investigation fee of $2, so that the 
borrower receives $92 in cash. The financing cost in this case is $6 plus $2, or 
$8. The total amount paid in installments is $100. The cost ratio is $8 divided 
by $1090, or .08. The true interest rate is 1.55 percent a month, or 18.6 percent 
per year (12 times 1.55 percent). 


Add on: “Interest” and fee added to amount borrowed 


A borrower receives a cash loan of $100 to which is added “interest” of $6.50 
plus an investigation fee of $1.50. The entire obligation of $108 is payable in 12 
equal monthly installments of $9 each. The financing cost in this case is $8 
($6.50 plus $1.50). The total amount paid in installments is $108. The cost 
ratio is $8 divided by $108, or .0741. The true interest rate is 1.20 percent a 
month, or 14.4 percent per year. 


Ordinary installment purchase 


A purchaser buys an automobile which has a cash price of $3,100, and also 
insurance costing $150. He makes a trade-in or a downpayment of $1,150 and 
wishes to finance the remaining $2,100 over a period of 30 months. The seller 
adds a finance change of 6 percent per year, or 15 percent for 24% years, which 
is $315 (15 percent times $2,100). The purchaser signs a note for $2,415 ($2,100 
plus $315), payable in 30 equal monthly installments of $80.50. In this case the 
financing cost is $315. The total amount paid in installments is $2,415. The 
cost ratio is $315 divided by $2,415, or .13. The true interest rate is .92 percent 
a month or 11.04, percent-per year.’ 


Installment purchase in which the total amount to be paid is not directly stated 


On the purchase of a refrigerator-freezer at a price of $435, the purchaser 
makes a downpayment of $75 and finances the remaining $360. The purchaser 
signs a sales contract wherein he agrees to repay the $360 in 30 equal monthly 
installments of $12 each plus a “service” charge of $2 per month. Since this 
plan in effect calls for a total monthly payment of $14, the total amount paid 
in installments is $420 ($14 times 30). The financing cost is $60 ($420 plus $75, 
minus $435). The cost ratio is $60 divided by $420, or .143. The true interest 
rate is 1.02 percent a month, or 12.24 percent per year. 


Installment purchase advertised, “No carrying charge” 


A diamond ring is advertised at a price of $95, $5 down and 18 weekly pay- 
ments of $5 each, with “no carrying charges.” Inquiry discloses that the ring 
can be purchased for $85 cash. In this case the financing cost is $10. The total 
amount paid in installments is $90. The cost ratio is $10 divided by $90, or .111. 
The true interest rate is 1.27 percent a week, or 66.04 percent per year. 


WHAT THE TRUE INTEREST RATE MEANS 


The true interest rate is the rate per installment period (whether it be a 
week, a month, or some other period of time) on the unpaid true balances of 
cash loaned or credit extended. 

For example, on a loan of $240 subject to a discount of $24, repayable in 12 
equal monthly installments of $20 each, the borrower receives $216 in cash. The 
financing cost ($24) divided by the total amount paid in installments ($240) is 
-10, the cost ratio. The table indicates that the true rate of interest in this 
case is 1.66 percent a month, proven as follows: 


1 Standard automobile insurance, sold at standard rates for the benefit of the buyer, 
, Should be included in the cash price, not in the financing cost. - 
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Proof that $24 discount on a $240 note payable in 12 monthly installments is 
equivalent to 1.66 percent interest per month on unpaid true balances 


| 
| Interest at 1.66 | Principal pay- 





Unpaid true Face of note 








enreng 

Total percent per ment applied principal bal- | balance end of 
Month payment | month on un- to true prin- ance end of month 
| paid true prin- | cipal balance, | month 
| cipal balance | (2) less (3) 
(1) (2) | (3) (4) (5) | (6) 
0 ei te gt ee es ea I Sedat oh alee ae $216. 00 $240. 00 
1 Sai ain eriniiiads $20, 00 | $3. 59 | $16.41 | 199. 59 220. 00 
RS ee ae ee 20. 00 3.31 | 16. 69 | 182. 90 200. 00 
a... ee Sas 20. 00 3. 04 | 16. 96 | 165. 94 180. 00 
a a a ak i ed eran 20.00 | 2.75 | 17. 25 148. 69 160. 00 
Re, er ready BES sas 20.00 | 2.47 | 17. 53 | 131. 16 140. 00 
ih Sh ci i el eel i 20. 00 | 2.18 | 17. 82 113. 34 120. 00 
a 20.00 | 1.88 18. 12 95. 22 100. 00 
Divachenusesbagticciusenndne ae ; 20. 00 1. 58 18. 42 76. 80 80. 00 
RES ae! Ser seis 20. 00 | 1.27 | 18.73 | 58. 07 60. 00 
ea ee 20. 00 | . 96 | 19. 04 39. 03 40. 00 
eect cae eae aaat 20. 00 . 65 | 19. 35 19. 68 20. 00 
We i ccwccspandee antes a 20. 00 . 33 | 19. 67 | SHOR ecs5te 5 2b 
stented ee 240. 00 | 124.01 | 1 215. 99 





1 If the interest rate and all the computations had been carried out to more decimal places, the true loan 
balance at the end of 12th month would be zero instead of 1 cent. 


The unpaid true principal balances on which interest is computed begins 
with $216 (column 5) for the first month, rather than $240, because this is the 
actual amount of cash of which the borrower has the use for 1 month. At the 
end of the first month, interest is computed at 1.66 percent of $216, or $3.59. 
This amount is deducted from the $20 installment payment leaving the re- 
mainder, $16.41, to reduce the unpaid true principal balance from $216 to $199.59. 
At the end of the second month, interest amounts to 1.66 percent of $199.59, or 
$3.31, ete. 

The total interest computed by using the true rate is equal to the charges 
actually made; and the total amount applied to reduction of principal is equal 
to the original true principal balance. 

The true interest rate method is the only accurate way to compare installment 
credit costs. 

The money management institute of Household Finance Corp. makes available 
to consumers and educational, religious, and civic groups authoritative booklets 
and filmstrips on money management. This is a service activity of the corpora- 
tion. For descriptive information about HFC’s money management materials, 


write to the money management institute of Household Finance Corp., Prudential 
Plaza, Chicago 1, Il. 


Senator Doveras. I will give a copy to the Senator from Utah so 
that he can try himself out on this. Since he is much more of an 


expert in figuring costs than I am, I am sure that the minute and a half 
will be reduced probably to a minute. 


Senator Bennerr. This assumes a regular system of payments 
which is very frequently interrupted—very frequently. 

Senator Doveras. Thank you very much, Mr. Nyborg. You have 
been on the stand a long time. Your testimony has been very help- 


ful. We want to express our deep appreciation. Thank you very 
much. 


(The prepared statement of Mr. Nyborg follows:) 


STATEMENT OF VicTOoR H. NysBorG, PRESIDENT, THE ASSOCIATION OF 
BUSINESS BUREAUS, INC. 


BETTER 


My name is Victor H. Nyborg. I am president of the Association of Better 
Business Bureaus, Inc., New York City. The association is composed of 116 
local Better Business Bureaus and the National Better Business Bureau. Nine 
of these bureaus are located in Canada. One is in Mexico. One hundred and six 
are located in primary marketing areas of the United States. 
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These better business bureaus were created by pusiness. They are supported 
py nearly 100,000 pusiness firms in all lines of endeavor, which believe in the 
principles of voluntary self-regulation in public interest. 
J am here in response to the request of Subcommittee Chairmal Senator Paul H. 
Douglas that the Association of Better Business Bureaus, Inc. appear as a 
witness 0D S, 2755, a pill to assist in the promotion of economic stabilization by 
requiring the disclosure of finance charges in connection with extensions of credit. 
perhaps it would be well to take a moment to quote from the purpose clause of 
the association's charter : 

“This association is formed for the purpose of encouraging the formation of, 
assisting in the development of, and rendering service to better pusiness bureaus 
engaged in fostering truth in advertising and opposing fraud, deception and/or 
unethical practices in the advertising, offering. and selling of merchandise, se- 
curities, services, employment, or anything of value to the public; to study and 
recommend effective methods of operation of such member organizations ; to 
prevent in any lawful manner the wrongful or deceptive use of the name of or 
the words better business bureau: to provide conference facilities for its mem- 
bers, and to perform such acts as may be necessary to advance these purposes.” 

Basically the purpose clauses of all beiter business bureaus provide for the 
same objectives. The Better Business Bureaus have. as their objective, the 
promotion of truth in advertising and honest selling practices. the elimination 
of fraud and deception in the marketplace, and service to the conswming public 
with its everyday questions and problems relating to business transactions. 

In the eonduct of activties toward this goal. the Association of Better Business 
Bureaus endeavors to coordinate the activities of these bureaus on actions and 
programs of mutual interest and concern. This is done through committees 
primarily composed of executives of our member better business bureaus. One 
such committee, of which I am a member, is known as the committee on install- 
ment eontracts. 

I should like to say at the outset that I am not authorized to speak for or 
against the proposed legislation on pehalf of the Association of Better Business 
Bureaus or any of its members, since the better business bureaus, as 4 matter 
of national policy, do not plump for legislation. 

The information I am about to place pefore this hearing is based on the 
investigations and studies, by our committee on installment eontracts, of con- 
sumer experiences reported to better business bureaus, pertaining to the install- 
ment purchases of automobiles. The attention of this committee has been directed 
primarily to problems stemming from the lack of disclosure of the component 
costs in time contracts covering such transaction. As a result of this commit- 
tee’s findings, better pusiness pureaus strongly advocate that consumers should 
be furnished, in writing, prior to the signing of an installment contract, four 
fundamental facts as follows : 

1. Cash delivered price, including extras. 

9. Exact amount of downpayment, and trade-in allowance, if any. 

3 Finance charge, and for how long. 

4. Cost of insurance, and coverage provided. 

Although 1 understand that this hearing is not directly concerned with certain 
specific evils which have existed in automobile time purchase transactions, the 
means bY which these evils can and do exist are, I believe, pertinent to the 
subject of your inquiry. For this reason I should like to briefly describe some of 
the schemes which have victimized automobile purchasers and then provide 
specific documentation to show the means through which this is accomplished. 

When automobiles, new or used, are sold on time payments, the resulting time 
payment contracts are usually sold by dealers to finance companies. hanks, and 
similar financial institutions. These agencies, in the main, have established fair 
and uniform rates for their services. 

Unfortunately, the overall picture is clouded by a relatively small group of 
dealers and financing agencies, whose ideas of public responsibility and fair play 
have been distorted through participation in a scheme which is against the 
public interest. This scheme capitalizes on public ignorance of the cost of 
buying automobiles on installment payments. For its success, it depends upon 
keeping the facts from the buyer. 

For example, between them, some dealers and financing agencies plan to make 
the finance charge as high as the uninformed and unsuspecting customer will 
stand. They charge all the traffic will bear. 

A high charge having been put over on the purchaser, some financing agencies, 
when they buy the contracts from the dealer, deduct their standard or regular 








charge (Son 
jegitimate Tr 
Many peo 
plan, they ¢ 
of the auto 
That is, the 
component 
insurance ¢ 
position to 
is, how mut 
age he pays 
Usually, 
the buyer } 
to the car 
ysually ret 
others. H 
sum with 
eosts are, 
charges int 
Althoug 
the spotlis 
ears on it 
monthly | 
tracts th: 


, with read 


chase pri 
those fo1 
so that 1 
simply ll 
practice | 
In ma 
limited 1 
surance 
of finan 
it is—a 
hidden f 
Anotl 
ment ¢¢ 
Busines 
mobile 
merce ¢ 
charge! 
mobile: 
eral ye 
might 
stantii 
Refun 
doubt 
them 
insur: 
In 
insur 
their 
know 
older 
on il 
or W 
class 
il 
clas 
miu 
clas 
clas 
T 
Tes 
Fa’ 
pos 





CONSUMER CREDIT LABELING BILL 9] 


charge (sometimes called discount) and return the balance, over and above the 
legitimate reserve, to the dealer. This overage is generally known as a “pack.” 

Many people do not realize that, when buying an automobile on the installment 
plan, they are in a rogers of bargaining on these three things: (1) the price 
of the automobile; (2) the finance charge; and (3) the value of the tradein. 
That is, they are a a position to bargain if they know the separate costs of the 
component elements. The premium for the insurance required is fixed by the 
insurance company under State regulation, but the purchaser should be in 
position to know from the details of the contract itself exactly what the coverage 
iss how much he is paying for it, and that he gets a policy giving all the cover- 
age he pays for. 

Usually, added to the finance charge is the cost of insurance to protect both 
the buyer and the seller, or his assignee, against fire, theft, accidental damage 
to the car, and deductible collision insurance. Such insurance coverage is 
usually required in all car financing, whether by finance companies, banks, or 
others. However, if a cost of insurance is included in the contract in a lump 
sum with the finance charge, the customer cannot know what the component 
costs are, and thus cannot protect himself against the gouging through hidden 
charges included in the “pack.’ 

Although the practice is not as widespread as it was a few years ago before 
the spotlight of publicity was put on it, in many States, even today, in selling 
cars on installment, many purchasers are told no more than the amount of the 
monthly payments they will be obliged to make under the time-payment con- 
tracts that they sign. The dealer determines the amount from rate charts 


. with readymade figures which make provision for the unpaid balance of the pur- 


chase price and for all charges incident to the installment purchase, including 
those for finance and insurance. While some dealers ttemize these charges 
so that the customer knows exactly what he is paying, and for what, others 
simply lump them together, and this procedure lends itself to the disreputable 
practice of “packing” automobile time contracts. 

In many cases in the past, the insurance protection afforded has been so 
limited that the dealer has been reluctant to break down the financing and in- 
surance charges, because he knows that the cost of insurance as aguinst that 
of financing is so small that comparison would brand the transaction for what 
it is—a brazen attempt to cheat the public by “packing” the contract with 
hidden finance charges. 

Another part of the overall scheme involving excessive charges on time-pay- 
ment contracts involved collision insurance overcharges. As exposed by Better 
Business Bureaus, and through the hearings of the Subcommittee on <Auto- 
mobile Marketing Practices of the Committee on Interstate and Foreign Com- 
merce of the U.S. Senate, in 1956, it was shown that millions of dollars in over- 
charges, resulting from misclassification of collision insurance on financed auto- 
mobiles, has been paid by American motorists nationwide during the past sev- 
eral years. It was estimated by some State insurance examiners that the total 
might exceed $25 million. As a result of the investigations and exposés, sub- 
Stantial refunds of these unwarranted charges have been made in many States. 
Refunds of these overcharges total approximately S11 million to date. No 
doubt these came as a complete surprise to most of the recipients since few of 
them had any suspicion that they had paid more than the legal rate for their 
insurance, 

In most States, buyers of automobile collision insurance are classified by the 
insurance departments, so that those who enjoy less hazardous status, may buy 
their insurance cheaper than those who are poorer risks. For example, it is 
known that young people, under the age of 25 years, have more accidents than 
older drivers. The insurance company is required to pay losses more frequently 
insured cars operated by these youthful drivers, than in the case of a man 
or woman over 25. In recognition of this fact, most States have established a 
class 1 rate for collision insurance, where there are no drivers under the age of 
-) in the insured household. Where there are drivers under the age of 25, the 
class 2 rate applies. Many States have additional classifications. The pre- 
mium charge for a class 2 policy may be as much as 45 percent more than for a 
class 1 policy. The overcharge to the car owner who is rightfully entitled to a 
class 1 rating, but is improperly placed at class 2, can be as much as $75. 

There are thousands of unsuspecting victims to whom it is unlikely that any 
restitution will be made, because they don’t know that they were victimized. 
Failure to disclose the component costs of the time contract made this scheme 
Possible, and allowed it to continue until it was halted by action of the various 
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State insurance commissioners, the investigations and exposé by the Better Busi- 
ness Bureaus, and the evidence brought out in hearings before the Senate Sub- 
mittee on Automobile Marketing Practices. 

Widespread misclassification of collision insurance risks had the practical 
effect of wholesale “packing” of automobile time-payment contracts with ex- 
cessive insurance charges a reverse twist of the usual procedure. 

In its continuing study of the various phases of the “packing” of time-pay- 
ment contracts, the Committee on Installment Contracts of the Association of 
Better Business Bureaus has found certain techniques in the sale of credit life 
insurance policies to installment contract customers which provide an avenue 
for unscrupulous “packing” on a huge scale. 

Credit life insurance has grown with amazing bounds since the close of World 
Warll. Itis estimated that today more than $20 billion worth of such insurance 
is in force in the Nation. These policies are usually offered to small loan and 
installment contract customers of banks, loan companies, and other financial in- 
stitutions, the inducement to the customer being that in the event of his death, 
the unpaid balance on the note or mortgage will be paid by the insurance, and 
not become a burden on his estate and family. soth customer and lender bene- 
fit substantially from the protection thus afforded. Cost of such insurance is 
usually added to the principal of the loan. In some instances, the lending insti- 
tution absorbs all or a part of this premium voluntarily and in some States, 
this is mandatory. The insurance is issued on the amount of the time balance 
of the loan. 

The Nation’s insurance companies, banks, loan companies, and finance com- 
panies are vitally interested in this matter. A special committee of the National 
Association of Insurance Commissioners has drafted what has been termed “a 
model State law,” which it hopes will eventually provide necessary safety ele- 
ments for the protection of the public in the various States. Better Business 
Bureaus have been particularly concerned with four areas pertaining to the sale 
of credit life and accident and health insurance in connection with automobile 
time contracts. Two of these phases are, I believe, pertinent to this inquiry. 
They are situations where the lender uses the sale of credit insurance as a means 
of packing additional charges over and above the actual insurance premiums; 
and, inclusion of a charge for insurance without the knowledge of the borrower 
that he is buying such insurance until he receives his schedule of payments. 
Lack of disclosure in the time contract provides the opportunity for these situa- 
tions to exist. 

The studies made by our committee on installment contracts into the various 
problem areas in automobile time contracts, such as I have described, have con- 
tinued since about 1942. Since then, and to the present time, a great deal of 
documentation has been accumulated. 

The problem currently having our committee’s attention pertains to credit life 
insurance as sold in conjunction with automobile time purchases. Because it is 
current, I shall base the balance of my remarks on documentation pertaining 
to it. The period covered is January 15, 1959, through January 10, 1960. 

Better Business Bureaus receive each year more than 100,000 inquiries and 
about 10,000 complaints from the public relating to insurance. There was evi- 
dence that an increasing number of these concerned credit insurance as a prob- 
len area in automobile time contracts. More people were complaining to their 
Better Business Bureaus about their credit purchase obligations. 

For example, during the period mentioned a moment ago, 21 bureaus advised 
our committee that in a total of 68 instances, such complaints had been recorded. 

To illustrate the effect of nondisclosure as the cause for the complaints, I 
have selected quotations from affidavits made by eight complainants. I should 
say that these are from complainants who voluntarily visited various Better 
Business Bureaus and confirmed their complaints with affidavits as follows: 
Case 1] 

“That I presented a complaint to the Better Business Bureau and in my pres 
ence, Mr. A (of Better Business Bureau) called the —-————— Discount Corp. 
in an effort to obtain a current payoff figure on my account: and that Mr. A 
subsequently informed me I had a separate credit life insurance policy included 
in my installment package at a premium of $108.59.” 

“That, I was fully unaware that any credit life insurance had been included 
in my installment package, and had never received any verbal or written notice 
from ——————— Discount Corp. that such coverage was included.” 


_ —————K———$_——— _ 
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Case 2 


“Before signing the papers (the salesman) inquired about physical damage 
coverage on the automobile, and we told him we would carry our own insurance 
which was agreeable to him. At no time during the transaction did (the sales- 
man) or anyone connected with ———-——— Motor Sales, Inc., say anything 
about credit life insurance. If credit life insurance was included in any of the 
papers, we were not aware of this, and we did not agree to purchase this in- 
surance at any time of the transaction.” 

“The first time we had any knowledge of credit life insurance allegedly in- 
cluded in the transaction, was the receipt of a policy issued by the —-—-———— 
Life Insurance Co. which policy was received in an envelope from the —-—————- 
Acceptance Co.” 

“If the —_-————- Motor Sales, Inc., or its agent had discussed the matter of 
purchasing credit life insurance, we would not have purchased same, because 
we are not interested in buying that coverage. My husband already had ade- 
quate life insurance.” 

Case 3 

“The first time I learned of the cost of the credit life insurance coverage was 
following the receipt of a postcard from Discount Corp., advising me 
that the cost of the physical damage insurance was $199. I then went to the 
office of ——————— Discount Corp. inquiring about this insurance coverage, and 
the man in charge of the office told me that the physical damage coverage was 
not the only insurance involved, that I owed $51.41 for credit life insurance. I 
then protested this charge. This man in charge of the office said his company 
had already purchased the insurance and it was mine, and if I wanted to cancel 
it, I could do so, but I would be short rated.” 


Case 4 


“At the time of the transaction, a salesman by the name of C inquired about 
insurance coverage in connection with the deal. It was agreed that my husband 
and I would furnish our own physical damage coverage written by the 
Insurance Service. At no time was any mention made of credit life insurance. 
As far as we knew, there was no insurance coverage in connection with the 
transaction as it was definitely understood we would furnish our own insurance 
and pay for it with our own funds. 

“It is noted that the chattel mortgage does not contain any reference to credit 
life insurance. The invoice states that we were to furnish our own insurance. 

“At a considerable later date, I recived a credit life insurance policy. I feel 
that we were misled because nothing was said at any time about credit life 
insurance. I feel the —-—————— Motors should have disclosed to us at the 
time of the purchase that credit life was in the deal. This would have given 
us an opportunity to decline to accept it had we so elected. As it was, we had 
no option.” 





Case 5 


“IT signed some papers in blank. IT don’t recall the nature of all these papers. 
I told Mr. D (the salesman) I would furnish my own insurance and did not want 
to buy insurance of any character or description. Mr. D definitely understood 
there was to be no insurance in the transaction. 

“Since receiving the payment book, I got in touch with the - — Credit 
Corp. about the charges, as I felt they were too high. I protested the charges 
to the company and was told that there was a credit life insurance policy show- 
ing a premium of about $95. I had no previous knowledge of any credit life 
insurance purchased in connection with the transaction. I was completely mis- 
led about the purchase of credit life, and had I known that it was included in 
the deal, I would not have purchased it.” 





Case 6 


“The finance charges and insurance premiums were “lumped” together, so at 
the time of the transaction, I had no way of determining the amount of insur- 
ance premiums I would have to pay, or the exact sum for financing. I was told 
there would be fire, theft, and collision insurance, but I was not told the amount 
that would be charged for same. I also received from the —— - Acceptance 
Corp. a credit life insurance policy. I did not agree to purchase it and no one 
mentioned it. The first time was when it came in the mail.” 
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Case 7 

“At the time of the transaction, the representative of the auto dealer who 
waited on ine attempted to figure in the deal the cost of $50 deductible fire and 
theft and comprehensive insurance, but I told him I would carry my own in- 
surance, and this was agreeable. At the time I signed the contract, I did not 
agree to purchase insurance of any kind through the car dealer. I did not agree 
to purchase credit life insurance at the time of the transaction. 

“Some days later through the mail, I received a credit life insurance policy. 
The premium charge on this policy was $95.26 for the 3-year period. When I 
received these policies, I called the offices of the ——— Co. and talked to 
the man in charge of my account, and told him that I had not agreed to pur- 
chase a credit life and did not want it. I told him that I carried plenty of in- 
surance of my own, and that I had adequate insurance to cover any loss of time 
or death benefits.” 


Case 8 


“At the time of the transaction, Mr. B (the salesman) discussed with me the 
matter of insurance. The only insurance coverage mentioned by him was $50 
deductible collision, and comprehensive. At no time was anything said about 
purchasing credit life insurance. If credit life insurance was included in the 
transaction, I was not aware of it at the time of making the deal. 

“IT made a complaint to the - Mo. about the finance charges and the 
failure to disclose at the time of the transaction that credit life insurance was 
included in the deal. The representative of Co. stated that he appre- 
ciated the whole matter was difficult to understand and he did not’ believe I 
would understand it and if I didn’t understand it, he didn’t blame me. In other 
words, I received no satisfaction from him whatsoever, even though he claimed 
he was trying to explain the transaction to me. I left feeling I had been mis- 
led insofar as purchasing credit life insurance and the amount of the finance 
charges.” 

As a result of these indications of the problem and because no figures were 
available to indicate or establish its scope nationally, our committee conducted 
what might be called a preliminary field investigation. The specific purpose 
was to learn more about the extent of disclosure—or nondisclosure—of the sale 
of credit life insurance in financed automobile transactions. The assistance of 
23 local better business bureaus was enlisted. Selecting car purchasers whose 
names had been taken from court or public credit records, 225 car buyers in 25 
cities were personally interviewed in their homes by bureau representatives. 
The interviews were conducted during the period January 15, 1959—January 10, 
1960, on transactions of recent date not more than 90 days after the deals were 
consummated. 

A summary of the 225 interviews, all of which include credit transactions 
including credit insurance, shows that 49.1 percent agreed to purchase credit life 
insurance at the time of the transaction and 50.9 percent said that at the time 
of the transaction they did not know that they had been sold credit life insurance. 

In addition to the affidavits, from which I quoted a moment ago, we were 
able to obtain photostats of the specific contracts involved in many instances. 
An examination of some of these will demonstrate the disclosure—or nondis- 
closure—of the component costs for which the installment purchases were obli- 
gated. Since this hearing is not concerned with the names of the companies 
involved, I shall identify each by alphabetical designation. I do not have 
extra copies with me to leave as part of this presentation, Senator Douglas, but 
if you feel your committee would like an opportunity for firsthand examination, 
T shall be happy to make copies of the contracts to which I refer available later 
on your request. 


Case A 


This contract is dated October 21, 1959, and involves the purchase of a 
new car financed for a 36-month period. The contract shows cash price was 
$1,865.54. There was no trade-in. The cash downpayment is listed as $365.54, 
leaving a balance as shown here of $1,500. The finance charge and insurance 
premiums are lumped together here at $431.40. This contract does not disclose 
the types of insurance included or the extent and cost of the coverage—neither 
-an the finance charge itself be determined from this contract. According to 
the affidavit attached here, the purchaser did not know until some time later 
that, among other things, credit insurance was included in the deal at a premium 
of $57.93, and was included in the finance charge of $431.40. 
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Case B 

This is a copy of a contract dated November 1, 1958, and covers the purchase 
of a new car. It shows that the total purchase price, including taxes, filing fees, 
and delivery and handling charges was $2,093.97. There was an allowance of 
$200 on the trade-in. It shows $150 cash payment or total payment of $350. 
The balance to be financed is set forth at $1,748.97. On this copy of the contract, 
which the purchaser originally received, no other charges are listed, the contract 
calling for the balance to be paid in 36 monthly payments. According to the 
purchaser, he signed a purchase order in blank prior to taking delivery of the 
car. Copy of this contract, received later by the purchaser, shows an addition to 
the $1,743.97 balance of insurance premium at $187, the time sales charge of 
$704.95, total amount of the contract, $2,635.92. According to the affidavit of the 
purchaser, it was specifically agreed at the time of purchase that no insurance 
would be included in the transaction—that he did not knowingly order any 
insurance—and didn’t know it was included until he received a notice in the mail 
25 days after the date of the transaction. 
Case C 

This is a copy of a contract dated March 11, 1959, and covers the time purchase 
of a new car. The contract shows the cash sale price to be $3,827.40... Trade-in 
allowance is $1,727.40. The balance to be financed is $2,442.73. No other charges 
or inclusions are identified except a total of $3,067.20, payable in 36 payments 
of $85.20 each. There are a number of complications involved in this transaction, 
but specifically according to the buyer’s affidavit, he relates that it was clearly 
understood there was to be no insurance involved in the transaction. Further, 
he relates that after receiving the payment book from the finance agency, he 
complained to that agency about the charges which he felt were too high. At 
this point, he states that he was advised by the finance agency that the contract 
included credit life insurance, with a premium showing of about $95. His affi- 
davit goes on to say he had no previous knowledge that credit life insurance was 
being purchased in connection with the transaction. 
Case D 

This is a copy of a car invoice covering the purchase of a used car under an 
installment contract dated July 31, 1959. It shows the total cash price as $1,895, 
financing at $661.50, and the total time price of $2,556.50. It shows a $500 
trade-in allowance, and a balance to be financed of $1,395. While the form pro- 
vides for the identification of the insurance coverage included and the cost of 
insurance, this information is not disclosed. According to the affidavit by the 
buyer, he did not learn until some time later that a premium of $199, covering 
physical damage insurance and a premium of $51.41 covering credit life insur- 
ance was included in the $661.50 identified in this invoice as the cost of financing. 
Case RF 

This is photocopy of a purchase order covering purchase of a new car on 
November 17, 1958. It shows a sale price of $2,233.28. Aside from an item of 
$44.67 covering taxes, no other costs are identified or specified. This is a copy 
of the car invoice covering the same transaction. It shows the cash price of 
$2,455.20 subject to a special trade discount of $221.92, which produces the cash 
Sale price as noted on the copy of the purchase order of $2,233.28. It shows 
the amount to be financed is $1,950. It then shows a cash payment of $220 and 
trade-in allowance of $450. Neither the finance charge or any other charges 
are disclosed. However, it calls for the payment of $81.95 per month for 36 
months. If the buyer multiplied these figures, he would have a total of $2,950.20 
or $1,000.20 more than the amount specified to be financed. Presumably, this 
would be the finance charge. According to the affidavit of the purchaser, she 
understood some insurance was to be involved in the transaction, but states that 
She did not know until she received a letter from the finance company dated 
December 10, 1958, that there was included $50 deductible collision insurance 
ata premium of $396.50, a limited accident policy at a premium of $3. At this 
time she states that she was advised that she had purchased a “package of pro- 
tection,” including a bail bond certificate and credit life insurance. At this time, 
too, according to her affidavit, she learned that the premium for the credit life 
coverage was $88.51. It should be noted again that, according to her affidavit, 
this buyer knew she was buying some type of insurance with the transaction, but 
as to the exact type or its cost, this was not disclosed at the time of purchase— 
and she learned about these items and their costs from the finance company 
Several weeks after the transaction took place. 
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Referring back to the preliminary field investigation, undertaken by our com- 
mittee on installment contracts, and of which this material is a part, we do not 
contend that the 50.9 percent of the 225 field interviews showing nondisclosure 
of the component costs at the time of the transaction is necessarily indicative 
one Way or another as to the scope of the problem nationally. Certainly it does 
suggest that where the practice of nondisclosure in time contracts is followed, 
the opportunities for vicious gouging of the car-buying public do exist. 

Because I have made considerable reference to credit insurance in this 
presentation, I should like to say that this should not be interpreted as being 
critical or derogatory of credit insurance as such. To do so would be to disre- 
gard the considerable social and economic value of credit insurance coverages 
if written on a proper basis. 

Based on the experiences of better business bureaus and the work of our com- 
mittee on installment contracts, I am convinced that a vast majority of our 
retail automobile dealers do not conspire with finance factors to take advantage 
of the public through the means of nondisclosure. However, I believe the evi- 
dence clearly shows, as I said at the outset, that the overall picture is clouded 
by a segment of dealers and finance agencies whose ideas of public responsibility 
and fairplay have been distorted through participation in a scheme which is 
against the public interest and that the problem is serious enough to cause 
grave concern for the public’s welfare as well as for the interests of legitimate 
business. We believe the solution to the problem mainly can be brought about 
by disclosure in the contract—at the time of the transaction—the following 
information set forth separately: 

1. Cash delivered price, including specified extras. 
2. The exact amount allowed in trade, if any. 

3. Finance charge, and for how long. 

4. Cost of insurance, and coverage provided. 

The purchaser is then in a position to compare the charges with others based 
on the merits of the service offered. 

I hope that the information which I have presented here as reflecting the ex- 
periences of better business bureaus throughout the Nation will be helpful to 
your committee’s delibérations. 





A BETTER INFORMED PuBLIC—A CHALLENGE FOR ALL 


A Presentation by Victor H. Nyborg, President, Association of Better Business 
Bureaus, Inc., New York City, before the Federal Trade Commission Con- 
ference on Public Deception, Washington, D.C., Monday, December 21, 1959 


It is a pleasure to be a participant in this Federal Trade Commission Confer- 
ence on Public Deception. Particularly, I want to commend Chairman Kintner 
and his fellow Commissioners for their foresight and initiative in calling the 
Conference. I recognize that investigations and exposures are necessary and 
important but, I am especially pleased that this Conference was called for the 
totally constructive purpose of seeking ways and means for a better-informed 
public. Surely, this is an objective to which we can put our collective efforts 
and facilities. 

While the primary purpose of my presentation is to discuss questions relating 
to the practices of “bait and switch” advertising and selling, and the use of 
fictitious prices in advertising—both considered by the better business bureaus 
to be major abuses in advertising today, I feel that it would be beneficial to all 
concerned if I were to extend my remarks with some discussion about the better 
business bureaus as agencies of business for the protection of the consuming 
public. 

The better business bureaus, now numbering 112, with 9 in key cities of 
Canada and 1 in Mexico City, have as their objective the promotion of truth 
in advertising and honest selling practices, the elimination of fraud and de- 
ception in the marketplace, and service to the consuming public with its every- 
day questions and problems.concerning business transactions. 

In the conduct of their activities toward this goal, the better business bureaus, 
for nearly 50 years, have relied extensively on persuasion, publicity, and educa- 
tion to bring about voluntary compliance by business to existing laws, regula- 
tions, standards, and guides for truthful advertising and selling practices. 

When these voluntary procedures fail, as they do from time to time, the facts 
are presented to properly constituted authorities for such regulatory or punitive 
actions as may be prescribed by law. 
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The bureaus cooperate fully with responsible trade and business groups and 
work closely with appropriate agencies of Government, such as the Federal 
Trade Commission, where the interests are mutual, each supporting and strength- 
ening the other’s activities for the common good. 

Last year, a better business bureau representative told a U.S. Senate investi- 
gating committee that “responsible (national) advertisers go to great lengths to 
assure accuracy of their claims before they present them to the public, that 
there is only a minority of business which uses advertising dishonestly to mis- 
lead and defraud the public.” 

It is our experience that this is equally true of local advertisers. This opinion 
is based on statistical and customer relations reports prepared by better business 
bureaus and submitted to their association for compilation, study, and appro- 
priate action. 

Recently, the American Newspaper Publisher Association survey of 219 news- 
papers, with a total daily circulation of 16,628,400 showed that these papers 
rejected advertising in 1958, amounting to $8,090,400. Commenting on this, 
Cranston Williams, general manager of that association, said the survey “is 
another clear demonstration of the fact that the daily newspaper puts its in- 
tegrity ahead of all other considerations in preserving its standing as a truth- 
ful source of information for readers and as a means of disseminating truthful 
messages through advertising.” 

Many of these papers independently and voluntarily accept better business 
bureau codes and standards of advertising adopted by various trade and industry 
groups in their communities, using them as a basis of judging the acceptability 
of advertising submitted for publication. Many newspapers and magazines 
regularly use the better business bureaus as sources of information concerning 
the reliability of companies and their advertised claims. 

Broadcast media, the local radio and television stations, likewise endeavor 
to police the airwaves, and it should be recognized that the National Associa- 
tion of Broadcasters has done much to eliminate certain types of advertising. ° 
Today, its member TV stations seldom carry “bait” advertising, particularly 
of the home demonstration type. We find that the vast majority of radio and 
TV stations in better business bureau cities, or market areas, attempt to carry 
only advertising which will merit confidence in the station and advertiser. We 
find, in most instances, that broadcast media cooperate with bureau corrective 
procedures when advertising is found to be false and deceptive. 

As I stated before the Federal Communications Commission on December 7, 
broadcast media generally cooperate with better business bureaus. My report 
was based on a quick survey of local bureaus, just prior to that date which 
showed that of 47 better business bureaus reporting, 15 receive excellent co- 
operation, 17 obtain generally good cooperation, 11 believe cooperation is satis- 
factory, and only 4 felt they had poor cooperation. 

In other words, in 43 of 47 cities reporting, conditions are satisfactory or 
better, and only 4 feel they have a real problem with stations carrying question- 
able advertising which is locally originated. 

On the one hand, the better business bureaus work quietly and ceaselessly 
to improve advertising standards in the public interest—through consultation 
with individual advertisers whose copy is suspect or questioned, or through 
trade practice conferences with groups in the same business classifications. On 
the other hand, the bureaus carry on an extensive, continuing program of public 
information and education to protect the public’s pocketbook and to aid people 
to buy intelligently. 

The fact that, in nearly 21%4 million instances, businessmen, workers, house- 
wives, students, and others come to the better business bureaus each year with 
their questions and problems relating to advertising and selling representations 
is ample testimony, it seems to me, that the public generally has a high respect 
for and confidence in this instrumentality of business. 

It is significant, too, that of these 214 million contacts 87 percent are con- 
cerned with requests for information in advance of consumer expenditures— 
a complete reversal of the situation as it existed only 15 or 20 years ago when 
approximately 80 percent involved complaints against business. 

To this should be added the fact that of all the broadcast or printed adver- 
tising examined by the bureau each year, only 25,000 cases on the average re- 
quire action to bring about the modification, revision, or elimination of questioned 
claims. This is accomplished through voluntary, cooperative procedures. Less 
than 3 percent of these cases are required to be referred to the authorities be- 
cause voluntary corrective procedures have failed. 





pemrve 





98 CONSUMER CREDIT LABELING BILL 


This work, these activities, this service rendered to and on behalf of the 
public is financed exclusively by nearly 100,000 business firms in all lines of 
endeavor. And to these business firms in cities throughout the country should 
go, not only recognition for their interest and efforts to upgrade advertising 
and selling practices in the public interest, but the full encouragement of every 
agency, organization, and individual to back to the fullest extent possible the 
attainment of their goal of eliminating fraud and deception in the marketplace. 

I say this because of recent date we have been witnessing the spectacle of 
one of the most vigorous searches for truth in our history. Senate committees and 
Government agencies have been digging deeply to seek the truth about practices 
of all kinds—in labor, business, and Government. All of this has been accom- 
panied to the tune of sharp press coverage, critical debate, and quiet soul 
searching. This search for truth in everything we do or say of course turns 
up the good with the bad. The morbid feed off the mistakes and skulduggery 
of those exposed. Because people are disturbed about the bad as it is exposed, 
faith and mutual trust tend to become strained and there are cries for more 
regulation by legislation. 

Fortunately, there are level heads and there is a desire to correct abuses where 
and if at all possible through tried and proven voluntary means. To me, this 
is a healthy sign anda the examination of what is being done to protect the 
consumer against deception, as will be unfolded here in this Conference, should 
lead to additional facilities and procedures on a cooperative basis among those 
interested in doing an even better job in the future. 

Historically the better business bureaus have been close to the Advertising 
Federation of America which is composed mainly of the Nation’s local advertising 
clubs. Its predecessor organization launched the truth-in-advertising movement 
almost 50 years ago through the national and various local vigilance committees 
which soon evolved into the better business bureaus. A number of better busi- 
ness bureaus have been sponsored by local advertising clubs and in many cities 
there is today a continuing close-working relationship on matters of mutual 
interest. 

Additionally, the bureaus have been working closely with the National Asso- 
ciation of Broadcasters in the elimination of “bait” advertising over its member 
stations. 

Because this Conference is to study presently existing informational facilities 
and to more graphically illustrate those used by the better business bureaus, 
I have here some visual illustrations. The points made apply, not only to what 
I have to say, but also to the discussions by Mr. Burke and Mr. Lockard later in 


this Conference. 


Referring back to our work with the NAB, shown here in the blowup is a 
Printers’ Ink story in 1957 which describes a procedural arrangement which 
was established to handle problems which bureaus might be unable to solve 
locally with NAB member stations. 

Attention given to the “bait” advertising problem was formalized in 1950 
at a conference of better business bureaus. This attention was _ intensified 
through various avenues until 1954 when a hard-hitting publicity program 
to expose the problem moved into high gear. Soon thereafter the bureaus 
stepped up the campaign against false and deceptive comparative prices in ad- 
vertising, another one of the “twin shames of advertising.” 

This activity resulted in other articles in national and local publications, as 
can be seen in the Reader’s Digest articles illustrated here along with other 
articles on different schemes and frauds, some of which will be topics for dis- 
cussion later in this Conference. 

With the issuance of the Federal Trade Commission’s “Guides Against Decep- 
tive Pricing” in October 1958, the better business bureaus have worked literally 
hand in hand with the Commission in publicizing the guides and in seeking 
business and public understanding and support. 

Here, on the large panel, you will see a collection of clippings from news- 
papers throughout the country, and from various magazines, covering the period 
of October 1958 to March 1959, all depicting attention given the FTC’s guides and 
referring to the work of the better business bureaus in gaining voluntary support 
for them. 

Also on the easel, you will see a blowup of an article in Redbook magazine 
published last May, in which the entire problem was thoroughly described and 
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a summation of the guides published as an aid to the public in judging the 
validity and believability of comparative prices published or broadcast. 

Additionally, as seen on the board, there was an article in the Reader’s 
Digest further describing the problem of “preticketing,” list prices, and com- 
parative price and savings claims in advertising. 

And I might mention, also, that the bureaus supplemented their publicity 
in public media with the distribution of more than 250,000 copies of the FTC's 
pricing guides to advertisers, advertising media, trade, and business organizations 
and others concerned with obtaining knowledge and understanding of these 
guides. 

With the issuance last month of the Commission’s “Guides Against Bait Ad- 
vertising,” the better business bureaus have moved again into high gear in giving 
widespread publicity to this constructive development and have urged advertisers 
to give full compliance to them. Already 25,000 reprints of the guides have been 
distributed, with additional distribution soon to take place. 

1 think it is interesting to note that the guides issued by the Commission 
relating to “bait” and pricing claims closely parallel similar guides which the 
better business bureaus developed many years ago in collaboration with adver- 
tisers themselves. 

Recently, in the trade and business press, some businessmen have been quoted 
as being critical of the Federal Commission on its issuance of these and other 
guides. They indicate a desire to resist them, saying in effect that while there 
is nothing wrong with the rules, they will be effective only if enforced by the 
Government—completely ignoring the philosophy and practical aspects of self- 
regulation, the acceptance of them by the vast majority of business, and public 
opinion. The only conclusion which can be drawn to such statements is that 
there are some businessmen in this country who are willing to vacate their 
responsibilities of self-restraint and rely entirely on regulation by Government 
law or edict. Should such a concept be accepted generally, then the only result 
could be full and complete regulation of all business and all facets of business. 
We can be thankful that this is not the sentiment of all business or public 
opinion. 

It is the opinion of the better business bureaus that such guides or rules 
issued by the Federal Trade Commission fill an important and useful place in 
business. The fact that the Commission follows a policy of encouraging volun- 
tary compliance to these rules, and accepts the cooperation of business organiza- 
tions, such as the better business bureaus, permits the Commission to concentrate 
on those problems or cases which resist solution through voluntary means. 
This is important because vigorous and prompt action, when needed, is essen- 
tial to maintain a high degree of voluntary compliance. This, it seems to us, 
is enlightened government at its best, and permits the full force of self- 
regulatory procedures to work in the public interest. 

Experiences over the past year with the Commission’s pricing guides indicates 
that a higher degree of voluntary compliance can be attained when the rules 
of the road are spelled out in this fashion. The problem, while by no means 
licked, certainly is not at all the sinister, vicious thing it was a year ago. Not 
only the public, but the great majority of advertisers are better off as a result. 

Whether working with advertisers on problems concerning “bait” or pricing, 
or medical and food quackery, or home improvement problems, where “bait” is 
often a key sales tool, the bureaus rely strongly on public media to carry stories 
of 2 warning or self-help nature to inform and protect the public. 

Good examples can be seen on the blowups of the Saturday Evening Post 
articles and the recent Associated Press series sent to 1,800 newspapers covering 
five schemes involving the public. 

We try to reach as many people as possible through all kinds of media. We 
try to explain better business bureau services and facilities and to promote 
the establishment of new bureaus in cities not now enjoying their benefits. 
Here you see a blowup of an article in Changing Times supporting the develop- 
ment of new bureaus, and a Good Housekeeping article explaining what a 
bureau can and cannot do for the consumer. 

Radio and television play an important role. Local stations in 1958, for ex- 
ample, broadcast 19,600 public service announcements. Additionally, these 
stations provided free time for 852 radio and TV programs or shows in which 
bureau executives discussed or dramatized subjects aimed at helping consumers 
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be more intelligent customers of business and to protect them from sharp 
practices. 

Further, as seen on the card, radio and TV stations, on 168 different occa- 
sions in the past year and a half, gave half-hour segments of their time to show 
two better business bureau motion pictures which, according to audience re- 
ports filed by these stations, indicate a total of 15 million people saw these drama- 
tizations, and as a consequence, should be better informed of several of the more 
prevalent schemes and better acquainted with what the bureaus can do to aid 
them in their problems. Nearly 140,000 people have seen these films in private 
showings. 

The volume and variety of printed material which the bureaus publish and 
disseminate to help consumers probably is not, I venture, duplicated by any other 
private agency. On the blowup of “Information and Education Activities for 
1958,” you will note that the Bureaus disseminated nearly 414 million bulletins, 
over 300,000 “Fact” booklets on a wide variety of consumer interest subjects, 
more than 300,000 posters for display on employee bulletin boards, and a half 
million leaflets, handbills, and stuffers. 

Additionally, the bureaus published in excess of 4,000 newspaper, business 
publication and employee magazine stories and articles of a self-help or protec- 
tive nature. As you’ecan see, almost every channel of communications is used 
to reach the public. 

The bureaus, as I previously described, work with agencies of government 
and with various trade, business, government and other organizations in the 
dissemination of consumer information. Every better business bureau, for ex- 
ample, receives copies of Federal Trade Commission press releases at the same 
time they are received by the press. The Food and Drug Administration, Se- 
curities and Exchange Commission, the Post Office Department, and other agen- 
cies also provide the bureaus with similar facts which the bureaus disseminate 
to a wide audience. 

Bureau executives also give better than 1,500 talks and speeches each year 
before civic, social, fraternal, and other groups, including teacher and student 
groups and labor organizations. In this connection, it may be pointed out that 
the new AFL-CIO consumer counseling activities program includes the coopera- 
tion of bureau executives in participating in the excellent course prepared for 
union members. Further a number of consumer information booklets and 
jeafiets published by the bureaus are included as reference aids in the course, 
such as those shown on the panel displaying “Safeguard” and BNA booklets, 
as well as, on the next panel, booklets in the well-known BBB “Fact” booklet 
series. 

What I have attempted to do in this comparatively brief presentation is to 
lay out for your examination the scope of the better business bureau program 
as it functions to correct and expose to the public view advertising and selling 
practices having the capacity to mislead or deceive the consumer. 

The responsibility for achieving a better informed public—a specific objec- 
tive of this Conference—cannot be the responsibility of any one individual, or- 
ganization or agency. Therefore, Chairman Kintner, I assure you that the better 
business bureaus will continue. as in the past, to support and cooperate with 
the Federal Trade Commission in all areas of mutual interest. Further, if rec- 
ommendations or suggestions come out of this Conference for new avenues of 
cooperation, we stand ready and willing to give them our most careful considera- 
tion. 

Senator Dove. AS. Unfortunately, Miss Helen Hall, with the Henry 
Street Settlement, is ill, but her associate, Mr. William Kirk, who has 
been conducting a study of installment selling and credit charges in 
New York City, is here. I am going to ask Mr. Kirk if he will come 
forward and take the stand. 

Since New York has been stated to have a very good installment 
sales law, I think we will be especially interested in Mr. Kirk’s 
testimony. 

We are very glad to have you here. 

I understand you are prepared to summarize this statement with 
the understanding that your full testimony will be put in the record. 
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STATEMENT OF WILLIAM KIRK, UNION SETTLEMENT ASSOCIATION, 
NEW YORK, N.Y. 


Mr. Kirk. That is correct, Mr. Chairman. 

Senator Doveras. Thank you. Would you proceed ? 

Mr. Kirk. Mr. Chairman, my name is ‘William Kirk. I am with 
Union Settlement, which is located in New York City in the upper 
portion of Manhattan in that part of New York which is just above 
96th Street and is known as East Harlem. 

Very briefly, for your purposes, many interesting things have been 
taking place in this very small community. 

Since the end of the war there has been vast transformation be- 
rause of the deteriorated state of the old housing, and for this reason 
the New York City Housing Authority has gotten underway a very 
extensive program of recasting the community, and some 15 projects 
which will cost when completed—either completed or underway— 
$260 million. It is proposed they will house approximately 55,000 
people. 

This will make up roughly one-quarter of that population. 

The people coming there must meet the requirements of the New 
York City Housing Authority, which scrutinizes very carefully the 
family income limits, and almost by definition they are in the lowest 
income limits within the city. 

We ran into this problem of their consumer commitments by 
chance, which led us to make inquiries at points where people in the 
community would be familar with them—housing managers, opera- 
tors of small stores. 

What we found, in the first instance, was that about one-half of 
the families moving into these new low-income housing projects bring 
most if not all their furniture directly from the furniture store where 
they purchased it on credit. After arriving there, about one-third of 
the project families are late in paying their rent, and on making fur- 
ther inquiry, almost without exception, there is always a complication 
of a persistent bill collector. 

There are many other characteristics we ran into, but we were par- 
ticularly struck by a new phenomenon in our community, and this is 
what might be called the emergence of a peddler economy. Peddlers 
are always present calling at ‘the door and are prepared to sell any 
item of household furniture or clothing at a very considerable 
markup. That is a modest statement. 

Funerals are available on installment credit. 

Many of our neighbors come from Puerto Rico and countless tick- 
ets are sold to people coming and going to Puerto Rico. 

Senator Douetas. You say in your ‘printed testimony, Mr. Kirk, 
that at times the markup of the peddlers was 100 percent. 

Mr. Kirk. Yes. I think that is modest, sir. 

Senator Busu. For what? 

Senator Dovetas. A hundred percent. 

Senator Busn. Markup on what? 

Senator Dovetas. That is 100 percent in addition to the original 
cost of the article? Is that correct ? 

Mr. Krrx. Yes. Over and beyond what it would cost if it were 
purchased at a reputable store. 
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Senator Dovatas. I see. 

Senator Proxmire. So that the markup is over retail? 

Mr. Kirk. That is correct. 

Senator Proxmire. It is not just retail markup? 

Mr. Kirk. That is correct. 

Senator Douetas. Go ahead. 

Mr. Kirk. We have submitted figures here, and we omitted to state 
that these figures were for December 1957, showing the incomes of 
families living in two selected projects in our immediate community. 

In order to understand this situation more fully, three settlements, 
the Henry Street Settlement, the James Weldon Johnson Community 
Center, together with Union Settlement, with grants that we have 
just received for this purpose, have retained the Bureau of Applied 
Social Research of Columbia University to conduct a study on the 
consumer and credit problems of our neighbors. This is part of a 
longer range program, an action progr am, where we are resolved with 


our neighbors to see what can be done in meeting this vast problem. 


Unfortunately for the purposes of your deliberations here, this 
study is just now getting underway. Were it complete it would be of 
much more value. 

But I think that we can summarize very quickly two things that 
we encounter constantly in our neighborhoods. 

First, our neighbors have many needs. This is not to suggest any 
criticism or disparagement, but they for the most part are young 
couples with large f families and are mov ing for the first time into very 
new, very attractive apartments. They have an understandable de- 
sire to equip these apartments, have the clothing necessary for their 
children, and they have a strong tendency to believe what they see on 
the TV program or what the s salesman will tell them. 

On the other hand, our neighbors also are subjected to a persistent 
selling campaign of all sorts. Not only does this come in through 
TV programs, but there are many stores, not. the reputable stores, 
that go to great lengths to encourage their making excessive pur- 
chases, and then there is the peddler who is always present. With 
great ingenuity the peddler encourages our neighbors to make pur- 
chases out and beyond their ability to do this prudently. 

There is no question in our opinion that time payments carried on 
prudently would be of great assistance to our neighbors, but in a very 
high percentage of the instances this is not the case. They are over- 
committed, and these excess commitments, in fact, become a very heavy 
economic millstone around their necks. 

We have prepared here, Mr. Chairman, a number of cases coming 
out of the preliminary interviews with people living in Washington 
Houses, which is across the street from Union Settlement, and if you 
wish I would go through these or I can—— 

Senator Dovetas. Our problem is that we do not have much time. 

Senator Busn. Can we take a typical one? 

Senator Doveras. Yes. With the understanding that all of these 
eases will be printed, will you take a fairly typical one and describe 
that ? 

Mr. Kirx. Yes. I will take the first one, sir. 








Cas 
Houst 
door » 
chang 
$29.7( 
$2.90 
plana 
She h 
She c 
she sl 
be un 
wante 
she sh 

Sen 
regul: 

Mr. 
scribe 
point 
bill. 
purck 
of $2: 
tax, e 
from 
Was c 
did n 
so she 

The 
and I 
pay $- 

Mr 
the o1 
repea 
of ow 

Let 
neigh 
of one 

Wh 
contr: 
has r 
dator 
rying 

Ma 
lishec 
with 
instar 
is sim 

Th 
have | 

Ser 

Se 

Ser 
No. 1. 





e 


CONSUMER CREDIT LABELING BILL 103 


Case No. 1: Mr. and Mrs. B, 1761 Third Avenue, in Washington 
Houses, have developed a habit of making purchases from door-to- 
door peddlers. Mrs. B has made the following purchases. A record 
changer for $29.95, chair covers for $34.95, six pairs of curtains for 
$29.70 were purchased from a neighborhood salesman. Sales tax of 
$2.90 was charged, making a total bill of $97.50. There was no ex- 
planation of carrying charges; neither did Mrs. B sign any contract. 
She had no know ledge of interest rates, carrying charges, et cetera. 
She only recognized that she was paying a much higher price than 
she should have for the items. Her explanation was ‘that she would 
be unable to obtain credit from a reputable store. Secondly, she 
wanted to have some of the finer things of life and saw no need why 
she should not buy them in this manner. 

Senator Busu. Although she knew she was paying more than the 
regular price; is that correct ! ¢ 

Mr. Kirk. Yes. That is correct, Mr. Bush. Her credit book de- 
scribes regular payments until a balance of $9 was reached, at which 
point two items amounting to $30.90 and $20.76 were added to the 
bill. There was no indication of credit charges or sales tax. Another 
purchase from a different firm on September 29, 1959, in the amount 
of $22.55, wasmade. There was no description of credit charges, sales 
tax, et cetera. Still another purchase was made on February 19, 1960, 
from a third firm—three blankets costing $35.05. A sales tax of $1.07 
was charged. Again no credit charges were listed. Although Mrs, B 
did not sign the credit card in the appropriate place, if she had done 
so she would have agreed to the following statement: 

The article or articles described on the above schedule is/are rented by me 
and I acknowledge it to be the sole property of the above firm which I agree to 
pay $————- weekly until the rental money has been paid. 

Mr. Chairman, I could go through these cases. I think in so doing 
the only service that I would be rendering your committee is simply 
repeating the type of ambiguity that exists on the part of the majority 
of our neighbors. 

Let me also say that in our exploration of this question all our 
neighbors with whom we discussed this question with the exception 
of one or two are involved in time payments. 

Where the obligation is entered into with reputable stores there is a 
contract which is supplied. The contract conforms to the law which 
has recently been passed by the State of New York making it man- 
datory that the cost of the item be set. forth, the amount of the car- 
rying charge be set forth,.as well as all other extra charges. 

Many of our neighbors do not deal with firms who have this estab- 
lished practice. They deal with the more marginal firms or they deal 
with peddlers who come to the door, and in the second and in the third 
instance the type of information that your bill would make mandatory 
is simply not available. 

This is overwhelmingly clear from the number of interviews which 
have been carried on with our neighbors. 

Senator Busu. Mr. Chairman, may I ask a question there? 

Senator Dovetas. Surely. 

Senator Busu. This illustration that you have just given us, case 
No. 1, is not really a case in point, is it? 
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You end up by saying that the things she should have signed if she 
had signed indicated she did not buy the articles at all, that she was 
just renting them. Is that right? 

Mr. Kirk. Had she signed this, this is what she would have agreed 
to. She thought she was buying them. She was not even aware of 
the implications of this part of the contract. 

I am just describing now her own impressions. 

Senator Busu. Yes. 

Mr. Kirk. This was a matter of a contract being more complicated 
than she was able to comprehend. 

Senator Busn. I still think that it is a little bit different from what 
we are talking about, because this is a case of purchase deception. 
It is not a question of lack of disclosure of the finance charges. This 
is a case of trying to really gyp her. Is that not right? 

Mr. Kirk. It is a combination of both, sir. 

Senator Proxmrre. Do you have laws in the State of New York 
under which the Legal Aid Society or something could- 

Mr. Kirk. Yes, in 1957, Dr. Persia Campbell, then consumer coun- 
sel for Governor Harriman, succeeded in having the legislature pass 
what is called an all goods bill. The all goods bill makes mandatory 
a full disclosure not only of the cost of the item that is being pur- 
chased but also that all additional charges be clearly set forth. The 
bill does not require that the true annual interest rate be disclosed, 
and in that sense it would differ from the bill that is being proposed 
here, sir. 

Senator Busu. Is case No. 2 in point here, Mr. Chairman? It is 
awfully short. 

Senator Doveias. Suppose you describe case No. 2. 

Mr. Kirk. Mrs. R of the same address and same housing project 
purchased a table model phonograph from a door-to-door salesman 
representing a local firm. The total cost of the item was $119. Sales 
tax was listed at $3.50 and credit charges at $12. The original agree- 
ment called for $5 semimonthly on the 3d and 18th (these are dates 
on which welfare checks are received). She made a $15 downpay- 
ment. The credit book does not indicate a breakdown of principal 
and interest. Mrs. R had no knowledge of credit charges and their 
meaning. She only recognized the convenience this plan : afforded her. 
This was her only credit ‘account. 

Senator Busu. Mr, C hairman, I am just trying to get at the wit- 
ness’ purpose here. This again confuses me a little bit as testimony 
on this particular bill. 

What you are really getting at is what you might call the evil 
of overselling people on the installment plan? Is that it? 

Mr. Kink. Yes, this condition does exist. 

Senator Bu su. I mean it just seems to me that what you are asking 
for is legislation that goes considerably further than what our bill 
does. 

Is that a fair statement or not? 

Mr. Kirg. No, I do-not think so. It is our opinion, Mr. Bush, 





that the condition which we are concerned about will be assisted but 


not corrected by legislation. I refer to the fact that we are under- 


taking an experiment, an investigation of consumer credit problems, 
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and an educational program. ‘The first phase of this will be a study. 
This will be conducted by the Bureau of Applied Social Research at 
Columbia. The further phase of this will be a program with neigh- 
bors on a very practical face-to-face basis and in groups which will 
not only increase their knowledge but also their ability to manage 
their own affairs. 

I may just add that in the very limited time in which we have been 
involved in this we have discovered that where we bring up the ques- 
tion of installment buying with groups whom we know and who 
know us that there is more interest in this particular problem than 
anything else we get involved in, because it affects every family. 

Our feeling is that the proposed legislation will be a useful tool 
which will be very helpful in our consumer-credit study and action 
program. 

Senator Buss. What did you call the bill that you mentioned that 
passed under Governor Harriman’s administration 

Mr. Kirk. The All Goods bill. 

Senator Busu. All right. You say very few people know any- 
thing about it? 

Mr. Kirk. That is exactly right. In our neighborhood there is 
very little knowledge of this on the part of our neighbors. 

Senator Busu. Whose job is it to enforce that act in the State of 
New York? 

Mr. Kirk. May I just make a statement before I answer your 
question ? 

Senator Busu. Yes. 

Mr. Kir. Our neighbors, many of them, recently have just come 
up from the South and from Puerto Rico. "This is a rather sophisti- 
cated type of information for them to get hold of. 

The enforcement of this bill is being carried forward in two places 
within the State of New York. The Department of Sales and Fi- 
nance in the New York State Banking Department is charged under 
the law with the enforcement of this All Goods bill. I understand 
that in addition Attorney General Lefkowitz has interested himself 
very deeply in this and that he has added to his staff personnel to 
assist in the enforcement. 

Senator Busu. It would seem as though if that were going to be 
enforced in your area the Banking Commissioner would have a hard 
time doing it, would he not ? 

Mr. Kirk. We do not know how it is going to work out when we 
actually get to the point of getting an ‘active program, making it 
possible for people to get to the proper law-enforcing agencies. This 
is still ahead of us. 

Senator Doveras. Mr. Kirk, I think we can infer what the interest 
rate was here. The total cost of the items was $119. $15 down. A 
remaining balance is $104. This is to be paid $10 a month for ap- 
proximately a little over 10 months. The average outstanding bal- 
ance for 10 months would be $52. The credit charges were $12. This 
gives an interest rate, if my arithmetic is correct, of somewhere 
around 27 percent. 

Mr. Krrx. That is correct. 

May I draw your attention to another case, sir? 
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This refers to a woman who saw a bunk bed advertised. When 
she went to the store to purchase it, what she found at the store did 
not conform to her impression that she saw in the ad. It was more 
expensive. This frequently happens. 

When she told the store that she was on welfare, she was informed 
to put $8 down and then pay $4 a week. Then she describes how the 
whole bed simply went to pieces in the course of 6 months. But the 
beds initially cost $79, but by the time she had paid $50 on them, 
but because of the carrying charges, service charges and things like 
that—she was not specific —the final cost of the bed came to $124. 
“They told me I still owed $70 after I had paid $50 and the beds had 
fallen apart. 

There are a number of cases of this sort where there are a combi- 
nation of factors—shoddy goods—and a great deal of pressure on 
the customer. And then’ the whole sales “arrangement becomes ex- 
tremely ambiguous.- 

Senator Doveias. Thank you very much, Mr. Kirk. 

Do you have any further questions, Senator Bush ? 

Senator Busu. No. I would just like to observe though that this 
is very interesting testimony and I thoroughly sympathize with our 
friend in his attempt to bring some relief from this, but it looks to 
me more like racket legislation that is needed up in that area than 
interest rate disclosure. 

These are amazing things, where they are preying on the ignorance 
of people . selling them fraudulent merchandise. That is about 
the size of it.. On these cases that you have mentioned here, par- 
ticularly this Tact one, is that not so? 

Mr. Kirk. I would say so, Mr. Bush. 

Senator Doveras. I observe to my good friend that failure to dis- 
close may be under certain circumstances one element of a racket. 

Senator Busu. That is possible too, but I do feel that, as interest- 
ing as these things are, they hardly are directly in point with this 
legislation. Nevertheless, you do support this bill, do you not? 

“Mr. Kirk. Very vigorously. 

Senator Busu. And the fact is that you have legislation in the 
State of New York; which has been earlier mentioned. You were 
here during the hearings ? 

Mr. Kirk. Yes. 

Senator Busn. Would you care to comment what the effect of 
that has been in connection with the disclosure of these finance 
charges ? 

Mr. Kirk. I think it is very clear that where people in our com- 
munity go down to reputable stores they are given complete informa- 
tion in every way that conforms with the law. 

Their difficulty begins when they start dealing with less reputable 
stores or with the peddlers. 

May I just say in closing, Mr. Chairman, that over the last week 
we have carried on a very intense effort through a series of specific 
interviews with neighbors as to their knowlec lge of the interest cost. 


In 37 interviews that were done specifically for this purpose there 


was no knowledge on the part of any of the neighbors who were 
visited of the interest rate connected with their time purchases. The 
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only ares they knew was the amount of money that was involved 
where a time sale had been made. 

lee ng Busn. I would like to ask one final question ? 

Senator Doveias. Yes indeed. 

Senator Busn. Do you think that if these people, such as the peo- 
ple dealt with in these cases and with whom you are w orking all the 
time, do know what the interest burden is, what the finance charge 
burden is, that it would have a deterrent effect upon their purchase 
of goods or not ? 

Mr. Kirk. Over a period of time it would be extremely helpful. 
The reason is that the Board of Education is very much interested 
in this. It has not found an effective way to work in a neighborhood 
such as I described. The Labor Office of Puerto Rico is very in- 
terested. The trade unions are very interested in this. A number 
of these groups are very anxious that an effective program of con- 
sumer education be established in neighborhoods with people such 
as I have described. And it is the use that all these different groups 
would make of it that convinces me that this would be very helpful 
legislation, 

Senator Dovetas. In other words, you would regard this bill as 
an eclucational tool ? 

Mr. Kirk. Yes, sir. An important one. 

Senator Dovueias. Thank you very much, Mr. Kirk. 

(The prepared statement of Mr. Kirk follows :) 


STATEMENT OF WILLIAM KIRK, UNION SETTLEMENT ASSOCIATION, NEW YorK, N.Y. 


The problem of consumer credit has been one of long standing and of serious 
dimensions in our East Harlem community, where Union Settlement is situated. 
And in the period since the end of World War II it has become sharply intensi- 
tied—so much so, that a thorough study of this question has just been initiated. 
Three settlements are just now undertaking jointly, a consumer study and action 
program. Two of the settlements, James Weldon Johnson Community Center 
and Union Settlement, are situated in the East Harlem area in the upper East 
Side of Manhattan; and the third, Henry Street Settlement, on the lower East 
Side. Grants from Consumers Union, the Lavanburg Foundation, and the 
Flagg Fund have made it possible to retain the Bureau of Applied Social Re- 
search of Columbia University to initiate the first phase of the program ; namely, 
an intensive study of the consumer and credit practices in four selected low 
income housing projects. 

Very briefly, the background of this study is related to the vast transforma- 
tion now taking place in the East Harlem community. Under the auspices of 
the New York City Housing Authority, 18 housing projects have been completed 
or are under construction, at a total cost of $260 million, which when finished 
will house an estimated 55,000 people—roughly one-fourth of the population of 
the East Harlem neighborhood. The clearing of these sites has eliminated an 
estimated 1,600 local neighborhood stores which heretofore have served many 
valuable purposes in the old neighborhood, including the supplying of credit to 
their respective customers in many instances. The new project communities, 
by law, bring together a concentration of very young low-income families, most 
of whom have numerous children. Where families are moving from old tene- 
ments and furnished apartments into these new structures, they are invariably 
faced with the furnishing of their new home. The cumulative effect of this 
large-scale movement has emphasized and made visible the phenomena of heavy 
credit commitments among our new neighbors, and made it mandatory that a 
beginning be made in understanding the extent of the credit problem of our 
neighbors and initiating a program which will be of effective assistance. 

A number of relevant stories were gathered from nearby managers, nearby 
Storekeepers, and officers of the Settlement Credit Union. This is what they 
said: 
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About one-half of the families moving into a new low-income project bring 
most, if not all, of their furniture directly from the furniture store—pur- 
chased on credit. 

Approximately one-third of the project families are late in paying their 
rent; many of these have used their rent money to put off a persistent bill 
collector. 

Maintenance sends large trucks around the project grounds three times a 
week to cart away discarded, defective, cheaply constructed, gaudy 
furniture. 

The corner Italian store cobbler won’t bother fixing shoes brought in by 
project families because their quality is so poor. 

Peddlers abound in the neighborhood, selling linoleoum, bedspreads, 
crucifixes—everything on credit—at better than 100 percent markup. 

Small grocery stores allowing credit charge extremely high prices in order 
to protect themselves against certain losses. 

Elaborate funeral services are available on the installment plan. 

Each week bundreds of airplane tickets to and from Puerto Rico are sold 
on the installment plan. 

This was not merely, an intellectually interesting problem, but an extremely 
pertinent and vital concern. The problems of employment, of food, of credit 
are pressing, and we found to our real dismay how many of our families are 
truly marginal, with nothing to fall back on in an emergency. Note for example 
the specific income levels in two of our housing projects: 


Average income, by family 
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The need to find solutions to this enormous problem is urgent. 

Unfortunately, the time of this public hearing on S. 2755 comes just as this 
study, under the direction of Mr. David Caplovitz of the Bureau of Applied 
Social Research of Columbia University, is just getting underway. The study 
would be of assistance to this committee were it complete, but a number of 
preliminary interviews and discussions with our neighbors have taken place. 

Through the settlement’s extension program at neighboring schools, where 
settlement staff organize the program for the PTA, and in Washington Houses 
where staff also organize tenants, there has been abundant opportunity to gain 
direct insight into our neighbors’ credit problems. Two aspects of this problem 
stand out with stark clarity. 

First: For the most part, our new neighbors are young parents; most of them 
have recently come to New York City either from the South or from Puerto 
Rico. They are not too familiar with the city and its ways. They come to these 
hew apartments with high expectations. It is understandable how on leaving 
the miserable quarters in which they have been existing that they want to 
achieve a better way of life—a comfortable bedroom, a TV set, furniture for 
their living-dining room. And of course there is the continued problem of 
clothing. Our neighbors have pressing needs—high expectations—and a strong 
tendency to believe what they see and hear on TV, or what salesmen tell them. 

Second: Our neighbors are subjected to a consistent barrage urging them to 
buy, buy, buy—to buy now and pay later. This comes into their homes through 
TV programs—the aggressive selling program of many stores. The peddler who 
is omnipresent will sell anything and will often go to amazing lengths to do just 
that. They are persistent, and their ingenuity is amazing. It is hard to de 
scribe the combination of pressures focused on our neighbors. More often than 
‘not, the items are shoddy—the cost excessive—and the terms vague. 

There is no question that prudent time purchases are of help to our neighbors. 
We are worried about them when their involvements are excessive and then 
become an economic millstone. 

In general, our neighbors are overburdened with these economic millstones. 
This is abundantly evident in specific interviews. 

One member of the staff had the following interviews: , 
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Case No. 1 

Mr. and Mrs. B, 1761 Third Ave. in Washington Houses, have developed a 
habit of making purchases from door-to-door peddlers. Mrs. B has made the 
following purchases. A record changer for $29.95, chair covers for $34.95, six 
pairs of curtains for $29.70 were purchased from a neighborhood salesman. Sales 
tax of $2.90 was charged making a total bill of $97.50. There was no explana- 
tion of carrying charges neither did Mrs. B sign any contract. She had no 
knowledge of interest rates, carrying charges, etc. She only recognized that 
she was paying a much higher price than she should have for the items. Her 
explanation was that she would be unable to obtain credit from a reputable 
store. Secondly, she wanted to have some of the finer things of life and saw no 
need why she should not buy them in this manner. Her credit book describes 
regular payments until a balance of $9 was reached, at which point two items 
amounting to $30.90 and $20.76 were added to the bill. There was no indica- 
tion of credit charges or sales tax. Another purchase from a different firm on 
September 29, 1959, in the amount of $22.55 was made. There was no descrip- 
tion of cerdit charges, sales tax, etc. Still another purchase was made on 
February 19, 1960, from a third firm. Three blankets costing $35.05, a sales 
tax of $1.07 was charged. Again no credit charges were listed. Although 
Mrs. B. did not sign the credit card in the appropriate place, if she had done 
so she would have agreed to the following statement : 

“The article or articles described on the above schedule is/are rented by me 
and I acknowledge it to be the sole property of the above firm which I agree to 
pays... weekly until the rental money has been paid.” 

(Note: A check of the sales tax charged indicates that there was cheating 
here also.) 

Case No. 2 

Mrs. R of the same address and same housing project purchased a table model 
phonograph from a door-to-door salesman representing a local firm. The total 
cost of the item was $119. Sales tax was listed at $3.50 and credit charges 
at $12. The original agreement called for $5 semimonthly on the 3d and 18th 
(these are dates on which welfare checks are received). She made a $15 down- 
payment. The credit book does not indicate a breakdown of principal and 
interest. Mrs. R had no knowledge of credit charges and their meaning. She 
only recognized the convenience this plan afforded her. This was her only 
credit account. 

Case. No. 8 

Mrs. W of the same address indicates that she always asked the complete price 
of the item she purchases and the amount of tax she will have to pay. She 
has never made inquiries of credit charges since she had no knowledge of the 
same. She displayed a credit book from a well-known Harlem department 
store. Her payments were recorded through a bookkeeping machine process. 
The original purchase was $41.50. There was no description of credit charges or 
what have you. However, Mrs. W did recall having signed a contract but she 
could not locate it. A purchase made from a door-to-door salesman who repre- 
sents one of the firms from whom Mrs. B above bought, was in the amount of 
$39.95, plus $1.20 sales tax. This purchase was made on July 13, 1959. Subse- 


quently, payments were made regularly. At a later date, sheets were purchased 


for $12.78 and linoleum for $18.68. These amounts were added to the existing 
balance, not at the top of the book were individual purchases are usually listed, 
but in the column where payments are recorded and the resultant new balance. 
There is no indication that the above amounts reflected credit and other charges. 
The only area of understanding was that the consumer knew that she was 
being overcharged. 


Case No. 4 


Mr. and Mrs. J, 1955 Second Ave. in Washington Houses, were interviewed 
in relation to their knowledge of credit charges. Mrs. J denied paying the same, 
indicating that the only charge made to her was sales tax. Her husband, how- 
ever, felt that the interest rates were included in the purchase price. They 
were the first persons interviewed who felt that they were paying a fair price 
for items purchased. She displayed a lamp, clock, miniature telephone cigaret 
lighter combination which she purchased for $24.95. Mrs. J claims to have seen it 
on 14th Street for $23.95. 
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They displayed two credit books from door-to-door salesmen, neither of which 
revealed credit charges. The family owed a total balance of $150. This family 


is on welfare and has four children. Payments have been sporadic. Worker ~ 


noted an entry “$8 off.’ This was explained by Mrs. J as a bonus for having 
referred other customers to the salesman. 


Case No. 5 

Mrs. T, mother of four children, and wife of a disinterested husband, indicates 
that she gets involved in credit buying since her husband will not buy new 
furniture. She allows him to be garnisheed in order to insure that the items 
are paid for. 

On February 27, 1958, and March 4, 1958, she made purchases totaling 
$364.95 for a sofa, 2 chairs, 2 step end tables, slip covers, sheets, blankets and 
curtains from a well-known department store with a cash downpayment of $20. 
The account is in her name although she is unemployed and was not accompanied 
by her husband when the purchases were made. 

She had four different contracts. The first described a purchase of $247.15 
($239.95 plus $7.20 sales tax) with a $15 downpayment. She was credited 
$10.30 for trading in her old living room set. She agreed to pay the debt at 
the rate of $283 per month for an unstated period of time. Her balance stood 
at $221.85. 

The second contract, same date, described a purchase of $41.10 ($39.90 plus 
$1.20 sales tax) with a cash downpayment of $5. The above balance of $221.85 
was added on to this bill’s balance, $36.10, leaving a new balance of $257.95. 

The third contract, same date (Feb. 27, 1958), reflects a purchase of $65.82 with 
no downpayment. The above balance, $257.95 was added on to the third bill 
bringing the new balance to $323.77. 

A purchase of $41.18 on March 4, 1958, was described on another contract 
making the final balance $364,95. What has happened is that by adding the 
purchases to each other on separate bills, the firm may be trying to escape the 
legal requirements relating to downpayments. Additionally, this appears to be 
an effort to consolidate all of the accounts into one account so that repossession 
and legal actiom to recover unpaid debts would be facilitated. 

When Mrs. T was unable to make regular payments she states she was charged 
a service fee for lateness and then eventually her husband was garnisheed at the 
rate of $5 per week. She does not know the current balance neither did she 
know of the garnishee until it was put into effect. She displayed a statement 
from the company dated August 8, 1959, listing a balance of $405.12 plus a serv- 


’ ice charge of $2.03 totaling $407.15. She claims that at the time of the garnishee 


she owed $299, and that after the legal fees, late fees, etc. were added, the new 
balance amounted to over $500. 


Case No.6 


Mr. T, 1905 Second Avenue, purchased furniture from a credit store located in 
Harlem in November 1959. He had selected the furniture of his choice but 
when it arrived it was not the same furniture. When he telephoned the store 
and told them of the error, they promised to correct their error. When they 
did not do so within a month, he visited the store and learned that they had 
sold out to a new owner. 

We were shown a combination bill of sale and contract. It listed the pur- 
chase of a kitchen set, sofa and two tables, a bar with a mirror, two lamps and a 
bedroom set for the sale price of $6839. The item labeled “CTAY” in the amount 
of $19.17 was added in addition to an unlabeled amount of $65.17. A downpay- 
ment of $5 was made. The worker was also shown a book from the ——— 
Credit Corp. describing an agreement to make payments of $63.83 a month for 
12 mnoths. (Mr. T has eight children and works in a doll factory.) He madea 
partial payment of $20 on December 31, 1959. No other payments have been 
made. 

Mr. T is sure that the furniture delivered was not the furniture he ordered 
because of.the difference in color. He had telephoned the owner of the building 
where the furniture was ordered and was unable to get any information as to 
whether the seller had sold out to a new owner. The worker telephoned and 
found that the number listed was no longer in working condition. Worker then 
telephoned the store next door. This person confirmed that there was a new 
furniture store at the address in question but didn’t know the name of the store 
since it changes so often. The family had contacted the credit company and 
were advised that the credit company was not concerned about the furniture 
problem—they only wanted their money. 
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A contact was made with the Consumer Fraud, Department of Law, and the 
family was referred accordingly. 
Another member of the staff had these interviews: 


Case No.1 

Mrs. N (Negro, 3 children, separated, on welfare) Washington Houses: 

“When I was living in the other project in Brooklyn, I went to the ——————— 
Stores to look at some bunk beds 1 had seen advertised in the papers. When I 
got to the store the beds didn’t look like the picture had in the ad. They showed 
me a more expensive bed. I told them I was on welfare and they told me to put 
$8 down and pay $4 a week. Within 6 months the springs had sunk in the middle, 
and the ladder came apart, and the railing on the top bed came off. I told them 
to fix it but they couldn't do anything about it. The beds initially cost $79, and 
by this time I had paid about $50 on them. But because of carrying charges 
and service charges and things like that, the final cost of the beds came to $124. 
They told me I still owed them $70 after I had paid $50 and the beds had fallen 
apart. So I stopped paying them. I still get letters from them and every now 
and then I send them some money because I don’t like the idea of owing money. 
If I don’t pay up this bill then I’ll never be able to buy anything else on credit. 
(Why) They have some kind of list. If you don’t pay your bills they won’t give 
you credit. So I still pay on this bill every now and then and I plan to pay it 
off some day even though I don’t have the beds any longer because they fell 
apart.” 

Although she was not asked to estimate the amount of interest she was paying 
on this credit purchase, her vagueness about the reasons for the discrepancy be- 
tween the $79 she thought the bunk beds cost and the $124 they actually cost 
would seem to indicate that she does not know what the true annual interest rate 
on this purchase was. 

Case No. 2 

Mrs. H (Negro, widow, seven children, four of whom are living in apartment, 
Washington Houses) : 

Some years ago Mr. H bought a TV set on installments at ——————— for 
$400. She agreed to pay $25 per month for 18 months. According to this rate 
the set cost her $450. She estimates that the cash price would have been $300. 

Last summer she traded in this TV set for a console model combination TV, 
radio, and stereo hi-fi phonograph. She made this purchase at the ——— 
Credit Corp., located at 125th Street in Harlem. The set was listed at $595. 
She was given a copy of the contract and willingly produced it for us. The 
following was entered on the contract : 





1 21-inch Traveler 3-way (Olym- 1. Cash sales price.__......__.. $496 

Ne ne a a ae ee eee aes. SOMME CON a 15 

| Admiral trade-in... 100 ——. 

4. ia Lise ee eect etal 510 

Rhee en 495 5. Down payment____.....___ 12 

$25 monthly for 2 years. 6. (2 pings SYS ees 
9. Credit service charge 2 years 

Pi SORE) oo ee 100 

10. Time balance_._.._...... 598 

11. Time sales price______- 610 


Again a direct question about true interest rate was not asked but there is no 
reason to asSume that this woman knew what it was. In fact, she was a bit 
confused about who she had bought the console set from. <A finance company 
had bought her contract from ——————— and she was making her payments to 
this company. She did not seem to understand this transaction and told us that 
she thought that had served as the agent for this other company 
which really owned the set. She was of the opinion that she would not be 
charged extra for late payments (although this had not yet happened) because 
of her good relations with the people at the — —— store. She apparently 
did not understand that the store no longer was involved in the transaction. 


Case No. 8 


Mrs. A (white, three children, husband employed; 1809 Third Avenue, Wash- 
ington Houses) : 
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Mr. A and her husband were forced to make a number of credit purchases 
for furniture when they moved into the project since they had been living in a 
furnished apartment before then. The furniture was purchased at 
stores and was paid off in monthly installments at the rate of $53 per month, 
After awhile they were unable to keep up the payments and so they went to 
the ———————- Finance Co. where they had received a previous loan and bor- 
rowed more money in order to pay off the furniture. This increased their 
monthly payment to the finance company to $27 per month. They had difficulty 
keeping up these payments and finally went to a bank to borrow money in order 
to pay off the finance company. As a result of having paid off the retail store 
they received a glowing letter from the store urging them to come back and 
buy up to $300 worth of goods on credit. This offer was accepted and during 
the course of the next year credit purchases totaling $458.97 were made at 

stores. 

Mr. A produced all the statements for the goods purchased at this store during 
the course of the year, as well as the book in which their monthly payments are 
recorded and the receipts for these payments. The monthly payments came 
to $21. According to the receipts $5.10 was being deducted each month for the 
credit service charge. Mr. and Mrs. A seemed extremely confused by these 
charges. They pointéd out that the balance was not decreasing by $21 each 
month and seemed quite puzzled. When we pointed out that $5.10 was being 
deducted for the credit charge, they suggested that maybe this fee was what 
they were being penalized for late payments. The interviewer had the feeling 
that Mr. and Mrs. A were discovering for the first time that they were being 
charged each month for their credit. Although we did not ask what they thought 
the true annual interest rate was, the very fact that they had difficulty under- 
standing the meaning of the credit service charge indicated to us that they had 
no idea of the rate of interest they were paying. 

Mrs. A also purchased a sewing machine from a different retailer and produced 
the contract which she had signed. The contract had the following entries: 


ar I a a ce ta ie ld es $99. 95 
OR RN re i ee heel. oe cecnaeiace 9. 30 
Sam a a a te No. C. SC 
ND a oo la ee etnate emda ambabis econ 102. 25 


Every 2 weeks: $4.25 for 12 months. 


As in most other interviews, Mr. and Mrs. A seemed to be aware only of the 
overall cost and the size of the payment rather than the rate of interest. 

One final note may be of interest. After having borrowed money from’ the 
bank to repay the finance company, they returned to the finance company to bor- 
row more money to help pay the monthly installments on their new bill with 

Stores. 


Case No. 4 


Mr. and Mrs. S (Negro, husband only 23; wife is 21; two small children, 1809 
Third Avenue, Washington Houses) : 

Mr. and Mrs. S had bought furniture on credit costing over $700. In addition 
they had purchased a TV set, lamps, and a crib and clothing from another store 
owned by a man who had been a door-to-door salesman and had dealt with Mr. 
S’s mother for many years. Mr. S considered this man his friend. The S’s had 
purchased pots and pans from a door-to-door salesman since moving in the 
project. As their debts increased they were forced to seek a consolidation loan. 

“We took a loan from the Finance Co. to pay off all our debts. We 
were paying $45 a month and then after the loan our payments were only 
$13.06 a month.” 

“When my wife’s brother learned that I had gone to a finance company he 
insisted that we get a bank loan. I was reluctant to do this because it meant 
I needed a cosigner. I was too proud to ask anyone. But my brother-in-law 
insisted on being the cosigner. The Finance Co. loan was for $313 
and we took $630 loan from the bank and paid the finance company. We now 
pay the bank $35 every month. Then my wife had to go to a dentist for a long 
time and we needed more money. So I went back to the ——————— Finance 
Co. and took out a new loan for $162. I know I’m paying more but I didn’t 
want to be bothered by all those questions at the bank and so I went to the 
finance company.” 

Mr. S produced for us the contract booklet in which his monthly payments 
to the finance company were recorded. The $162 loan was taken out some 8 
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months ago. Since then Mr. S has made eight payments of $9 each that are 
recorded with the date received in the first column of the booklet. The second 
column lists the amount of each payment toward interest and the third column 
the amount being deducted from the principal. The total amount in the interest 
column for the first 8 months came to $32 and the amount in the principal col- 
umn to approximately $40. In other words, after paying $72 Mr. S had reduced 
the principal by only $40. We asked him if he had any idea what the rate of 
interest was. He replied: “No, I can’t figure it out. I know it must be a lot 
and I know it would be cheaper at a bank, but my feeling now is to just get it 
paid up. I don’t want to be bothered worrying about it.” 


GENERAL OBSERVATIONS 


1. Of the families who were interviewed only two gave the impression that 
they were determined to break away from the habit of buying on credit. Only 
one has succeeded in extricating himself completely. 

2. All the families are aware that they are paying for credit out and beyond 
the list price of the item purchased. None of the families knew what the true 
annual interest was for time payments. 

3. Where families had a contract of sale, the specific amount charged for 
credit was usually set forth. However, where purchases were made from ped- 
dlers there was no idea of the cost of credit. It should be emphasized that 
almost all families at one time or another have been or are involved with pur- 
chases from the peddler who calls at the door. These purchases can be for 
relatively large items, such as TV sets and sewing machines, or small items, 
such as articles of clothing or amenities for their apartment. 

4. Families are less concerned with the amount and percentage of interest 
than they are with the size of the weekly or periodic payment. 

5. There is a large factor of fear existing among families who are having 
difficulty meeting their established payments. If they forgo paying rent in 
order to pay their weekly or monthly installments, they are in danger of eviction 
from their apartment. If on the other hand the payment of rent is given prior- 
ity and payments are allowed to slide, unreasonable penalties are frequently 
established. Beyond that, there is the threat of the articles being repossessed. 
If the payments are consistently late or in default the vendor threatens them 
with a garnishee. Many employers will fire an employee when garnisheed. 

6. The pattern of continuous involvement in a morass of credit entangle- 
ments, which is the rule rather than the exception, approximates the worst 
features of the discredited company store. 

In 1957 Dr. Persia Campbell, then consumer counsel to Governor Harriman, 
succeeded in having the legislature enact an “all goods bill.” This new law for 
the first time systematically established certain types of protection for the 
consumer : 

1. Places a limit on credit service charge. 

2. Requires all charges to be clearly itemized. (But not the true annual 
rate of interest. ) 

3. Requires the seller to give the buyer a copy of the contract. 

4. Forbids the taking of a contract signed in blank. 

5. Gives the consumer the right to prepay his account at any time and get 
credit for unearned charges. 

6. Prohibits fine print. 

7. Defines and limits revolving credit plans. 

Miss Hall and I were among a number of people, representing the general pub- 
lic, who urged the committees of the legislature to approve this bill, which finally 
was passed. 

The passage of this legislation was an important step toward the protection 
of the consumer. Inquiry has revealed that very few of our neighbors even know 
of the bill, and to our knowledge only one or two have ever taken advantage of 
the protection it affords. 

S. 2755 is clearly another step in establishing protection for people who are 
in dire need of it. Perhaps New York State is more fortunate than all the other 
States in having the minimum protection afforded by the “all goods bill’, but 
this is only a beginning. It is in the vital interest of low income families—and 
many families not in the low income category—to have the knowledge and the 
information required by S. 2755. It is in the interest of reputable and responsi- 
ble stores to have this bill passed, since it discourages and makes more difficult 
the ruthless and illegitimate competition which reputable stores face from 


aritante 
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unscrupulous competition. It is in the interest of such undertakings as our 
consumer study and action program to have the considerable assistance which 
the passage of S. 2755 will afford in assisting in a constructive educational pro- 
gram. I urge you to give every consideration to this proposed bill and to recom- 
mend its passage to the Senate. 


Senator Dovugias. We have received a statement from Miss Helen 
Hall, Henry Street Settlement, who was unable to be present in 
person. It will go in the record. 

(The statement referred to follows:) 


STATEMENT OF HELEN HALL, DrrRecTOR, HENRY STREET SETTLEMENT, 
New York, N.Y. 


To appreciate fully the need for this credit labeling bill, you would have to 
be aware of the extent of chaos and exploitation existing in the installment buy- 
ing field, and how completely incapable the average low-income family is to 
protect itself. We at Henry Street Settlement have been close to the problems 
involved in installment buying for many years, but they have multiplied and 
come into sharp focus today as thousands of families are moving into low- 
income housing developments. 

These new families come from the worst slum conditions in the city as the 
old tenements are torn down. Some have only lived a few years in the city 
and have difficulty in understanding the language. Others have come from the 
rural South and are inexperienced in business practices. They come, often to 
the first decent homes they have ever known. Asa result they are ready prey to 
the merchandising practices that specialize in selling on time to those with no 
credit standing. Installment buying, on one hand, offers these families a chance 
to get the home furnishings they so long for but, in their ignorance, the price 
they pay is often too great and many families are broken under the weight of 
erushing financial burdens. It is not installment buying in itself that is at 
fau't but that they have to buy blindly and are so oversold. 

We at Henry Street Settlement have worked in many different ways to edu- 
cate and protect our neighbors, but they need legal protection along. with con- 
tinual education. We have furnished model economy apartments, we provide 
workshops and materials at low cost for building furniture and mending the old. 
We ran consumer clinics, offered legal assistance, and we have petitioned the 
U.S. Senate to establish a consumer interest committee. In addition, we helped 
our neighbors start their own bank through a credit union which, for nearly a 
quarter of a century, has helped many a “poor risk” start his home or his business 
or pay his doctor’s bills. 

Henry Street Settlement, as Mr. William Kirk testified earlier, is presently 
participating in an intensive study with Union Settlement and James Weldon 
Johnson Community Center on consumer and credit practices among tenants of 
low-income projects through a grant from the Lavanburg Foundation, Con- 
sumers Union, and the Flagg Fund carried out by the Bureau of Applied Social 
Research of Columbia University. When this joint study is completed, I am 
sure it will provide a valuable source of evidence to support the need for this 
kind of legislation and other measures for consumer protection. 

My testimony today comes direct from the living room of families in low- 
income housing projects around the corner from our settlement house. Unable 
to bring these families to this hearing room, we did the next best thing. We 
taped interviews with them and from transcripts of the tape compiled a group 
of experiences which we know from long experience are typical. 

I wish it were possible for you to listen to the voices of the mothers and 
fathers who tell the stories. They do know that they have to pay for credit 
whenever they need it—more for their food when they have to buy at the corner 
store which gives credit, more for their clothes when thev do not have eash to 
take advantage of buying at bargain stores. They pay as much as 100 percent 
more for items bought from peddlers because they are tempted by the easy pay- 
ments. The psvchology that is emnloyved is elementary, and it gets results. 

We talked with John Oliver, a 29-year-old father of two children. He earns 
$79 a week at a job which he has held for 9 years. When the Oliver family came 
to the LaGuardia housing project thev had no furniture. Here’s how he te'ls it: 

“We lived in a furnished room. We didn’t own a thing except a refrigerator. 
When we learned we were moving into the project, I traded the refrigerator, 
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which I didn’t need in a project, for a TV set. I didn’t get much for it and 
had to pay off the TV on installments. 

“I bought all the furniture at a store on 14th Street. I didn’t have any money 
so I had to get it on credit. All in all, I bought about $800 worth of furniture. 
I signed a contract and got a copy. 

“After a while it was getting too difficult to keep up all the payments. They 
amounted to $95 a month. 1 looked for a loan. I tried a bank, but they wanted 
a cosigner. IL asked one or two friends * * * but I didn’t try too hard because 
I was mad at myself. I finally went to a finance company and took a $500 loan. 
For the $500, 1 pay $26.06 each month for two years.” 

We asked him how much more he thought he was paying than if he had been 
able to take a bank loan. He thought it would be 6 percent at the bank while 
he thought he was paying 10 percent. He had no idea that the true yearly rate 
he was paying was 24 percent. 

Hidden interest charges are not the only way in which people, pay more for 
goods bought on the installment plan. Here is an example of another way they 
lose out. 

Mr. Phillips is a shipping clerk and his take-home pay is $68 a week. His 
family, too, was lucky to get into a low-cost housing project. He and his wife 
and three small children also came to their new home from a furnished room. 
They didn’t go directly to a store to buy their furniture. They had been trading 
with a “man” who bought them everything they needed from soap to shoes. 
They didn’t know whether he was connected with any company. They only 
knew he always got them what they needed, and every Saturday he came to 
collect. 

However, they did go with this “man” to a furniture store where they 
selected furniture for five rooms at a cost of $1,800. The “man” came to their 
apartinent for the downpayment. After that they never saw him again. From 
then on they dealt with a finance company, to which they paid $60 each month. 
They had no contract, only a sales slip from the furniture store. 

Things began to go wrong sooner than they expected. 

Mrs. Phillips tells it this way: 

“After 2 months, the springs in one of the living room chairs started bursting 
loose, and the little piece that holds the table legs together was coming apart. 
The dresser drawers were sticking so you couldn’t open them. We asked them 
to come out and fix it and they didn’t. That’s how everything came about. * * *” 

The following excerpts are from the transcript of the taped interview: 

“Mr. Puiturpes. I was holding back the payments until they came to fix the 
furniture, but the money was good. After the marshal took over, they decided 
I was paying too much for the furniture, and they decided to let me bring the 
payments down to $28 a month. 

“TNTERVIEWER. Did the finance company take you into court? 

“Mr. Puiiiies. No. They sent letters. * * * But they hadn’t fixed the furni- 
ture, and I didn’t send the money in. I held the payments about 4 months. 
The finance company told me I would have to see the people I bought the 
furniture from because they didn’t have anything to do with it. 

“INTERVIEWER. Then who did you get in touch with? 

“Mr. Puiiurps. Well, I called the store salesman a couple of times, the one 
who sold us. He kept telling me that someone would come to fix it. But 
every time I called it was the same story. 

“INTERVIEWER. ‘Did they ever come to repair the furniture? 

“Mr. Puirurps. About 4 months after I held back the payments.” 

Today. 3 years later, Mr. Phillips is still paying off his furniture. Although 
he has paid $1,200, he still owes $800 more. The furniture is falling apart, 
but the company has made sure it will be paid because his wages have been 
garnisheed. 

Here are some examples of the price families pay for buying on time from 
door-to-door peddlers : 

Mrs. Brown let a man into her apartment who gave the impression he was 
from the housing authority. She thought he was a maintenance man or plumber. 
He walked in and installed a covering or panel underneath the sink in her 
kitchen. It improved the kitchen, and she thanked him. 

“One dollar,” he said. 

“T thought the project sent you.” she said with surprise. 

“Oh no,” he replied. “It’s for sale. Everybody’s buying. You agree the 
kitchen looks better.” 
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She agreed and thought that for only a dollar it was certainly worth having a 
nicer kitchen. 

But the salesman didn’t go when she gave him the dollar. He then told her he 
meant that it was a dollar down and a dollar a week. Surely she didn’t think 
you could buy all that for a dollar! It would cost $29. When she ordered him 
to take it out he insisted that all of the other neighbors had bought it and she 
wouldn’t want her kitchen to be less attractive than theirs. Mrs. Brown gave in. 
Later she learned that the same sink panel could be bought at a department 
store for about $12. 

When Mrs. Parker moved into the project she had the first bathroom which 
she didn’t have to share with other families. Also her first shower. Hardly had 
she been in her new home when a peddler appeared at the door with a selection 
of bright-colored shower curtains. He showed her how she could save from her 
food money to pay a dollar a week for 20 weeks. Later, Mrs. Parker saw the 
same kind of shower curtains at a large store priced from $2 to $4. The curtain 
lasted a year. 

Mrs. Angelo, a mother with an 8-year-old boy, a 17-year-old girl and a 2-year- 
old baby, all of whom she supports as a cleaning woman, is having the following 
experience with an “add on” account she started with a peddler. 

Fortunately, when Mrs. Angelo moved out of a tenament across the street into 
a nearby low-income housing project, she had a savings account in our credit 
union. This enabled her to pay cash for the new beds and extra furniture she 
needed. But she was tempted to get things for the baby that she couldn't afford. 
As she puts it: 

“IT bought what you call a stroller so we could take the baby out. It was $32. 
I saw the same thing in a store for $18, but I don’t know how much of the $32 is 
for interest or extra markup because it isn’t put separately. 

“IT paid $10 downpayment and I pay $5 every 2 weeks when the peddler comes 
around. Two or three months later I bought a high chair. This was added on 
to my card and I still paid $5 every 2 weeks. Then for Christmas we bought the 
baby a rocking horse, a big iron one that would last him a long time, and that 
was $30. And that was_added to the card. I don’t know when I finish paying 
for one thing. I just go on paying on the balance.” 

High credit charges are not the only way the family pays. They pay in high 
cost and inferior goods. Here are comments from some of the women: 

One woman bought a steam iron from a peddler for $20, which she says does 
not work as well as a make that sells for $8 cash. And she spent $30 for a bed- 
spread from him, on time, which a friend saw in a store for $7. 

Our interviewers found that ignorance of how much they were paying for 
eredit came about largely because these women thought only in terms of the 
size of each payment and could not possibly have figured out interest charges 
or even total costs. But aside from those dealing with peddlers, none of the 
families interviewed actually knew how much more they were paying for credit 
buying. Those families who had received contracts for furniture had not 
understood them. In many cases there were no contracts at all, just a simple 
receipt or credit book. Where interest was noted it was often figured on the 
whole amount without deducting the downpayment. Always it was an innocent 
figure such as 10 or 15 percent. Usually there were a number of additional, un- 
explained charges. 

We learned more about this from a sample survey we made among a group 
of 37 families who were active in the housing project’s tenants council and 
should have been more experienced and knowledgeable about consumer matters 
than the average tenant. 

From our survey we found that only 3 of the 37 families interviewed claimed 
that they had never bought anything on credit. The 34 families who did in- 
stallment buying reported that more than half of the expensive items in their 
homes were bought on time. Nine of these said that they had taken loans from 
either a bank or finance company. 

Twenty-seven of these families had bought items on time from door-to-door 
salesmen. Since most purchases made this way do not include a signed contract, 
required by law, where the price is stated as well as the carrying charges, the 
. person who buys from the peddler has no way of knowing what he is paying 
for credit. The fact that most of these families bought from three to six items 
from peddlers shows the impact the peddlers have on even the more informed 
families. 
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But the main purpose of the survey was to find out whether these families 
would have made the credit purchase if they had known what the true annual 
interest rate was. As we were well aware, there was general confusion about 
the whole concept of interest and charges for credit. 

Of the 34 families who had bought on credit, all but two seemed to realize 
that they had to pay for the privilege of buying on time, but they had no idea 
of how much. Twenty-seven families were asked what they thought the true 
annual interest rate on their purchase was. Not one of them seemed to under- 
stand what was meant by this term. When it was explained, 23 said they did not 
know what they were paying. 

We asked those who were interviewed to list the price they paid for items 
bought on credit and their estimate of the cash price of each item. In tallying 
the results it was interesting to find that, according to their own estimates, 
most of the families knew that they were paying 30 percent more for their furni- 
ture aside from the cost of credit than they would have if they had been able 
to pay cash. Four families gave figures amounting to more than 60 percent, 
three claimed they had paid 100 percent over the cash price. 

We then asked them what they thought they would be willing to pay for a 
$100 item on credit. Six told us they would not pay more than 10 percent of the 
cash price, or $10. Only 4 of the 21 families answering this question were willing 
to pay more than 20 percent and none had any real understanding of what 
credit really cost them. : 

This sample survey produced little of statistical value. But it did show us 
that people have no concept of the meaning of interest on installment credit, 
that they think only in terms of the size of the payments, and that they believe 
they are paying much less than they are for credit, and finally that if they knew 
the true cost they might be more cautious in buying this way. 

Mr. and Mrs. Peterson wanted to Know what they were paying for credit, 
but there was no one to help them figure it out. Mr. Peterson is a low paid 
city worker. He brings home $104 every 2 weeks. They have one child and live 
in a four-room apartment at the La Guardia project. Their rent is $47.70 a 
month; they used to pay twice that much for half the space. They pay $38 
a month on their furniture. They bought it from one of the well-known credit 
stores and have a 2-year contract amounting to $500. 

Here’s how they tell about their problem: 

“INTERVIEWER. Did the store explain to you how much the interest or carrying 
charges were? 

“Mrs. PETERSON. They didn’t explain anything. They give you a contract and 
you look at it and sign it; and then they will tell you your monthly payments 
are $38. Like if your bill is $450 and you see they have it marked as $553. 
They say the extra is for carrying charge. That’s why a lot of people get the 
idea that the carrying charge is added with their bill and when they pay $38 a 
month, they expect to get credit for $38, not $29 or $28. 

“INTERVIEWER. Is this point misunderstood by most of the people who buy at 
this store? 

“Mrs. PETERSON. That’s right. <A lot of people get stuck—like our neighbors 
upstairs who have been garnisheed for furniture and lost their apartment. The 
husband got sick and he had to wait for a check and by the time he went back 
to work, he didn’t have a job because there were so many garnishees against 
his pay. They not only lost their furniture, they were dispossessed because 
they couldn’t pay. their rent. When people get stuck like that it seems better 
to go to the bank and try to get a loan if you can and pay cash so you wouldn’t 
have to pay all the carrying charges. 

“INTERVIEWER. What do you think is a reasonable rate of interest on carrying 
charges? 

“Mr. Pererson. I think if you took 10 percent and added it to the bill to start 
with, and after that you would get credit for the amount of money you pay, it 
would be better. 

“INTERVIEWER. If you knew that it cost 15 or 25 percent, would you go along 
with it? 

“Mr. PETERSON. With my salary I couldn’t afford to pay that kind of per- 
centage.” 

If the true annual interest rate had been printed on Mr. Peterson’s furniture 
contract, he would undoubtedly have discovered that he is paying much more 
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than the 15 percent which he says is more then he would pay. It is more likely 
that he is paying close to twice that amount for the use of credit. 

The Jacksons: When a couple with three children has an annual income of 
slightly more than $3,000, there is little chance that they will have money in the 
bank. The Jacksons have lived in one of the older projects for 8 years. When 
they first came to the project with no furniture, Mr. Jackson earned around 
$34 a week. They solved their dilemma in a traditional American way, by 
installment buying, and began a 10-year race to keep ahead of the finance com- 
pany. As Mr. Jackson said: 

“Practically everything we have gotten we worked out on the installment 
plan. It took all my salary to eat and support the children. This caused me 
to use the installment for each item, one at a time, to sort of bring a little 
enjoyment in the house * * *.” 

Mr. Jackson, like so many others, was confused about the question of interest: 

“To my understanding,” he said, “when you deal with banks they charge you 
something like 1 percent interest, and finance companies charge you 3 percent.” 

A finance company is a pretty impersonal company. Mr. Jackson tells about 
it this way: 

“T owed only $68 on,a $600 debt for furniture. During the summer months, 
the children were going to camp and I was short of money for little things 
like sneakers and so on. They couldn't get any out of me for a month or two. 
They were very impatient and garnisheed the money from the job and hiked the 
balance up from $68 to $100 * * * at that time I was warned that if I had two 
garnishees, I had no more job. Then I found myself trying to work two jobs 
at a time—one in the day and one at night * * *.” 

Mr. Jackson had paid over $500 for his television set. That seemed pretty 
high. This was his story: 

“* * * When I first bought this thing I didn’t know the price. Later I found 
it was $479. Then because I missed 4 months’ payment. I had to pay S50 addi- 
tional. * * * 

“We heard this advertisement on the radio, such as ‘25 cents in the meter a 
day will save enough te pay your installments off’ * * * we heard it for 6 
months before we did anything about it. * * * I talked with the wife and we 
agreed it seemed worth looking into. We called the man by telephone and 
he came over. He talked to us about $39 downpayment. There was supposed 
to be a free table—dinette set—given away. I asked him how the dinette set 
is supposed to be free if I give him $39 downpayment. So in two installments 
‘I paid the $39. Then I got the free dinette set. 

“When I asked him about the meter, he said, ‘That’s just one of those things 
There’s no actual meter in it, you can save a quarter a day and that would 
help you pay your installments off.’ ” 

The contract was drawn up for 24 months at $18.50 a payment. There was 
a family crisis and for 5 months he paid nothing. He was summoned into 
court but didn’t appear and they charged him $50. It took 36 months to pay 
this bill. 

After the year’s guarantee was passed the set developed trouble. Again 
from an ad on the radio, Mr. Jackson heard about a repair service. He called 
the number and a man came. 

“He said it was only a short circuit but he wanted $43 in cash if he repaired 
it on the spot. I didn’t have the money so he took the set and told me I could 
get it back when I had a $20 downpayment and paid $5 a week until the bal- 
ance was paid.” 

The Jacksons were still not discouraged with installment buying. They 
went on to buy a vacuum cleaner. For this they paid $79. But because they 
ecouldn’t get credit on anything under $100, they also had to buy a sewing 
machine. The sewing machine developed trouble and had to go back to the 
company’s shop. The company would not return it until the Jacskons paid 
the balance owed, $51. 

The Jacksons had experiences, too, with the door-to-door peddler. They 
naid $60—or $5 a month for a year for a bedspread and curtain set. For 
buying this they got a free watch. They admitted they had seen the bedspread 
and curtain set in a store for about $19. 

And then they were tricked into buying a set of encyclopedia at $105, $15 pay- 
ments at $7 each. Mrs. Jackson describes it this way: 
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“The salesman claimed there was no money down. He insisted on giving it 
to me. I told him I couldn’t afford it. The salesman even offered to pay the 
first payment. * * * I told him he would have to talk to my husband. He said, 
‘Why do I need your husband’s signature? You're here, he is not * * *. He 
said he would pay the downpayment and I should send it to his home. I felt 
very angry and didn’t send him anything because I didn’t want it * * *.” 

That weekend a package arrived at the Jackson home with the encyclopedia 
and a credit book from a finance company. 

* * * oe cd + * 


For the Jacksons, and the many thousands of American families like them 
caught up in a hopeless entanglement of debt, the answer must be more and 
stronger laws to protect the consumer. 

Senate bill No. 2755, requiring credit merchants to list the true interest rates 
and actual cost of items bought on the installment plan, is considerably overdue. 

By providing knowledge to the consumer, this bill exposes the real dangers 
that lie behind the much advertised “easy terms” and many today who are lured 
by innocent-sounding interest rates will think twice about entering into credit 
commitments which they know they cannot afford. 

Knowledge can help to make installment buying an instrument of oppor- 
tunity for thousands of people at the bottom of the ladder instead of one of 
ruination which it is so often today. 

Senator Doverias. Our final witness this morning is Mr. Harold 
Rosner, representing Robert Hall Co. 

Mr. Rosner, you have been very patient. We appreciate your pub- 
lie spirit in being willing to testify. 


STATEMENT OF HAROLD ROSNER, PRESIDENT, ROBERT HALL 
CLOTHES 


Mr. Rosner. Mr. Chairman and gentlemen, in preparation for my 
appearance before your committee I have prepared a statement that 
will take me no more than 5 minutes to read. However, I am willing 
to answer questions pertinent to this hearing for as much time as may 
be required, 

To begin with, I should like to say that the country owes you gen- 
tlemen a debt of gratitude for your concern about this problem of ex- 
panding consumer credit. 

Many of us share your concern. One of the country’s great news- 
papers, the Minneapolis Morning Tribune, said in its lead editorial 
on March 15 

We have only to look back a few years to see what happens when installment 
credit gets out of hand. Economists point to the huge volume of credit in 1955 
as one big factor in the recession of 1957-58. Consumers were overextended so 
they reined in on their purchasing to catch up on payments. 

As president of the country’s largest family clothing chain with 
more than 300 family clothing centers in 38 States, I am in favor of 
anything that will prevent another 1 "ecession. 

‘As a human being I am in favor of anything that will stop the in- 
crease in family bankruptcies. In 1950 according to the Federal 
courts, family bankruptcies accounted for 75 percent of all bank- 
ruptcies. In the past year that percentage has risen to 88. 

I am also in favor of anything that will voluntarily restrain mil- 
lions of families spending up to 40 percent of their income in install- 
ment payments. This figure comes from the American Bankers As- 
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sociation. These same bankers have warned us that installment pay- 
ments amounting to more than 20 percent of take-home pay are ¢ 
threat to the economic stability of the family. 

Senator Doveras. Mr. Rosner, I want to make it clear that it is 
not the purpose of this bill necessarily to reduce the volume of install- 
ment buying but merely to provide that those who do purchase on the 
installment plan do so with their eyes open as to what the costs are. 

Mr. Rosner. I realize that, Mr. Chairman. I realize that the pur- 
pose of this bill is merely disclosure so people will know very plainly 
what they are paying for and whether or not it is within their budget 
and whether or not they can meet their obligations. 

Senator Doveras. That is correct. 

Mr. Rosner. In spite of the fact that Robert Hall sells only for 
cash, I am a firm believer in credit when it is wisely used. But I 
am just as firmly opposed to it when it is abused. 

Today it is being abused. Consider the fact that the 10th largest 
bank in the country, the Continental Illinois National Bank & Trust 
Co., recently rejected 6,000 out of 11,000 applications for credit under 
their check plan. 

Many of the 6,000 rejects who could not meet the responsible credit 
standards of a leading bank will undoubtedly get credit elsewhere— 
by paying excessive interest and fees and perhaps end up having their 
wages garnisheed in those States where the laws permit it. 

Credit of this kind is not sound. It is not healthy. It is like a 
virus. As a country, we look great. But while we get bigger and 
better, the credit virus is undermining our economic health. 

No doubt, the full disclosure provisions of this bill will help coun- 
teract some of the worst effects of the virus. But with all respect for 
the wisdom of this committee, I doubt whether the full disclosure 
proposed under the bill is the kind of language the average consumer 
will pay much attention to. 

In part of 40 years in the retail apparel industry I have been associ- 
ated with companies that specialized in the sale of apparel on credit. 
From that experience I can tell you gentlemen that when the terms 
are made to seem easy enough to meet, people suffering from the 
credit virus can no more resist the installment salesman than the 
gambling or liquor addict can resist his particular type of addiction. 

For this reason, I respectfully suggest a more exact, more effective 
form of full disclosure. Let those who wish to sell goods on easy 
credit terms tell the consumer the whole truth on the price ticket at- 

tached to the goods. 

I have brought a sample of what I consider 
the price ticket should look like. 

(The price tickets referred to follow :) 





it is in large form— 
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Under this plan, merchandise would carry a two-price ticket. One 
price would be the cash price. The other would be the credit price. 
For example, an item might be marked cash $100, credit $115, or 
whatever the actual cost was. That way the truth you wish to get 
across to the consumer would be pointed up at the time he was making 
the purchase. 

At this time I would like to commend the commercial banks for 
the strict standards they maintain when judging the soundness of an 
application for credit by an individual. 

It is unfortunate that “easy, easy credit” merchants—with their 
desperation tactics for getting business—do not always maintain the 
same standards. A rejection by the merchant under these same stand- 
ards would not only act as a red light to the customer when his credit 
level is over the danger point—and prevent a potential family cash 
crisis for their everyday needs—it would also eliminate the element 
of risk involved in making the sale. And I believe selling to bad 
risks is bad business. 

Thank you. 

Senator Doveias. Thank you very much, Mr. Rosner. 

May I ask this question: If you were a credit clothier—and we 
know you are not—do you believe that State law and regulation 
would be adequate to effect the kind of disclosure you are recom- 
mending? Or do you think a Federal law 

Mr. Rosner. Mr. Chairman, I feel and I know that State legisla- 
tion would be difficult to get. I have before me the Minneapolis 
Morning Tribune of March 15, a recent issue, in which the editorial 
part of it states thaf: 


Legislation now before Congress would require an accurate statement of all 
hidden charges that apply to installment purchases. 





Then parenthetically it says: 


Similar legislation was introduced in the 1959 Minnesota Legislature but was 
not enacted into law. 

I doubt very much whether the consumer could be protected by the 
States. 

I listened to some of the testimony this morning. This is my first 
appearance in a hearing. But I do not see where there would be any 
further burden in a full disclosure of the amount that has to be paid 
either in dollars or in interest than when Congress enacted the Textile 
Labeling Act where every single item in every department store, 
chainstore, small store of every nature had to be labeled, each indi- 
vidual garment, not only the retailer but also the manufacturer. And 
this is a considerable amount of work to protect the consumer. 

But I know there have been a lot of speeches made here, a lot of 
talk, and I know it is late, but if the chairman is willing and the 
other gentlemen, I would be willing to answer any questions that the 
chairman has or anybody else. 

Senator Doveras. Of course, the act you mentioned preceded the 
Fur Act. The Fur Act had been preceded by the Wool Act, which 
required similar statements. And recently Congress passed the Mon- 
roney Act requiring the listing of the various elements which entered 
into the price of automobiles to be pasted on the windshield. 

So there is a very strong precedent in this respect. 
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May I ask you this question: You are one of the most successful 
clothiers in the country. You sell for cash. What credit terms are 
common in the credit clothing trade? What would be the average 
real rate of interest that people who sell clothing on the installment 
plan will actually charge ? 

Mr. Rosner. Well, that is dependent, of course, Mr. Chairman, on 
the laws of some States. However, no downpayment, the weekly pay- 
ment, 6 months to pay, the revolving credit of 114 percent a month on 
a balance that is approved by some leading merchants, which actually 
is 18 percent a year, these are things that are very difficult to tie down, 
except that they might run anywhere from 18 percent to 100 percent. 

Senator Doveias. Have you known any cases where clothing has 
been purchased on time where the interest rate was as high as 100 
percent ? 

Mr. Rosner. Not as interest, no, sir; but in markup. However, 
competition, which is the lifeblood of business, has largely disposed 
of that type of merchant. However, today, with the extension of 
credit in its present form and the way it is sugarcoated, I think that 
the full disclosure of the dollars and/or the interest would level out 
the prices to the consumer in such a manner that the consumer would 
realize what they are paying, and as a result I believe prices would 
come down. 

Senator Dovetas. I do not want to push you too closely, but do you 
have any knowledge as to what the real rates of interest are in some 
of the time payments ? 

Mr. Rosner. I have the knowledge that is public property that the 
minimum that I have seen in the very fine stores of the country—that 
is, the leading department stores—is 114 percent. 

Senator Doveias. A month ? 

Mr. Rosner. One and a half percent a month. 

Senator Dovetas. Or 18 percent? 

Mr. Rosner. Yes, sir. 

Senator Dovaetas. Is this on the outstanding balance or 

Mr. Rosner. On the outstanding balance. And asa rule the credit- 
man will approve the amount that the outstanding balance can be. 

Senator Doveias. And in the less reputable stores what would the 
rate be ? 

Mr. Rosner. Well, that is something, very frankly, I am not famil- 
lar with at the moment, because in a competitive way I have been out 
of the credit business for about 20 years but 

Senator Doueias. When you were in it what were the rates? 

Mr. Rosner. Well, there was not any rate. It was a question of 
what you could get in the way of markup. Many stores of that type 
have suffered because of their retail price. The bigger store has taken 
its place by advertising a price much lower than the oldtime install- 
ment store, but you have to add to that advertised price the carrying 
charge for credit, which I know to be at least 18 percent. 

Senator Dovetas. Your testimony has been very helpful, Mr. Ros- 
ner. Thank you very much. 

We meet tomorrow morning at 10 o’clock, and the witnesses will be 
representatives of the Navy Federal Credit Union and the Committee 
for Fair Credit Practices in Tlinois. 

(Whereupon, at 1 p.m., the subcommittee recessed, to reconvene at 
10 a.m., Thursday, March 24, 1960.) 














be | 
ast 
J 


to! 
apy 
I 


fiec 
to \ 
to a 
ma 
ma 

7 


an¢ 


I 
oc 
in | 
hig 
the 


: 
K 


to « 


r 


ses 
Un 
in 

for 





CONSUMER CREDIT LABELING BILL 


THURSDAY, MARCH 24, 1960 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION AND STABILIZATION, 
cae DC. 

The subcommittee met, pursuant to recess, in room 5302, New Senate 
Office Building, at 10 a.m., Senator Paul H. Douglas, chairman of the 
subcommittee, presiding. 

Present : Senators Douglas, Proxmire, and Bush. 

Senator Doveras. The committee will come to order. 

The Chair wishes to make a preliminary statement. 

During the course of the hearings yesterday, I stated that it was not 
the purpose of these hearings to pillory individuals but to seek to 
cure abuses. 

I had, therefore, cautioned witnesses in advance not to mention 
the names of dealers or business firms who might have charged ex- 
cessively high rates of interest or indulged in sharp practices. 

We have the names, and the witnesses have the names, but they will 
be kept confidential so far as the Chair is concerned. If challenged 
as to the authenticity of the cases, we will, of course, produce them. 

I am aware that this diminishes the attractiveness of the hearings 
to many members of the press and, therefore, diminishes the popular 
appeal which these hearings might otherwise have. 

I do not believe, however, that individuals should be adversely re- 
flected upon by witnesses unless they have been notified in advance as 
to what the testimony is likely to be and unless they have the chance 
to appear in person or by attorney and to make a statement at approxi- 
mately the same time in reply to the adverse reflections that have been 
made. 

This was the procedure which I followed in the case of the welfare 
and pension fund disclosure bill which I sponsored. 

I also admit—and this may make me old fashioned—to having a 
good deal of sympathy for those people who get caught in the switches 
in the transition from a relatively low standard of social ethics to a 
higher standard of social ethics and who have merely conformed to 
the general behavior of groups about them. 

Sometimes this is an inevitable price of progress, but I always like 
to diminish the severity of the burden which falls upon the individual. 

This issue was highlighted yesterday, after the conclusion of our 
session, when a member of the Office of the Attorney General of the 
United States made an inquiry, which I suppose could be interpreted 
in the nature of a request, that we should turn over our cases to him 
for possible prosecution. 
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My reply at the time was that unless reversed by the committee, 
and unless there were overriding reasons which I did not see at the 
moment, I would refuse to grant this request. 

In the first place, I do not regard the functions of a legislative com- 
mittee as being prosecuting in nature, nor do I regard them as being 
primaril designed to hold individuals up to public shame and con- 
tempt. i think such legislative hearings are primarily designed for 
the purpose of legislation. If legislation can be obtained, and if 
the problems can be worked out without pillorying individuals, that is 
the way I prefer to do it. 

I, onion, instructed the clerk of this subcommittee to refuse to 
grant the request of the Office of the Attorney General. I should like 
to make a very brief statement as to why I refused to grant this 
request, 

If people know that their testimony before a legislative committee 
will later be used as a ground for either civil or criminal prosecution, 
they will be very chary about testifying, and, thus, the legislature cuts 
itself off from’ information which could be extremely valuable in 
framing legislation. The committee becomes really an arm simply of 
the prosecuting branch of the Government. 

Second, I have a personal concern in this because I assured the 
witnesses that names would not be given, and testimony has been 
prepared on the basis of anonymity. I, personally, do not propose 
to break faith in the promises which I have made. 

Finally, since I have defended the rights of weak, relatively weak, 
people beforé congressional committees “and have object ted to the way 
they have been frequently handled and their testimony in my judg- 
ment at times misued, in all good conscience I must insist upon ‘similar 
treatment to that which I have urged being accorded to powerful 
finance companies, to weak finance companies, and to powerful busi- 
ness firms, to small business firms, so that the business interests of 
this country may have the same protection which I have, I think 
properly, urged for weaker individuals in the Nation. 

If the committee wishes to overrule me and to instruct me to turn 
over our material to the Department of Justice for prosecution, I, 
of course, will have to do so. But I will do so unwillingly, and I 
want to serve notice both on the committee and on the Department of 

Justice that I will not do this unless I am specifically instructed to 
do it. 

I think that disposes of this matter, and we can go on with the 
testimony of the morning. 

We are very grateful to Comdr. Ralph B. Terrill, president of the 
board of the Nav y Federal Credit Union, and Mr. A Hussong, gen- 
eral manager of that credit union, for the great care which they have 

taken in preparing their testimony on this matter and their willing- 
ness to testify. 

I would appreciate it if they would both come forward and take 
seats at the long table. 

I understand copies of this testimony have been furnished to all 
members of the committee. 

Commander Terrell, I want to express my personal appreciation 
to you for the care and trouble that you have gone to in this matter. 
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STATEMENT OF COMDR. RALPH B. TERRILL, USN, PRESIDENT, 
BOARD OF DIRECTORS, NAVY FEDERAL CREDIT UNION 


Commander Trerrm. Thank you. We consider it a privilege to 
be here, sir. 

Senator Dovaras. I may say that the way in which these gentlemen 
have prepared their material, giving us the names of the Se 
and individuals involved under seal, which will be deposited in a 
safe but not mentioned in the public testimony, is tomy mind a perfect 
example of the principle which I am trying to establish. 

[ want tothank you for that as well. 

Will you proceed, Commander ? 

Commander Trrrm.. Mr. Chairman and members of the commit- 
tee, my name is Ralph B. Terrill, a commander in the U.S. Navy, 
currently assigned to the Bureau of Naval Weapons in the Main 
Navy Building here in Washington, D.C. 

With me, on my left, is Mr. Hussong, the general manager of the 
Navy Federal Credit Union. 

I was elected by the membership to the board of directors of the 
Navy Federal Credit Union in January 1959 for a 3-year period. On 
the 28th of January 1960 I was elected by the board of directors of 
this credit union to the position of president for a period of 1 year. 

It isin this capacity that I appear before you today. 

Senator Proxmire. Mr. Chairman, could I interrupt at this point? 

I wonder if the witness will tell us whether or not he has been 
authorized by any body to appear or whether his statement has been 
considered or approved by any group or whether he speaks in his 
capacity of president on the basis of his experience. 

Commander Trrritt. As I understand the question, Senator, it is: 
Has my testimony been cleared by the Navy Department? Is that 
correct ? 

Senator Proxmire. No, by the credit union. I do not mean the 
national credit union. I mean by your local board of directors or by 
any group of that kind. 

Commander Trrritt. I have cleared with my local board of di- 
rectors. 

Senator Proxmire. Thank you. 

Senator Dovcias. Proceed, Commander. 

Commander Trrrit. Thank you, sir. 

For the committee’s information, all elected officials of the Navy 
Federal Credit Union, except the treasurer, serve without compensa- 
tion and all meetings are held outside of regular duty hours. 

The Navy Feder al Credit Union is chartered by the Bureau of Fed- 
eral Credit Unions and is authorized to serve the Department of Navy 
civilian and military personnel in the metropolitan area of W ashing- 
ton, D.C., not currently eligible for membership in another credit 
union, other Department of Defense personnel in the Main Navy and 
Arlington Annex Buildings, all-commissioned and warrant officers of 
the U.S. Navy and Marine Cor ps, and naval aviation cadets wherever 
stationed, and all midshipmen at the U.S. Naval Academy in 
Annapolis. 

This field of membership incorporates approximately 118,000 peo- 
ple, 30,000 of whom are located in the metropolitan area of Washing- 
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ton, D.C., and 88,000 scattered throughout the 50 States, in U.S. 
territories and possessions, on board ships, and in foreign countries. 

Current membership is 27,500, with 12.300 local members and 
15,200 members outside of the local area. Between 500 and 600 new 
members are joining each month, the vast majority of whom are mili- 
tary personnel stationed outside of the metropolitan area of Wash- 
ington, D.C. 

Our interest in the proposed legislation arises from an intimate 
knowledge of the difficulty our members have experienced in evaluat- 
ing and comparing the costs of credit. The problem is not confined 
to any one geographical area, nor can it be categorized by rank, grade, 
economic status, or educational level. 

Senator Doucias. Commander, may I interrupt at this point? It 
is sometimes said this is a problem merely for the poor, that it is only 
the poor and the relatively ignorant who are taken in. I was in- 
terested by your statement that it seems to apply to the upper ranks 
and grades and to those with high levels of education as well as to 
those in the lower grades. 

Did I misunderstand you ? 

Commander Trrritzi. No, sir; I believe you did not, Mr. Chairman. 
My personal experience in the matter says if there is a correlation of 
ability or knowledge in this area it is not per se correlated with an 
educational or social level or so forth. 

Senator Doveras. In other words, you found this applied to officers 
as well as to enlisted men ? 

Commander Trrrix. It is my complete personal belief in this 
nn that many, many officers, particularly of lieutenant grade, 

jg) grade, perhaps even young lieutenant commanders, have a great 
- »al of misinformation. 

Senator Dovetas. It applies to lieutenant commanders—this diffi- 
culty ? 

Commander Territy. Yes, sir. 

Senator Dovetas. Did you ever find an admiral? 

Commander Territt. I am not privileged to speak to admirals on 
that point. 

Senator Dovetas. Go ahead. 

Senator Proxmrme. If I may pursue this for just one question— 
as I understand it, your credit union represents officers of the Navy? 

Commander Trrriti. Yes, sir; that is correct. 

Senator Proxmire. It does not represent enlisted personnel? Is 
that. correct? 

Commander Trrriiw. It represents officers with the fleet. It repre- 
sents enlisted men who may be eligible for field membership who 
are serving in Washington only. 

Senator Proxmirr. I see. 

Commander Terri. Instead, their difficulty seems to arise from 
the fact that charges for credit are established and expressed in @ 
myriad of ways, many similar in appearance but totally different 
in resulting charges. 

For instance, an installment loan of $100 at 6 percent per year, 
depending upon whether the 6 percent. is applied on an add-on, dis- 


count, or simple interest basis, could result in base charges of $6, 
$6.39 or $3.25. 
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Mr. Hussong, our general manager, will discuss the technical as- 
pects of this problem during his testimony. I mention it here only 
to illustrate one phase of the difficulties confronting our members 
in their attempt to compare or evaluate costs of credit. 

When charges for credit are also expressed in terms of fixed costs 
such as carrying charges, service charges, fees, insurance, etc., the 
problem is compounded to a point where it is virtually impossible 
for the average person to establish factual comparisons. 

Prior to my election as president of the Navy Federal Credit Union 
and assignment to Washington, D.C., I served as either executive 
officer or commanding officer of U.S. fleet units for a period of some 
13 years. 

Senator Dovetas. In other words, you have been a “sea” Navy 
man ? 

Commander Trrriti. I am a seagoing Navy man; yes, sir. 

Senator Dovucias. Good. That is an added qualification. 

Commander Trrritt. Thank you, sir. 

As a result of this experience, I feel that I have an intimate un- 
derstanding of the problems of the officers and men of the fleet. A 
significant cause of difficulties is personal problems existing or having 
been created on the beach. 

One of the important causes of trouble is the unwise use of credit 
occasioned by the misunderstanding of actual costs involved and the 
resulting personal financial crisis. I feel that this bill has promise of 
effectively helping fleet personnel to make better financial decisions. 

My experience indicates nothing less than an astonishing lack of 
understanding of interest rates and carrying charges by fleet person- 
nel. This lack of understanding exists, in my opinion, without regard 
to education or rank. To an extent, this confusion and lack of under- 
standing has been fostered by those who profit because of it. 

In addition to the basic difficulty of reducing the polyglot interest 
and finance charges to a emanate basis, another disrupting effect 
of the lack of a common denominator is the natural tendency, and 
oftentimes the necessity, of people to obligate themselves on the basis 
of convenience or immediate need rather than cost. 

With military personnel this is a particularly serious problem, as 
many of their credit obligations are created as a result of emergency 
situations. Sudden transfer to a new assignment is a good example. 

Furthermore, as the service wife usually has to assume the responsi- 
bility of the family budget and finances, these good ladies are often 
less qualified than the serviceman to evaluate the costs of credit, and, 
even if they could, the urgency of the situation usually does not per- 
mit them the time to do so. 

Consequently, the serviceman generally accepts the charges levied 
by the first organization willing to extend credit without regard to 
cost. 

Finally, because the serviceman is reassigned about every 3 years, 
he is constantly confronted with the problem of establishing credit 
in new locations. As a result, a considerable portion of his personal 
and consumer purchasing indebtedness is established through the 
mails. Here again, the advertisements in newspapers and magazines 
or in direct mail solicitations seldom contain any indication of the 
actual total costs of the personal loans or time purchase plans offered. 
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With direct reference to S. 2755, and to the preamble in particu- 
lar, this bill would, in my opinion, very definitely assist in this pro- 
motion of economic stabilization for the following reasons. 

First, the requirement that the amount of total charges for credit 
be clearly identified would tend to deter many people from committing 
themselves to unnecessary obligations, part dane when these charges 
are seen in a direct dollar relationship to the principal obligation. 
For instance, many people would probably delay the purchase of a 
$216.67 television if they realized the advertised “Nothing down and 
$5 per week” was actually $216.67 plus $43.33 finance charges. 

Sahar Doveras. Of course, d ommander, you realize it is not the 
purpose of this bill to discourage installment sales. It is merely the 
purpose that the buyer or borrower may know what he is paying. 

ommander Trerrity. Yes, sir, I do understand this, aA I am not 
opposed to credit. 

Senator Doua.as. I understand. 

Commander Trrruw. This can be quite appealing, so long as a per- 
son knows what he is doing. 

Secondly, the requirement to express the total amount of all charges 
incident to the credit transactions in terms of a simple rate per annum 
would provide a factual and simple means of comparing the costs of 
credit from the various sources available for the transaction. This 
would tend to discourage many of the exorbitant charges and ques- 
tionable practices that currently inflate the cost of credit. sometimes 
beyond its legitimate relationship to the product purchased or the 
service rendered. 

For these reasons, we support this bill. We believe, however, that 
the intent of S. 2755 could be further promoted if it required all ad- 
vertisements or other solicitations for credit to include, at a rate, the 
percentage that the total charges for credit bears to the outstanding 
principal obligation or unpaid balance in terms of simple interest. 

Senator Doue.as. In other words, you believe this bill should apply 
to advertisements, which it does not do in its present form? 

Commander Territt. Yes, sir. That is correct. 

This requirement would have a deterring effect on so-called bait 
advertising and would eliminate to a considerable extent the need 
for personal contact to gain information essential for comparisons. 
This is particularly desirable at times when prompt credit is needed. 

We would also suggest the careful consideration of the need for a 
further stipulation that would require the disclosure of all rights 
or the absence of the right to repay the credit obligation in whole or in 
part prior to maturity. Current trade practices regarding prepay- 
ments and rebates are as varied and as confusing as the credit. charges 
themselves and have created fertile ground for many inequities. 

For example, the debtor is frequently encouraged to extend his 
payments to maximum maturities under the guise of “easy pay- 
ments.” The attending larger charges then become an inseparable 
part of the indebtedness and no credit is allowed for prepayment. 
It appears to us that such a condition should be fully disclosed prior 
to the consummation of the transaction. 

On the other hand, if allowance is to be made for a reduction of the 
total costs of credit in the event of prepayment, the terms and condi- 
tions of the adjustment should also S Taclaned. 
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Thus, with the requirement to disclose (1) total amount of finance 
charges, (2) the percentage that such amount bears to the principal 
obligation or unpaid balance, expressed in terms of simple annual 
interest, and (3) the reduction or the absence of a reduction in the 
amount of finance charges which would accrue to the debtor in the 
event of prepayment the average credit seeker could judiciously weigh 
not only the comparative base costs of credit offered but the net costs 
of each in the event of prepayment. 

Senator Doveias. You make me astonished at my own moderation 
now, Commander. You are urging that this bill include a statement 
or requirement that the reduction because of prepayment also be in- 
cluded, that there be a public statement as to whether or not there 
is a reduction for prepayment included ? 

Commander Terrritu. Yes, sir. That is correct. 

Senator Doue.as. The bill in its present form does not include this. 

Commander Trrriti. Yes, sir. That is correct. That would be 
a modification. 

Senator Doveras. This is a very unusual position for me to be 
placed in. I think I must be an apostle of moderation. Go ahead, 
please. 

Commander TrerriLt. In summary, I feel that enactment of S. 2755 
would be a major step toward economic stability. Much of the con- 
suming panne is currently saddled with exorbitant and unrealistic 
charges bearing little or no relationship to the actual costs or risk in- 
volved. This is possible, and to some extent encouraged, by the lack 
of a universal standard whereby the average debtor can compare or 
evaluate costs of credit. This bill furnishes such a standard and 
requires its universal application. 

Mr. Chairman and Senators, I appreciate the opportunity to testify 
in favor of S. 2755. I feel that such legislation is long overdue. 
And, for the 27,000 members of the Navy Federal Credit Union 
throughout the world, I urge you to report favorably on the bill and 
to work for its speedy enactment. 

Mr. Hussong, in his testimony, will review a dossier of case histories 
from our files. These are presented as evidence of the need for legis- 
lation such as is now under consideration. 

This concludes my testimony, but I will be happy to answer any 
questions you may have. 

Thank you very much. 

Senator Dovenas. The chair will hold up asking any further ques- 
tions and suggests to the members of the committee that we hold up 
any further questions until after Mr. Hussong testifies, so that the 
two testimonies can be taken as an integral whole. 

But I do not want to discriminate against any member of the com- 
mittee, because I certainly asked a few questions myself. So if the 
Senator from Connecticut wishes to ask any questions 

Senator Busu. No, thank you, sir. 

Senator Doveias. Thank you very much, Commander. 

Commander Trrritit. Thank you, sir. 

Senator Dove.as. Mr. Hussong, will you testify ? 
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STATEMENT OF WILLIAM A. HUSSONG, GENERAL MANAGER, 
NAVY FEDERAL CREDIT UNION 


Mr. Hussone. Thank you, Mr. Chairman. 

For the record, my name is William A. Hussong. I am the general 
manager of the "Navy Federal Credit Union and have headed the 
professional staff of this credit union since November 1951. Prior 
to that time I was associated with the Railway Employees Federal 
Credit Union in Washington, D.C. I assisted in the organization 
of this credit union in 1946, serving first as a volunteer treasurer 
and a member of its board of directors and later as its full-time 
salaried manager. 

Previous to my credit union association, I was employed as a rail- 
way labor representative by the International Brotherhood of Elec- 
trical Workers and by the Railway Employees’ Department of the 
American Federation of Labor. Thus, for almost 20 years, I have 
been constantly concerned with sroblems directly related to matters 
of personal finances and have lama a substantial portion of my 

career to the analysis and solution of these problems. 

This “firing line” experience has permitted, and in many instances 
required, the detailed review and analysis of thousands of case his- 
tories of credit transactions involving hardships resulting from usury, 
fraud, misrepresentation, misunderstanding, poor judgment, and so 
forth. 

If it is agreeable with the committee, I would like to skip through 
my prepared statement, as I understand it will be included in the 
record. 

Senator Doveias. Your whole statement will be printed in the rec- 
ord, but I think it especially important that you cover the subject 
pretty thoroughly. 

Mr. Hussone. Thank you, sir. 

' My 20 years’ experience in the field of consumer credit. has led me 
to conclude that the vast majority of the problems involving credit 
has resulted from: 

(1) The debtor’s ignorance of the actual and comparative alter- 
nate costs of credit; 

(2) The urgency of the need for credit; and 

(3) Combinations of both. 

Ignorance in matters of credit appears to have little relationship 
to the average individual’s level of intelligence or his degree of educa- 
tion with one minor but to me rather startling exception. In urban 
areas, persons in educated medium-income groups seem to be less cog- 
nizant of the comparative costs of credit than are persons in less 
educated low-income groups. 

Senator Douexas. I wonder if you would repeat that? You mean 
low-income people know more about the costs than the medium-income 
people? 

Mr. Hussone. The medium and the higher income, yes, sir. 

Senator Dovcias. The low-income people know more about costs 
than medium- and high-income people ? 

' Mr. Hussone. Well, let me phrase it this way, Senator: They are 
more aware of the costs. They may not know the exact rate of inter- 
est or the exact dollar charge, but because credit is such a significant 
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part of their total income, they are very much aware of the costs of 
credit. 

Senator Dovucias. Just continue. 

Mr. Hussone. Thank you, sir. 

There are two reasons for this apparent incongruity. The educated 
person, while generally proficient in calculations involving rates of 
simple interest, has difficulty recognizing, let alone analyzing, the per- 
verted rates spaw ned by the credit industry. 

On the other hand, the less educated, low-income person, because of 
the frequency of his contacts with credit merchants and because.the 
total of his “easy payments” usually represent a substantial portion 
of his pay check, instinctively seems to have a greater awareness of 
credit cost. In his words, “he knows when he is being took,” but he 
cannot say why or for how much. 

By credit ignorance I therefore refer to the fact that the average 
person is either blissfully unaware of the price he actually pays for 
credit, or he is so confused by the kaleidoscopic language and prac- 
tices of the credit industry as to be incapable of sound judgment. 

Credit ignorance is also related to the tendency of most consumers 
to be more concerned with the product or service under consideration 
than with the size of the payments to be made or the cost of the credit 
involved. As a result, the consumer is more likely to evaluate the 
value of a “time payment plan” in terms of convenience rather than in 
terms of actual cost. 

This is particularly true when urgency is involved. Credit ignor- 
ance is, therefore, closely associated with basic human motivations as 
well as with the complexities of the credit industry. 

This combination of complex credit practices and human weaknesses 
has provided many opportunities for unscrupulous credit merchants 
to profit at the expense of the uninformed consumer. 

To illustrate this point, I have set up a hypothetical situation with 
myself as the credit seeker. Using actual contracts, I have attempted 
to translate each offering of credit into terms of simple annual interest 
to show the wide divergency in the actual costs of credit available and 
to illustrate the hardships which may be imposed upon the consumer. 

The examples used, as well as those that follow, are all supported by 
original documents or photocopies of the originals, documents which 
have previously been furnished the committee. These exhibits are 
coded NFCU in primary numerical sequence and secondary alpha- 
betical sequence. 

Senator Dovetas. These will be kept confidential unless challenged. 

Mr. Hussona. Thank you, sir. 

In this hypothetical situation I have placed myself in the position 
of a credit seeker in search of financing for a new or used car: My 
automobile is in pretty bad shape. It’s late fall and I’d like to trade it 
in for either a new or used car before winter. 

My first step was to call ona ne auto dealer. 

In the first exhibit, in case No. 1 (NFCU-1), I was furnished with 
a brochure which set forth a series of figures. The narrative in the 
brochure told me to “study the figures carefully,” as “they can save 
you hundreds of dollars.” Well, “this may be so, but a little arith- 
metic showed me that the simple annual rate would have been about 
25 percent for 18 months and 28 percent for 36 months. 
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In this case, insurance was included. However, there was no way 
of determining how much or what kinds of insurance was included 
or the actual cost of the insurance. 

Calls on other franchised dealers were just as confusing, as their 
offerings defied comparison until reduced to terms of simple annual 
interest. This is iltust rated by the following finance contracts in- 
volved. 

NFCU-2—of a national auto finance company—12 percent simple 
interest. 

NFCU-3—of a national auto finance company—12 percent simple 
interest. 

NFCU—-4— of a local bank—914 percent simple interest. 

NFCU-5A—of a local bank—19 percent simple interest. 

The significance here is that the newspaper advertisement that oc- 
casioned my call on the case No. 5 carried a “No Money Down” offer 
in bold, black type; 134 inches high, and that this loan carried the 
highest rate. 

Senator Doueras. That is the 19 percent simple interest ? 

Mr. Hussone. The 19 percent simple interest offering was for a “no 
money down” loan. 

Now, my next call, to continue the hypothetical case, was on a non- 
franchised dealer, and I would like to read this very carefully. 

As the newspaper ads of the nonfranchised dealers offered to sell 
allegedly comparable cars at prices below those advertised by the 
franchised dealers, I called on them. Here again, it was necessary to 
reduce the costs of financing to terms of simple annual interest before 
factual comparisons could be made. In some instances, however, this 
was virtually impossible. 

For example, case 6 shows a contract calling for $426 finance charges 
(actually $429 because of an error in addition) on a principal bal- 

‘ance of $795. This made the total obligation $1,280. Payments were 
to be $43 per month for the first 20 months and $60 per month for 
the remaining 7 months. Only a competent mathematician could 
compute the actual simple annual rate for the term of this contract. 
My figures indicated about 40 percent. 

Case 7 illustrates another example of the same problem: More ex- 
pensive than before but easier to translate into terms of simple in- 
terest because no payments except the last were made against the 
principal. In this case, $187.65 was charged to finance $300. Monthly 
payments of $15 were to be made for 11 months followed by one pay- 
ment of $322.65 or $22.65 more than the original obligation. The 
simple annual rate carried by this transaction was about 6214 percent. 

Senator Busu. Does that include insurance? 

Mr. Hussone. Yes, sir; it did. 

Senator Busu. It includes msurance ? 

Mr. Hussone. Yes, sir. 

Senator Proxmire. May I ask if it was credit insurance? 

Mr. Hussone. I will have to check the record for that. I do not 
believe so. 

No, sir. It did not include credit insurance in this case. 

Senator Proxmire. Collision insurance? 
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Mr. Hussone. I do not know what kind. It was automobile in- 
surance, so it could have been liability, collision, property damage. 
I do not know, sir. 

Senator Busu. Was it life insurance? 

Mr. Hussone. Nolifeinsurance. No, sir. 

Other finance plans offered by nonfranchised dealers are illustrated 
by cases 8, 9, and 10 where the simple annual rates charged vary from 
36 percent per year to 56 percent per year. As a group, I have 
found finance charges made by nonfranchised dealers are always 
higher than those made by franchised dealers. It is for this reason 
that the cars are sold for less. I use the word “sold” advisedly, be- 
‘ause the total cost including financing is actually greater. 

Senator Dovetas. But the principal is less? 

Mr. Hussone. Sir? 

Senator Douetas. The principal charge is less ? 

Mr. Hussone. That is right. The advertised car price is less, but 
the total price after time payments is greater. 

By this time I had been offered contracts involving rates of interest 
that varied from a low of 914 percent per annum to a high of 621% 
percent per annum. Had I not taken the time to compute and com- 
pare these rates, I could have signed any one of these contracts with 
the firm conviction that I had made a “good deal.” 

As it is possible to finance automobiles by direct loans from finance 
companies and other institutions, I next called on a finance company 
to whom I was currently indebted and one that makes loans by mail 
throughout the United States. As its offices were in Maryland and 
because I needed more than $300, its rates for the amount I requested 
were regulated by the Maryland industrial finance law—a law typical 
of those currently in effect in many States. These laws, while they 
effectively establish maximum charges, are extremely difficult for the 
average person to interpret or to convert these charges into terms of 
total cost or annual simple interest rates. 

Therefore, even though this law was stated on the reverse side of 
the statement of transaction submitted as case 11, I had difficulty 
translating the legal verbiage into meaningful figures. 

Case 11 does, however, illustrate how the total charges were com- 
piled. I have set the amounts down here in reverse order for pur- 
poses of clarification. 

At the time I considered this transaction, my unpaid balance, in- 
cluding charges that had been added, was $245. 

Because I was, in effect, prepaying this balance, I was allowed a 
rebate of $11.06. This left a net balance, prior to the new loan, of 
$233.94. 

I received in cash $195.02, which, when added to the $233.94, made 
the principal amount I borrowed $428.96. 

The following charges were added : $7.14 for life insurance, a serv- 
ice charge of $19.60, and interest at 6 percent per annum on $490 in 
the amount of $34.30. 

Senator Doveras. Mr. Hussong, was there any indication of what 
service was provided for the service charge of $19.60? 

Mr. Hussona. No, sir, other than the fact that service charges are 
permitted under the Maryland industrial finance law. What services 
are performed I have no idea, sir. I know of none. 
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Senator Doveias. You know of no services? Do I understand the 
answer to be that you know of no services for which the $19.60 was 
charged ? 

Mr. Hussone. That is true, sir. 

Senator Busu. Mr. Chairman, may I ask a question? 

Senator Douc.as. Oh, certainly. 

Senator Busu. This type of loan is made under the Uniform 
Small Loan Act I presume. Is it not likely that the service charges 
are made to cover the collection charges ? 

These people have to come in month by month to make their pay” 
ments, and they do, and if they are behind in it for a few days 
whatever, then the company calls them up and says, “You are behind. 
You must come in.” 

My impression from a good many years ago is that this is what they 

call the service charge. 

Is that your impression ? 

Mr. Hussone. Well, sir, I am a little confused, because the levying 
of a service charge in addition to an interest charge on an installment 
loan contract is rather unusual in the trade as such. 

While service charges are permitted by some State laws, normally 
either the interest charge or the carrying charge is set high enough to 
include the costs of collection, the costs of handling the transaction as 
payments come in, etc. 

The point I am raising here is that under the Maryland law two 
charges are combined, one of 6 percent and another as a service charge. 
This is very confusmg to the borrower. I have talked with thousands 
of people and have asked them directly, “What charge do you pay 
for loans in Maryland over $3002” The most common answer is 
“6 percent.” ‘That is their impression. 

Senator Proxmire. Could I ask a question, Mr. Chairman? I do 
not want to prolong the questioning. I realize you want to get through 
so we can ask questions more systematically afterwards. But in your 
own experience as general manager of the Navy Federal credit. union 
one of your principal occupations is to loan money and collect it, I 
presume, or at least your organization does this. 

Mr. Hussone. That is right, sir. 

Senator Proxmire. Do you have any experience with some kind of a 

segregated service charge that would amount to something in addition 
to the interest ? 

Mr. Hussonca. Senator, I have basically no objection to any legiti- 
mate charge, and I am not qualified to say what legitimate is. This 
depends on the lending institution. 

My concern is with the method of computing the charges involved 
and with the complicated procedures used by the lending i institutions. 

If additional charges are necessary to make a reasonable profit, then 
all charges should be lumped in one sum called 12 percent or 16 
percent or 1324 percent, because the sum total always amounts to a 
dollar cost for a fixed amount borrowed. 

Senator Proxmire. I see. Thank you. 

Senator Doveras. Please go ahead. 

Mr. Hussone. Thank you. 

Using these figures, I determined that the actual rate, in terms of 
simple annual interest, was 22.8 percent with life insurance and 20.1 
percent without life insurance. 
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To me this is an excellent example of the ease with which the average 
borrower may be misled in his search for credit. 

The 6-percent annual rate as stated on the statement of transaction 
could mean many things. In this case, a careful reading of the law 
revealed that it meant one-half of 1 percent per month for the number 
of months contracted for and applied against the total of all con- 
tractual indebtedness. 

The other unusual aspect of this case is 

Senator Busu. In other words, although the unpaid balance is 
going down all the time, they are charging 6 percent per annum on 
the total amount until the whole loan is paid ¢ 

Mr. Hussone. No, sir; this was the charge that was established at 
the time the loan was made and added as a finance charge, and then 
the total amount of $490 was liquidated in even installments. 

The 6-percent per annum rate as stated in the statement of trans- 
action could also be interpreted to mean the percentage to be applied 
against the amount financed and added to the total indebtedness or 
it could mean a charge of one-half of 1 percent per month would be 
applied against the decreasing principal balance. 

Further, because of the manner in which the 6 percent is sary 
and because it represents only a portion of the total charges invo 
the prominence accorded this rate is quite misleading. This is not a 
6-percent loan, as many people have been led to believe, but a loan of 
13 percent at the add-on or discount rate or over 20 percent in terms 
of simple annual interest. Here is a typical example of what I call 
the 6-percent shell game. Only the manipulator knows for sure which 
shell, if any, covers ‘the pea. 

To some people, 6 percent is only 1 percent more than they are 
paying on their home mortgage. Actually, it is closer to 12 percent, 
or twice the rate they thought they were paying. This conclusion is 
supported by the court Ford Motor Compan y Vv. Federal Trade Com- 
mission (120 F. 2d 175, 6 Cir. 1941) aan; in a case involving a 6 
percent plan of financing, it stated in part: 

The average individual does not make, and often is incapable of making, 
minute calculations to determine the cost of property purchased on the deferred 
payment: plan. 

Continuing with my hypothetical search for credit, contacts with 
other lending institutions of the type previously mentioned resulted in 
comparable credit offerings. While some of these organizations re- 
stricted their service to local clients, a substantial number, particularly 
those who had offices or affiliates in other States, emphasized the fact 
that they also did business by mail. Case 12 supports this conclusion. 

But the point that I am trying to make is that the 6 percent was 
computed on the basis of the $490, and the $490 includes the 6 percent. 

Senator Busnu. Yes, that is clear there. But is it not also true that 
the 6 percent is applied to $490? If it is a 3-year loan, a 36-month 
loan, it isapplied to it three times? 

Mr. Hussone. That is right, sir. It is applied at the rate of one- 
half of 1 percent per month for the full term of the loan. 

Senator Busn. Although that loan is going to be paid down, down, 
down ¢ 

Mr. Hussona. That is correct. 
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Senator Busy. But the interest rate remains constant, 6 percent, 
on the original amount of the loan? 

Mr. Hussone. On the original amount. You are exactly right, sir. 

Senator Busu. That is where they hook you. 

Senator Dovatas. Yes. 

Continue, please. 

Mr. Hussone. In this case the total loan included the amount of 
cash borrowed, service charges, life insurance, and the amount of 
interest added. Thus, interest was charged for interest and for carry- 
ing charges as well as for life insurance premiums and for the use of 
the money actually advanced. This 6 percent, as it is applied to this 
transaction, is what I call a piggyback rate, a rate that plants a second- 
ary charge on the back of primary charges. 

This led me to consider the possibility of borrowing by mail. Case 
13 consists of actual ads in one issue of a weekly newspaper with 
national circulation. One ad carried a repayment schedule which 
coincided exactly with rates quoted locally. Another quoted “low 
bank rates” without further identification. One of the remaining 
seven was the same organization whose plan was reviewed in case 11. 

(Norr.—As all of these plans seemed to be available locally, I sub- 
mit this exhibit only to illustrate the availability of credit by mail 
and the absence of factual information relating to the charges in- 
volved. ) 

My next stop took me into the areas served by banks, primarily 
commercial banks. Because of the fact that payment schedules of 
bank loans frequently appeared in the newspapers and in direct mail 
promotion, I thought I might save time by comparing the costs as 
shown in these charts. 

This proved to be no simple task, as illustrated by case 14, because 
there was little or no consistency in the manner in which the charts 
were organized. 

For instance, had I desired to determine the cost of $500 for 18 
months, only 1, case 14A, of the 6 charts furnished by the 4 banks 
would have provided this information. The other charts showed 
$502.20, $499.41, $453.85, and $483.30 as the nearest comparable 
amount. 

However, when the charges for loans of these amounts and maturi- 
ties were reduced to terms of simple annual interest, the rates charged 
by these banks were very comparable—three at 14.8 and one at 13.9. 

Senator Dovatas. Percent? 

Mr. Hussone. Percent per annum in terms of simple interest. All 
included life insurance. 

Another very interesting fact developed from the conversion of the 
charges to basic rates. In one table, a loan of $1,000 for 18 months 
carried a simple annual rate of 14.8 percent. However, when the 
maturity of this loan was increased to 36 months, the annual simple 
interest rate jumped to 17.2 percent. 

There are also some banks advertising—there were several years 
ago and, as I have not rechecked within the last 18 months, some of 

_ this information may be dated, particularly in view of the fact that 
interest rates have hardened up, but this was the situation that did 
exist 18 months ago— when 3 percent loans were advertised mostly 
by word of mouth. We found on investigation that the 3 percent 
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rate was actually a 6-percent add-on rate, and that the borrower had 
to meet. certain basic criteria. For instance, life insurance and auto- 
mobile insurance had to be purchased. Minimum downpayments of 
at third to a half had to be made. The borrower or the potential bor- 
rower had to live in the community served by the bank, and so forth. 

So it was generally not a rate that was available to the average 
credit seeker. 

There are also other plans of financing and other sources of credit 
available. One is the single-payment loan from banks where one- 
payment personal and collateral loans were available to persons of top 
credit ratings. In this case the borrower signs a note for a limited 
period of time, usually 3 to 6 months, and repays the amount actually 
received in cash plus interest computed at a simple interest rate on 
a 360-day per year basis. 

Insurance companies make similar loans in the amount of the cash 
value of an insurance policy. Interest is charged at simple annual 
interest rates on unpaid balances until the loan is paid in full. Fre- 
quency and amounts of payments are controlled by the borrower. 

Senator Douctas. Mr. Hussong, this case seems to stick out. It 
seems to be the only case we have heard of thus far where the bor- 
rower can get a statement of his charges in terms of the annual simple 
interest. Am I correct on that? 

Mr. Hvussone. Yes, sir. The single-payment loan from a bank, on 
signature or collateral such as shares or savings, or from insurance 
companies against the cash surrender value of a policy. That is cor- 
rect, sir. 

Senator Doveias. And this would be in conformity with the bill 
which is now before us? 

Mr. Hussone. It would be, sir. 

Senator Doveuas. I think this should be emphasized too, because 
we want to point out that there are some tirms, some concerns, which 
are already voluntarily complying with the principle which we are 
trying to establish. 

Mr. Hussone. That is correct, sir. 

Senator Dove.as. Would you proceed ? 

Mr. Hvssone. Thank you. 

Another rather large source of consumer credit. is the retail stores, 
smal] loan companies, credit unions, and other financing companies or 
financial organizations that offer plans at rates of interest on the “un- 
paid balance per month” basis. These plans offer time purchases and 
loans to customers and members (of credit unions) at rates of simple 
monthly interest applied against monthly unpaid balances. This 
monthly rate is easily converted to an annual rate by multiplying by 
12. Case 15 illustrates four retail store plans and the basic credit union 
plan. 

Senator Dove.as. What are your rates, Mr. Hussong ? 

Mr. Hvussone. In our credit union ? 

Senator Dovetas. Yes. 

Mr. Hossone. Three-quarters of 1 percent per month on the unpaid 
balance, which amounts to 9 percent per year true interest, including 
all charges. 

Senator Proxmire. Could I ask a question at this point ? 

Senator Dovctas. Yes. 
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Senator Proxmire. Is it not true in other sections it has been as 
high as 1 percent per month / 

Mr. Hussone. Oh, yes, it is, sir. 

Senator Proxmire. Is that not more common’ Twelve percent a 
year’ Isthat not a more common practice throughout the country / 

Mr. Hussonc. Very much so: ves, sir. 

Senator Busi:. The rates in the credit unions, if I may inquire, Mr. 
Chairman, are established to cover their expenses and that is about all / 

Mr. Hussonc. That is right, sir. And, of course, one of the reasons 
for our low expense is that. gentlemen like Commander Terrill devote 
untold hours of their own time for which they receive no compensa- 
tion. 

Senator Dovatas. Is it not also true that so far as the Federal credit 
unions are concerned which operate under the Federal credit union 
law, that this interest rate includes all service charges and that there 
are no additional service charges or life insurance charges which are 
imposed upon the borrower! Isthat not true? 

Mr. Hussone. That is correct,sir. That is correct. 

Senator Doucias. That is very important to have in the record. 

Continue. 

Mr. Hussone. There is some confusion on the part of the consuming 
public in their credit dealings with a large segment of our department 
stores or our retail stores. This is because a number of the stores 
offer their customers the choice of several different. types of repay- 
ment plans and switch accounts back and forth between a “no charge” 
plan, which may require payment in full in 1 to 3 months, an im- 
mediate charge plan which may spread payments over 18 months, and 
a higher charge plan which may extend payments over 2 years or 
more, in accordance with the rapidity with which the customer liqui- 
dates his account. 

An example of this is the full-page newspaper advertisement sub- 
mitted as case 15A of a department store’s time purchase plans. 
Charges for credit are referred to as a “small service charge.” In 
terms of simple annual interest, this “small service charge” is actually 
18 percent for the 12-month plan but only 15 percent for the 24-month 
plan. This was an interesting development, as in one of the bank 
plans, in case 14, the loan for the longest maturity carried the highest 
interest rate. 

So there is no consistency in the rate versus time area either. 

By this time, in this hypothetical search for credit, I had been 
through a “wonderland of credit,” where percentages multiply and 
divide at will, where finance charges materialize on omaneul and 
fees are collected on the way out. Had I been required by an urgent 
need to accept credit from the most convenient source, I am sure that 
I would not have left this fairyland unscarred. 

This “credit wonderland” also had a few side attractions to which 
I will refer briefly. These are the sharp practices and rackets that 
not only inflate the costs of credit. but also impose enormous financial 
hardships on the debtor, particularly those who can least afford it. 

These include: 

(1) The balloon note. as illustrated in case 7, where, after 11 
monthly payments, the principal amount borrowed actually increased. 
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Senator Dove.as. You mean that your man was in a worse position 
at the end of 11 months than he was in the beginning? 

Mr. Hussone. That he was, sir. 

(2) The dealer’s practice of selling sales or installment contracts to 
banks and finance companies. 

I would like to make it very definitely clear that I am not ques- 
tioning this practice as it relates to the activities of reputable organ- 
izations. However, it does appear to add to the cost of credit and has 
definately been infiltrated by vicious rackets. 

For instance, it is common practice for many dealers to add a finance 
charge to the cost of the item brought, then sell the sales contract to a 
finance company, who in turn adds a service or other charge. Thus, 
the debtor is frequently not aware of the full cost he must pay for 
credit until advised by the finance company. 

Almost without exception, these finance companies and even banks 
give dealers a kickback or establish so-called dealer’s reserves. 

Senator Doveias. Mr. Hussong, I inquired of Mr. Nyborg yesterday 
whether he had any estimate as to the percentage of the kic kback which 
is thus given to the dealer, and he testitied he did not have this informa- 
tion as a matter of record. I wondered if in your investigations you 
have been able to find what the percentage of kickback commonly i is. 

Mr. Hussone. If I may refer to my file just a minute, sir; I believe 
I may be able to give you two States. This was in 1957. It may have 
been amended now. In the two States we know of, Ohio limits the 
“kickback” to 2 percent of the debt and Michigan to 20 percent of the 
total finance charge. 

Senator Dovetas. What about other States? 

Mr. Hussona. These are the only two I have factual information 
on, sir. 

Senator Dove.as. You do not know what rate, if any, is given in the 
Washington area ? 

Mr. Hussone. It is my personal opinion, and I am not a lawyer, 
sir, but it is my experience that there is no limit. The amount of the 
“kickback” is exactly what the traffic will bear. 

For instance, we have knowledge of contracts that were to be paid 
otf several days after they were negotiated with used car dealers. 
Finance charges involved were in the neighborhood of $300. They 
were sold to the finance company for a $200 override. So the profit 
to the dealer was $100. This is a 3314 percent “kickback.” And the 
costs in our estimation were exorbitant from the beginning to the end. 

But I do not believe there is any control over “kickbacks” in the 
Washington area. 

Senator Dovenas. Is this an actual case that you know of or a hypo- 
thetical case where the finance charges 

Mr. Hussone. This is hypothetical / 

Senator Doveias. Hypothetical ? 

Mr. Hvssone. But I know of actual cases that support this con- 
clusion, but this would require. going back and interrogating the 
individuals, sir. 

Senator Doveras. Is it your impression that in the Washington area 
that the dealer gets a kickback of approximately a third of the finance 
charge? Approximately athird? Frequently? 
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Mr. Hussona. Frequently. But. my overall opinion is that *kick- 
backs” are not controlled, but that the charges made for the honest 
refinancing or the amounts included in contracts that are purchased 
by reputable finance companies are within reason. But the ones that 
are not, the ones that are purchased by the racketeering finance com- 
panies from racketeering dealers, have no limit. whatsoever. 

Senator Doveras. Is this more common in the case of used cars than 
in the case of new cars ¢ 

Mr. Hussone. Yes, it is, sir: because new cars are normally sold 
through franchised dealers, and I have no evidence of any difficulty 
in that field. 

Senator Doveias. Thank you. Goahead. 

Mr. Hussone. Another eee is this: Should the debtor find the 
merchandise defective and complain to the finance company, he is 
referred back to the dealer who has already been paid and may have 
little interest in correcting the defect. An honest dealer will make the 
adjustment, but the only way to make the dishonest one meet this 
obligation is by court action. This most families cannot afford. 

(3) Bait advertising—such as “No Money Down,” “Low Bank 
Rates,” “No Carrying Charge,” “Our 6-Percent Plan.” “Name Your 
Own Terms,” “Free Service,” “Guaranteed Cash Reserve,” and so 
forth. Case 16 contains a few examples. These “come ons” are 
usually loaded with gimmicks camouflaged to make them palatable 
but which usually result in exorbitant charges. As most States do 
not regulate finance charges on time sales as they do on cash loans, 
the debtor has little or no protection against the charges made for 
credit except his own sense of values. 

Experience has shown the inadequacy of the individual in this 
area. The “No Money Down” come-on is one of the most vicious, 
as it usually results in people of small means signing two high-rate 
notes, one for the downpayment and another for the balance, with. pay- 
ments to be made on each. There are many variations of the “No 
Downpayment” package. 

For instance, a military officer’s “No Money Down 4-Percent Plan” 
was found to be 4 percent on the amount. borrowed as a downpayment 
and to be repaid in 3months. Actually this 4 percent is about 32 per- 
cent per year in terms of simple interest. 

Senator Busu. Mr. Chairman, may I interject? I have to go and 
I would like toask this. I will yield all the rest of my time. 

Senator Doveras. No, no, the Senator from Connecticut should 
take all the time he wants. 

Senator Busu. This credit union which you represent deals only 
with people in the District? Or does it bring you into contact with 
the other States ? 

Mr. Hussone. Well, as Commander Terrill stated in his statement, 
our credit union serves 

Senator Busn. A little louder, please. 

Mr. Hussone. Our credit union serves the civilian and military 
population of the Navy Department on the departmental level in 
Washington, D.C. 

And in addition to that, it serves all the officers in the Navy and 
Marine Corps—that is, the commissioned and warrant officers—world- 
wide. So our membership is extended throughout the 50 States—in 
fact, throughout the entire world. 
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Senator Busu. The reason I asked is I wanted to find out whether 
or not you are familiar with the States that do have laws that are sup- 
posed to do what this bill is designed to do and if you have any impres- 
sion about the effectiveness of these laws or the enforcement of these 
laws in the States. That is my question. 

Mr. Hussone. I have only a very basic awareness that such laws 
exist. I have no know ledge as to the effectiveness of the laws that do 
exist, sir. 

Senator Busu. You really do not know anything about that ? 

Mr. Hussonc. No, sir. 

Senator Busu. Thank you, sir. 

Senator Doveias. Continue. This is an officer we are discussing. 

Mr. Hussone. Again this is not substantiated by documentary. evi- 
dence because it was an oral conversation. 

Senator Doucias. But it involved an officer ? 

Mr. Hussone. It involved an officer. 

Senator Dovenas. Can you remember what rank ? 

Mr. Hvssone. I believe it was a first lieutenant in the Marine Corps, 
sir. 

Senator Dove.as. Continue. 

Mr. Hussone. However, for the record, the contract was not con- 
summated. It was an offering, not an actual credit transaction. 

Senator Dovetas. All right. 

Mr. Hussone. The remaining balance was to be financed at a rate 
of over 20 percent per year in terms of simple interest. 

Another example of bait advertising is case 16A. This is a direct 
mail ad stating in part: 


Only X Finance offers this free service. This service means we guarantee @ 
cash reserve of $750. * * * 


I am quoting now from their advertisement. 


Extra money is always available for shopping—paying bills—medical or 
dental care—or even to meet emergencies while traveling. You can have @ 
money guarantee account without using a penny of your own. There is ab 
solutely no cost except on the amount taken out and used. 

For example: 

You withdraw $100 now. Monthly repayment is only $6.72. 

You withdraw $300 now. Monthly repayment is only $20.16. 

You withdraw $750 now. Monthly repayment is only $42.77. 


In this example, neither the cost of credit nor the number of pay- 
ments could be determined by the credit seeker. Computation based 
on the State law showed the simple annual rate carried by the $100 
and $300 loans to be 36 percent, but the costs involved in the $750 loan 
defied analysis. However, many people are borrowing money for 
merchandise purchases at 36 percent when credit is readily available 
at retail stores at 18 percent, 12 percent and even less. 

Senator Doveras. And at your credit union for 9 percent ? 

Mr. Hussone. Yes, sir. 

But I would like to say, Senator, if you do not mind, I am appearing 
here really not asa representative of credit unions. 

Senator Doveras. I understand. 

Mr. Hvssone. Because our interest is in laying it on the line and let 
people make their own choice. 

Senator Doveras. I understand. 

Mr. Hussone. Thank you. 
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Why? Simply because they are unaware of the true costs of credit. 

Another ex: mmipie of a misleading ad is case 16D which advertises 
new cars for $1.25 a week in large black letters. Further down, in 
very fine print, is added: “* * * plus insurance and interest for the 
first 52 weeks.” Interest was quoted over the telephone at 6 percent 
add-on. However, even when the actual charge for interest was com- 
bined with charges for life insurance, auto insurance and service 
charges, it was still impossible to reduce the charges for credit to terms 
of simple annual interest because only $65 would be applied against 
the principal during the first year. 

Senator Dovetas. Do you have an estimate of what the cost of the 
new car would have been ? 

Mr. Hussone. May I mention the brand name of the car? 

Senator Doveias. Oh, yes, the brand name. That is all right. 

Mr. Hussone. It was a new Ford, and at that time Fords were 
selling for about $2,200, so with the downpay ment I imagine the total 
amount involved would have been $1,200 to $1,500. But it would be 
impossible to compute— 

Senator Doveias. When could this car ever be paid for? If only 
$65 was applied to the principal in a year and the obligation was 
$1,200, when could the man ever pay for the car? 

Mr. Hussone. I believe, Senator, the idea was to get the potential 
car owner into the sales room and then work out the financing on the 
basis of either a balloon note or by an upward adjustment of $1.25 
per week. 

Senator Dovetas, If my rough arithmetic is correct, it would take 
the man almost 20 years to pay for the car. And by that time the car 
would long since have been scrapped. 

Mr. Hussona. Well, you see, I think if you note the ad closely, it 
says $1.25 a week for the first 52 weeks. That is the gimmick. After 
the first year anything can happen. 

Senator Proxmie. The downpayment takes care of the depreci iation 
for the first year—the trade-in on the car. So the dealer is not in any 
danger at all. 

Mr. Hussone. That is right, sir. 

Senator Dovaxas. That is a very curious arrangement. 

Go ahead. 

Mr. Hussone. (4) The lack of regulations dealing with the rights 
of the debtor who desires to prepay his obligation. 

Here is another area, particularly with respect to consumer finance 
plans, that is almost devoid of effective regulation and one wherein 
the debtor is easy prey for the unscrupulous creditor. Prepayment, 
without a reasonable reduction in the total cost of credit, will inflate 
the rate charged to astronomical proportions. If no adjustment is 
to be made in the event of prepayment, the debtor is at least entitled 
to be made aware of this fact before he signs the contract. 

Case 17 is a reproduction of a contract in which $125.70 was charged 
to finance $378.75 for 15 months—a simple annual rate of’ almost 50 
percent per year. After signing the contract, the debtor realized that 
this charge was exorbitant and tried to pay it off. After considerable 
argument in which the debtor was represented by an attorney, the 
creditor agreed to release the debtor from his obligation but charged 
him $25 for the privilege. 
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Senator Doveras. In other words, in order to pay cash and dis- 
charge the obligation, he had to pay $25 for the privilege ? 

Mr. Hussone. For the privilege of paying it off; yes, sir. 

This resulted in a rate of 130 percent in terms of simple annual 
interest. 

Case 18 consists of personal letters and is presented to illustrate the 
difficulties even college graduates have in evaluating and discussing 
credit. The subject matter deals with allegedly exorbitant rates of 
interest charged naval aviation cadets and junior flying officers in 
Florida. Allare college graduates. 

Case 18A: The disciplinary officer of a naval aviation cadet bat- 
talion writes: 


As you are probably well aware, there is a tremendous volume of used and 
new car sales in this area and approximately 80 to 85 percent of the cadets sta- 
tioned here have cars financed through local agencies, many of which charge 
pretty exorbitant rates of interest * * *. 

Case 18B: A naval aviation cadet writes: 

I have already been taken as far as finance charges are concerned * * *. 

Case 18C: A second lieutenant, U.S. Marine Corps writes from 
California: 

I purchased the car last August as a cadet for $1,000 at 8 percent per year 
through X Investment Co., Pensacola, Fla. The total amount due back came to 


over $2,100. 

( Nore.—Charges in this case were $500. At 8 percent per year add- 
on interest, the interest charge for 36 months would be only $384. 
However, the total charge for 36 months at an 8- percent simple an- 
nual interest rate would have been $197.) 

Senator Dovetas. Can you make out what the actual interest rate 
was on this transaction ? 

Mr. Hussone. It would be in the neighborhood of 16 percent per 
vear plus the insurance, that is, the automobile insurance and other 
insurances, which I assume accounted for the difference between the 
$384 and $500 that was actually charged, so it would be 16 percent 
plus. 


Case 18D: A first lieutenant, U.S. Marine Corps, writes from 
Florida: 


* * * T am having the car financed by a bank the total interest for which 
($2,560) amounts to $498 for 36 months. 


(Nore ge amounts to a simple annual rate of about 12.6 
percent. ) 


Case 18E: A lieutenant, U.S. Navy, writes from Florida: 


I had finally received an accounting of my balance from X Discount Corp. to 


find that my net (balance owed less rebate for prepayment) was $150 higher 
than what I expected. 





Here are statements made by five persons, all college graduates, 
four of whom, in one way or another, reveal evidence ‘of basic mis- 
understandings of credit. The same four also have the “impression” 
that they had been overcharged for credit. A, because of his responsi- 
bility for the men in his command, expresses concern over their being 
charged what he considered ‘ ‘exorbitant rates.” The only effective 
way ‘he now has to advise his men as to what is exorbitant is an ana- 
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lyze each individual contract. How much more effective he could be 
if it were possible for him to just say, “Don’t pay more than X per- 
cent. If you do, you’re on your own and don’t expect any help from 
me.” 

B merely states that he had been “taken” insofar as finance charges 
are concerned. This is a typical reaction of many intelligent people 
when they take time to analyze the actual costs of their credit obliga- 
tions. 

C’s charges were much greater than were warranted by the risk, 
They were ‘apparently negotiated on the basis of an 8-percent annual 
rate which proved to be an “add on” or “discount” rate plus other 
charges rather than a simple interest rate. 

D’s charges were actually about the best he could do in that locality. 
But how could he know ? 

K’s difficulty developed when he attempted to prepay his debt and 
found that his rebate would be about $150 less than anticipated. 

Case 19 also consists of letters which reflect the writers’ misunder- 
standing of their credit transactions. Three of these letters also illus- 
trate the need to disclose rights of prepayment. 

Case 19A is from a lieutenant commander in the Medical Corps of 
the U.S. Navy. He writes from a fleet post office address on the west 
coast. He reviews a credit transaction in which his actual finance 
costs amount to 18.7 percent in terms of simple annual interest. He 
also states: 

When I offered to pay up ahead of schedule the manager of the company did not 
seem enthusiastic. Hée-gave many excuses for not furnishing me with figures 
showing how much I would save if I paid ahead of schedule. Indeed, he sug- 
gested my saving would not be substantial because by law they were required 
or permitted to keep money that in effect would be unearned interest. I don’t 


believe this. 

Case 19B is from a lieutenant in the Supply Corps of the U.S. Navy. 
He provides information showing that he obligated himself to a credit 
charge amounting to a simple ‘annual interest rate of 16.6 percent 
and that he has made six payments on a 36-month obligation. He also 
states, “I do not know the ‘payoff’ amount of this lien.” Here again, 
the need for a requirement to disclose prepayment privileges is 
indicated. 

Senator Doveras. A lieutenant in the Supply Corps generally has a 
good deal of information about business practices; is ‘that not true? 

Mr. Hussone. Yes, sir. 

Case 19C is from a second lieutenant in the U.S. Marine Corps who 
wrote froma fleet post office address on the west coast. He lists finance 
charges amounting to a simple interest rate of 14.6 percent and states, 
“Tt feel that the interest [ am paying on the loan is excessive.” 

Case 19D is from a lieutenant in the U.S. Navy who writes from 
Corpus Christi, Tex. The finance charges he lists amounts to a simple 
annual rate of 12.65 percent. He calls this a ** * * high rate of 
interest * * *,” 

Both these men feel that the “interest” they are paying is high. 
This may or may not be so but both confused “finance charges” with 

“interest.” This is the point of this illustration. 

It is this matter of semantics that leads to many hardships and 

misunderstandings. Interest charges, as such, are almost universally 
regulated and to charge “interest” at a rate in excess of that permitted 
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by law is considered usurious. On the other hand, finance charges are 
not so generally controlled. For this reason, many credit seekers 
tind themselves saddled with exorbitant finance charges which they 
innocently accepted, subconsciously confident that they were protected 
by law against usurious rates. 

Senator Doveias. This is very important, because it is really evi- 
dence to indicate that we should not content ourselves merely with re- 
quiring full disclosure on the interest rate but on the total of finance 
charges also translated into simple annual interest rates. 

Mr. Hussone. That is right, sir. 

Senator Doveras. Continue. 

Mr. Hussone. This false impression is frequently exploited by un- 
scrupulous finance companies who talk in terms of interest when dis- 
cussing finance charges but never include rates of interest in their 
contracts. 

Case 19E is from a lieutenant in the U.S. Navy on board ship in the 
Pacific. He quotes 6 percent as the charge of financing. Here, the 
financing is for a 3-year term, so the 6 percent is multiplied by 3, and 
the 18 percent is applied against $3,510, the amount to be financed. 

This results in a total charge for credit of $631.80 as the rate is 6 
percent per annum “add on.” At the 6 percent per annum “simple 
interest”” rate, the total charge for interest on $3,510 for 36 months 
would have been $324.68 or a difference of $307.12. 

Another statement made by this naval officer was, and I quote: 

The State of California requires the payment of $25 when paying off a car 
contract in advance so this would have to be included. 

This is most significant when related to A, who was not aware of 
this so-called requirement until he attempted to prepay his obligation. 

Of greater significance is the fact that both men have apparently 
been misled. The California law “permits” but does not require 
minimum or prepayment charges as these men were led to believe. 
The average debtor seeking to prepay his credit obligation usually has 
to rely on the integrity of his creditor for an equitable adjustment. 
However, in these two cases, both men used the word “required” in 
connection with a transaction that could only benefit their creditors. 

Case 20 is submitted as evidence of the concern we have had over 
the inabiilty of our members to protect themselves from credit abuses. 
This exhibit consists of copies of paid newspaper ads, informative 
brochures, and news bulletins and represents a sampling of our efforts 
to assist Navy and Marine Corps personnel in their credit transactions. 

Case 20A: Brochure, used car, “Buyer Beware.” 

Case 20B: Newspaper ad offering the above brochure free to all 
Navy and Marine Corps personnel. 

Case 20C: Newspaper ads re: “How Financing Costs Can Be 
Boosted.” 

Case 20D: Newspaper ads re: “Buying on Time.” 

Case 20E: Brochure—*Finance Charges and How To Watch 
Them.” r 

Case 20F: Brochure—‘How Much Does It Cost To Borrow 
Money ?” 

Case 20G: House organ—“Shop for Your Money.” 

Case 20H: House organ—* Don’t Be Fooled.” 

Case 201: Brochure—‘*How To Answer an Auto Dealer.” 
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Case 20.3: Brochure—*Three Rules To Help You Avoid Paying 
Too Much for Credit.” 

Case 20K: Brochure—*Don’t Get Stuck With Easy Credit.” 

Senator Doveras. In other words, you have spent a good deal of 
money, taken a good deal of time in order that members of the naval 
forces may know some of the traps and difficulties. 

What success have you had ¢ 

Mr. Hussone. May I continue, sir? 

Senator Dovenas. Yes. 

Mr. Hussone. Unfortunately, our educational efforts, like those of 
others, have met with little success. 

Senator Doveitas. Commander, do you want to comment on that? 

Commander Territt. No, sir. I just wanted to point out there was 
a comment on that to follow. 

Senator Doveias. Then you reinforce what Mr. Hussong is saying? 

Commander Trrrity. It is a difficult job. We cannot say that 
we have no success. We certainly try, and we are inion money 
on it, doing the best we can. But it is a trying experience to put 
across. Itisa difficult message to take to our people. 

Senator Doveras. Yes. Your statement is that you have had little 
success ? 

Commander Territt. I believe that is correct. 

Mr. Hvssone. The education of the consumer in the wise use of 
credit is a challenge many have accepted but none have accomplished. 
From time to time, public interest is aroused by the viciousness of 
certain local credit practices and the details of these “rackets” exposed 
to the consumer through press, radio, and television. Many labor 
unions and consumer organizations have distributed literature on the 
subject. Other groups, such as better business bureaus, are constantly 
engaged in attempts to protect the consuming public from credit 
abuses. 

Unfortunately, all such efforts to educate the consumer, while tem- 
porarily effective, soon become dated. Memories are short and new 
abuses appear to replace the old ones. 

Too late to be included in the testimony and the exhibits presented 
to the committee, is a case I would like to review because of its serious- 
ness and its particular significance in the field of home improvements. 

Senator Doveias. You will be careful not to reveal the name of the 
company involved ? 

Mr. Hussone. Yes, sir. 

Senator Doveras. But you will supply it for our records? 

Mr. Hussone. It will be supplied for your records, sir, if that is 
agreeable. 

Senator Doveras. Thank you. 

Mr. Hussone. This case involves an elderly man, and it did not 
come to the attention of the people that sent it to me until this gentle- 
man applied for retirement. He is 67 years old. And the reason 
he could not retire was because he was saddled with this debt. 

I would like to quote from his letter without using names. 

This man had contracted with an itinerant home improvement firm 
to make certain improvements on his home, a bathroom, a little paint- 
ing, and screens. The price agreed to was $2,650. He states: 


At the time I signed the estimate and agreement I was not informed that 
there would be an &8-percent interest charge on the unpaid balance which was 


= RE —L—L—L—$aeeoo 
5 » 





to be 
mont 
for hi 

In 


this 


that 
going 
will 1 

A 


oa 
and 
1s 
and 
do si 
I 
pay! 
I kn 
had 
a de 
N 
and 
and 
but 


add 





t 


CONSUMER CREDIT LABELING BILL 149 


to be paid at the rate of $25.50 per month, nor was I advised that 50 cents per 


month of the monthly payment was a bank charge for collecting the amount 
for him. 


I now find, after paying approximately $535.50— 
this is 21 payments at $25.50 each— 


that only $156.49 has been applied against the principal balance, the remainder 
going for interest. At the present rate of monthly payments | am informed it 
will take over 17 years to amortize the balance. 

Actually it is close to 18 years. 

I am 67 years old. I have two minor children residing with me, my wife, 
and a dependent sister-in-law who requires considerable medical attention. 

I am gainfully employed, now eligible for retirement under our pension plan, 
and could also qualify for a World War veteran’s pension. I feel reluctant to 
do so with such an obligation facing me. 

I have reason to believe that my normal life span will not see me through 
payment of this debt. If the interest were not so high possibly I could. Had 
I known that such a high rate of interest was being charged I would not have 
had this work done, much less sign my next 17 years away paying off such 
a debt. 

Now, the contract that was signed is on a form headed “Estimate 
and Agreement.” It is filled out with a total cash price of $2,650, 
and in the section headed “downpayment” there is a $200 figure, 
but instead of subtracting it, as would normally be expected, it was 
added to establish a total debt of $2,850. 

Senator Dovug.ias. I do not understand that. 

Mr. Hussone. In the downpayment section of the contract there 
is a $200 figure. May I submit the notarized file to the committee ? 

Senator Douetas. You mean the downpayment was not credited 
against the debt but was added to the debt? 

Mr. Hussone. It was added to the debt as a settlement charge. 

Senator Proxmire. You mean a $200 downpayment was made? 

Mr. Hussone. No, sir. He did not make a downpayment. There 
was no downpayment involved. It was a $200 fee charged for, as 
he says, closing charges, but it was placed in the contract in the line 
that calls for a downpayment. 

Senator Proxmire. He paid this $200? 

Mr. Hussone. He was charged with it. He has not paid it. It 
was added to his total indebtedness. 

Senator Proxmire. I see. 

Mr. Hussone. The $200 is probably the closing charges that. is 
referred to in the handwritten portion of the contract. On the line 
headed “Total Cash Price on Completion,” the sum of $2,850 appears. 
This is followed by— 
or in installment terms, to execute and deliver to contractor promissory note to 
his order in (blank) equal monthly installments of (blank) amount. Each pay- 
ment includes all interest and carrying charges. The first payment to be made on 
(blank). 

Note there are only three blanks. None of the three are filled in. 
There is no place in this contract to insert a rate of interest, just 
the amount of each payment, including all charges—all interest and 
carrying charges. 

He states in his letter that: 


; The attached agreement and estimate is the only instrument I have signed 
in connection with this deal. 
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While I am not certain whether he did or he did not sign another 
contract, I assume that. he did not. But the bank is charging him 
a fee of 50 cents per payment and is making collections on this con- 
tract. for the out-of-town creditor. 

Normally, when banks provide collection service they charge the 
creditor, not the debtor. Here, most significantly, the wording in 
the contract permits the charge, so his $25.50 payment to include 
the charge by the bank made to collect the $25. That would be 
applied against the interest and principal. 

Am I clear? 

Senator Dovetas. Yes. 

Mr. Hussone. This man could not possibly tell how many vears 
it would take him to pay this obligation. As this calculation calls 
for an annuity formula and the use of logarithms, for him this was 
impossible. 

Secondly. and for the same reason, he could not possibly know what 
the total amount of his interest and carrying charges would be. 

From my computations it appears that on his $9.6: 0 original in- 
debtedness he will pay. in about 18 years, $2,832.50. 

Senator Doveias. Would you repeat that ? 

Mr. Hussone. Yes, sir. On the principal indebtedness - $2 650, 
there will be added over the period of the next 18 years $2,832.50 for 
a total indebtedness of $5.482.50. 

The point is that this man could not possibly have known either 
how much interest he must pay or how long it would take him to pay 
this contract off. -- 

Here is a man, a World War veteran, who cannot retire because he 
is saddled with this contract. If he had known that putting screens 
and a bathroom in his house and doing a little bit of painting would 
cost him $2,832.50, I do not believe he would have ever signed that 
contract. 

Senator Dovenas. That is $2,800 in addition 

Senator Proxmire. I thought it was $5,400. 

Mr. Hvssone. It cost. him $5,400, but I am talking about the cost 
to finance the $2,650. which was $2.832.50. But putting it your way, 
Senator, is probably more meaningful. It would have been more 
meaningful to him if he had actually known that the total cost be 
$5,400 and not $2,650 to put these few screens and a bathroom in his 
house. I doubt seriously whether the house is worth much more than 
that, because I understand it is just a frame house in Jacksonville, 
Fla. 

Senator Doveras. Let the record show that I have inspected the 
»hotostatic copy of the documents in question, and the facts are as 

Mr. Hussong has stated them. 

Mr. Hvussonc. I would also like to point out in connection with 
this case that the area of home improvement certainly needs a dis- 

closure law. This case does not stand alone. Here are thousands 
of cases, about 6,800 cases. that FHA has listed by names of the 
dealers and individuals that are not eligible for FHA title I financ- 
ing. For every one listed in this book there are probably 25 more 
that never are publicized. And all of them have the same recourse 
to this type of improvement financing. They handle it themselves. 
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They handle it through gyp dealers. They handle it through small, 
usurious moneylenders. This isa very real problem. 

Senator Dovueias. It may be that we should go into this matter 
again in another connection. 

Mr. Hussone. Getting back to the problem of educating the con- 
sumer. The problem of educating the consumer to merely protect 
himself against credit abuse, let alone to make judicious credit deci- 
sions, will continue to defy solution so long as the subject remains 
complex and the text nebulous. The answer then is not to be found 
in further fruitless attempts to produce credit linguists, but to re- 
duce this polyglot subject to a common language, a language in which 
such terms as “rate,” “interest,” and “amount” mean the same thing 
to all people. 

I have reproduced a table that appeared in the Washington Star 
on December 2, 1957. 

(The table referred to follows :) 


Area interest rates 


What individuals typically pay for sales credit and short-term loans in the 
Washington area 


Loans by— ; Annual rate on 
Commercial banks: Loans secured by: unpaid balance? 
U.S. Government bonds: (percent) 
RNR ee a ee hb gt IAL 22 AM 5-6 
State, municipal bonds: 
De al a is a anh gti ches es ac cbalehenn ebb 5-6 
Common stocks: 
a caesarean aiqeuniabipiain 416-5 
Life insurance: 
errs ESS 225 oe) oe ee ee ee 5-6 
Savings accounts: 
I a a A ll pe 5-6 
Automobile loans: . 
Nee nN en ee eee tatr ticks ecoet 7-91, 
epee Sree ed roe 8 Se ee ee eae 7-11 
Peme smmaramens ome (60 2) 6 oes oe ec nl ena 9, 
Personal unsecured loans: 
cre nial co eechenink a renin ain eaten e 6-11 
Re nn en ee es ee eee ee 
Bosweenes Bune: Collateral leans: 2 oo. oc ne 5 
Tlie SnD ONTO he 8 est ce ed St es eee Seen, 75-6 
Sh i Cena ee Ta? 
Small loan companies : ‘ 
a ne ere mean areieg ime gminoweninemn 36 
i eines Ot oe ee kee 30 
I nh SO a ae 18 


Sales credit by— 
Department stores: 


muevaieie opeme Of Dumeee eee. ee 6-18 

Deferred’) payments: on: “senhences. .. 2). ee __._ 16-18 
Appliance, furniture and ether stores... «~~ 18 
i ai intense omega 11 
Automobile dealers: 

Nee nnn eee ee is caiccehe cee oem ic ade 1014-12 

ee a ee eee see Fe ee oaieee 11-20 


1This must not be confused with an add-on or discount rate: the latter rates are com- 
puted on the face amount of the note, even though the outstanding balance declines. 

2? Depends on policy ; some old policies provide for loans at 414 percent. 

3 Some credit unions lend at 8 percent. 

Companies licensed under Maryland’s industrial finance law can loan up to $1,500 at 
a 6-percent discount rate plus certain added charges. In the District of Columbia, no 
small loan companies are licensed because of the low rate and other provisions of the 
District Small Loan Act. 
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Mr. Hussonc. This table is presented to illustrate the ease by which 
the average person could compare and evaluate costs of credit when 
such costs are reduced to terms of simple annual interest. 

As a matter of background information, it is important to realize 
that the costs of credit are generally directly related to the risk in- 
volved and the amount of work necessary to service the account. 
Thus credit extended in small amounts without security for short 
periods of time will usually carry a much higher rate than for credit 
extended in large amounts that is secured by collateral and/or for 
longer terms. A person with a good credit standing or acceptable 
collateral would be foolish to buy on time at 18 percent when less 
expensive credit is so readily available to him. However, the average 
person blithely accepts the higher charges without realizing the 
difference. 

I have tried, in a comparatively short time, to outline and illustrate 
some of the basie difficulties experienced by the average person in 
his sales credit and short-term borrowing transactions. 

Because the subject is so vast and complex, I have restricted myself 
to a review of those problems that apparently could be eliminated 
by a universal requirement to disclose charges for credit in terms of 
amount and as a rate per year in terms of simple interest. The 
appended chart, “Typical credit charges,” is a compilation of the 
current practices of the major organizations extending time sales and 
cash loan credit and illustrates the basic reason why the average 
individual does not or cannot get fair value for his credit dollar. 

How simple it would be to evaluate and compare credit charges 
if the section of this chart headed “Typical charges” was replaced 
by a single. column headed “Rate of interest” wherein the typical 
charges were all reduced to terms of annual simple interest. The 
most uninformed person could then make objective credit decisions 
that are now denied even the astute. 

For the committee’s information, I have also appended an ex- 
planation of the method I used to reduce the finance charges (in the 
examples previously referred to) into terms of simple interest. While 
there are other acceptable methods that could have been used, this 
one was selected because of its simplicity and because it assumes that 
equal monthly payments will be made against the principal amount 
due plus an additional amount each month for interest. Thus, the 
total amount of each subsequent payment decreases. An alternate 
method is to establish equal monthly payments that include interest— 
in which case the interest is deducted from the amount paid and the 
remainder applied against the principal. In either case, the total 
amount paid over the term of the loan is the same but, because of 
the difference in the monthly declining principal balances, the rate 
in terms of simple interest is slightly (about one-tenth of 1 percent) 
different. 

Senator Doveras. I am going to have that printed in the record 
because. I think it is important. 

Mr. Hussone. Thank you. 

(The information referred to follows :) 


a 





TYPICAL CREDIT CHARGES 





153 


CONSUMER CREDIT LABELING BILL 





















































TTATT | _—"swon 2 —— a 
NOL ZT | ave LUOHS x x S3INYGNOD 3ONVNI 4 
— OF St pains cn 7 55 ~ SNOIND) 110389 
me 4) Jive isons Ci 1 x 5 : i 2. i Be Pees 
oo 6 | sive sucHS tT ss PS] VHS Sanvg Vi auaRNO} 
| | 
SNYO] AIN3NZAOUDN| 3NOH 
TT. TM ae ' — — : , ape a eee — 
ON OL OT | 31ve LYOHS | x SHNYG "OD *NIJ NYHA SBHOLS TIV13Y 
Sar Okep | RMA . ta " <a u___*OM ¢ OL OT 
F est Of OF | $34 osetia Bnccaocritldie bon Seap- oon gd 
=- o | S3A | x | ALIUNLIVA PON € OL T 
** | | SNVYG NAO = S3HOLS TIVL3Y 
| 3 1 a - | T fe emceeenineeonstl incense omic sae Lanes 
}___ ON OL ZT | B1VY LBOHS Le Le | pees Wee Ps Be Oy ee 
ST OL TT Biv LYOHS Lone °s, 0} *NId SVAVYN AYHL $43IV39 oLny 
srg 30 ee ee — SNOINA) 210389 
cr 3 5 — ; | —T ~~ $8a1V3Q NUH] — SHNVG IWIOusHNOD 


ONIONYNIY W3ANSNOD 














Ol Gf! sivu tuons | i. ie ra eit ~TSNVO7 30uvT ‘i = 

Or th} “e# , 7 Po ~{sNvOT wat *S 09 °NI4J HBNNSNOD 
CI F ae ~ SNOINT) 110389 
or (as (ey 210389 °OAV) oy wy 
OL sie a 1a3u> Sires} — oP aa e-- 
ot = o u _ 

C4 SUNVG T¥ION3NN0D 
cl oe —Siiwvanod souvensn} 


SNVO] HSVD 




















































> > rlotinio oe oO}; DPOrMW 
2 Be wie ie te fete be o|m>-m 
= S “| 2 z o oje ©/| Oz ><70 
c <v ~ < > ° v Zicowl!lFr=_-mOo 
2 = = = z c ° gr > oc} z x 
a = = ° oO & z ™ ~|/Og Mo—o 
| a = z z m m - | ciom OVZe 
Zz» mz 212lolol*{[zizqa lise 
at c > 
| ~ > on > > - =x — sis | 12as8 
| ma = > > > > z ie ° ;mopz 
re z| Zz D D 5 D > z | 4~Zo 
To | o| 6 cioimiminai-e | od5@ 
or mim m m » o o < | > 
2e Risis | | o 
= | | ” | 
anomie a wait s+ 
$30NVH) S30uUVHO 
Ans dnny x 





S39Y8VHO 


Sat, come) names eke | ae — Gini a eet @& Q~—= © DM ‘oonrererereodeditenmn o~ 














53615—60——11 


154 


CONSUMER CREDIT 


LABELING BILL 


HOW TOTAL FINANCE CHARGES CAN BE CONVERTED INTO A RATE 
IN TERMS OF SIMPLE ANNUAL INTEREST 


A. Formula For Simple Interest (1 payment) 


Period of 
Rate of Interest Actual Amount Time in Total Amount 
Per Period x Borrowed or \ Day, Months = Paid as Interest 
In Decimals Financed or Years or Carrying Charges 
Example: .06 xX $100 X lyr. = $6.00 interest 


-12 X $100 X lyr. = 12.00 interest 
B. Because most personal and consumer loans and time purchases are 
paid in installments, the formula for simple interest must be expanded 


to compensate for the periodic reduction in the actual amount due. 


Formula for Simple Interest (installment pa nts) 
Rate of Interest Actual Amount (Number of ) 
Per Month Borrowed or XX (pyts. to be) Total Amount 
In Decimals Financed made + 1 


= Paid as Interest 


2 X Number of payments to be made each month or Carrying Charges 


Example: $100 for 1 year repaid in 12 monthly installments at 

6% per year and 12% per year. 

(6%/yr = 12 = .005/mo. and 12%/yr = 12 = .0l/mo.) 

-005 X $100 X (12+1) = $3.25 interest 
za 

_ 201 X,$100 X (12+1) = $6.50 interest 
2x i 
c. To translate total interest or finance charges into terms of 


simple interest per month or per year, the previous formula is modified 
as follows. 


Total Amount of Interest 


Rat £ 
Q) or Finance Charges Xx “ = sores 
Actual Amount Borrowed per month 
or Financed > 4 (No. Monthly Pyts. + 1) 


(2) Rate of Interest per month X 12 = Rate of Interest per year 


Example: $1800 to be financed for 3 years costs $400. 


mess le b 


-012 or 1.2% rate of interest per month 
1800 X 37 666 


-012 X 12 = .144 or 14.4% rate of interest per year 


Note: (This formula assumes that one payment is to be made 


each month until indebtedness is fully liquidated). 
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Currently loans and installment financing are offered to the 
public in many forms, some identical in appearance but vastly 
different in total cost. For example - an advertised 6% loan or cost 
of financing, standing alone, is meaningless. Six per cent, unless 
further identified can legally result in wide variances of actual 
cost and in terms of simple interest. 


(1) 6% Add On or $6.00 per $100 added to the amount borrowed either 
per vear or as a fixed cost with reference to time. 


If by year, the actual simple interest would be - 


$100 for 6.00 X 2 =  .009231 per month or approx. 11.1%/yr. 
l year 100 x 13 


As the maturity of such financing is extended, the rate of 
interest per year is increased. 


$100 for 18.00 X 2 = -00973 per month or approx. 11.7%/yr. 
3 years 100 xX 37 


If the 6% is a fixed cost without regard to time, the resulting 
rate per year is usually increased. Fer instance, if the indebt- 
edness is liquidated in 6 months, the rate in terms of simple 
interest would be about 21% per year. 


(2) 6% Discounted or $6.00 per $100 may be deducted in advance. This 


has the effect of an even higher simple interest rate than results 
from a 6% add on contract. 


Tae $100 - $6.00 = $94.00 actual amount borrowed 
$6.00 X 2 = .¢09836 per month or approx. 11.8%/yr. 
94 xX 13 
ie cies 18-00 x2 = .001035 per month or approx. 12.4%/yr. 


(3) 6% Simple Interest or & of 1% per month on declining balance. 
This is the only meaningful and factually correct media whereby 


the average debtor can determine and compare costs of borrowing 
or financing. 


NOTE: The preceding analyses are all based on a 360 day year (or 12 
months of 30 days each). When using a 365 day year or actual 


days per month, the annual simple interest rate will be slightly 
less than established by the 360 day formula. 


The formula also assumes regular equal monthly payments on the 
principal plus interest on the decreasing balances. When 
simple interest is computed on the basis of equal monthly 
payments including interest, the resulting rate will also be 
slightly less than that established here. The difference in 
all cases, however, is only about 1/10 of 1% per annum. 
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Mr. Hussone. Mr. Chairman, in conclusion, I would like to express 
my gratitude to you and your committee for the rivilege of testify- 
ing for this, in my opinion, sorely needed legislation. Credit: has be- 
come a very essential part of the American way of life. In varying 
degrees, it Is available to all of us, and, like any other commodity, it 

carries a price tag. But here the similarity ceases because the tag at- 
tached to credit is written in a language unintelligible to the average 
person. 

Most of us have learned to shop for the things we buy and for the 
services we need. Our selections are based on price and quality and 
we usually have the ability to make sound decisions. However, when 
we want to purchase credit, we become enmeshed in a web of charges, 
fees, insurance, and rubbery interest rates. As a result, our credit 
purchases are usually made on the basis of convenience and assump- 
tion rather than one price and quality. 

The real tragedy is in the fact. that few of us realize or will ever 
know the price we actually pay for credit because of our inability to 
read and understand the price tags attached to credit packages. 

There is only one logical solution. Credit must carry informative 
and meaningful labels—labels that will identify the product.and its 
composition in the same manner and for the same reasons that similar 
labels are required on certain consumer goods. 

The housewife shopping for a dress no longer needs to be an expert 
in fabrics to make her selection or to compare values. She just looks 
at the label and compares prices. Is not the person shopping for credit 
involving hundreds of dollars entitled to the same protection as the 
housewife in her purchase of a $10 dress? 

Mr. Chairman, this concludes my testimony. Thank you. 

Senator Dovetas. Mr. Hussong and Commander Terrill, I think 
you deserve the thanks of every American citizen for your testimony. 

I am going to ask the staff assistant to prepare a letter expressing 
our deep appreciation for what you both have done and have it sent 
to your commanding officer so it may be included in your personnel 
jackets. 

Let me say that the care and the accuracy and the concern which 
you have shown in this matter are beyond praise, and we are deeply 
indebted to you. 

Senator Proxmire. 

Senator Proxmire. First, I would like to echo what the chairman 
has said. This was excellent testimony. It is very, very valuable, and 
it is going to help us very greatly in this bill, of which I am a cospon- 
sor, also. 

Mr. Hussong, I would like to ask you what I asked Commander Ter- 
rill. I just want it for the record, of course. 

With what authority do you appear? 

Do you report to Commander Terrill? Is he your chief? 

Mr. Hussona. I report to the treasurer, and through the treasurer 
to the board of directors. Commander Terrill is president of the 
board, and, as such, my superior. 

Senator Proxmme. And they have directed you to appear here? 
They knew of your testimony ? 

Mr. Hussona. They knew of my testimony. 

Senator Proxmme. They approved it ? 
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Mr. Hussone. Yes; they did. Commander Terrill I think would 
like to comment on that. 

Commander Trerritt. Just perhaps to clarify the line of command, 
so to speak, here, Mr. Hussong as general manager is directly respon- 
sible for day-to-day operations to the treasurer. The treasurer is 
responsible tome. And we are all responsible to the membership. 

Senator Proxmire. Thank you, sir. 

Have you had a chance to read the testimony of Mr. Nyborg who 
appeared yesterday ? 

Mr. Hussone. No, sir; I have not. I was here for a few minutes, 
but I did not hear his complete testimony. 

Senator Proxmime. You are familiar with the bill ¢ 

Mr. Hussona. Yes, sir. 

Senator Proxmire. Have you a copy of the bill before you? 

Mr. Hussone. Yes. 

Senator Proxmire. On page 3, lines 5 to 10 really contain the heart 
oft his bill as I judge it, in requiring anybody who provides credit to 
(1) set forth the total amount of the finance charges to be borne by 
such person in connection with such extension of credit and (2) state 
the percentage that such amount bears to the outstanding principal 
obligation, or unpaid balance, expressed in terms of simple annual 
interest. 

Maybe I am wrong, but I can foresee from what happened yester- 
day, in listening to some of the colloquy, we might possibly have an 
amendment. knocking out section 2. This would make it conform with 
the New York law as I understand it. In other words, the total 
amount of the finance charge would still have to be stated, but no 
percentage. 

How would you feel about that ? 

Mr. Hussona. I feel the effectiveness of the bill, sir, would decrease 
75 percent. 

Senator Proxmire. I agree with you, except I think maybe 75 
percent is too modest. 

Is it not true that unless you arm the consumer with some percent- 
age which he can compare, whether it is a small loan or a large loan or 
an intermediate loan, a 12-month, an 18-month, or a 36-month loan, 
that without the percentage just having a statement of the finance 
charge would be of little value really ? 

Mr. Hussone. Yes. And I would like to amend that 75 percent too, 
sir, because the actual setting down of the total amount of finance 
charges is done now normally in a great many instances. The prob- 
lem is that the consumer does not know whether the charges for credit 
are fair, he does not know whether they are competitive, and he does 
not know whether he is getting a good buy within this frame of refer- 
ence. 

For instance, in shopping for an automobile, while it is true the 
manufacturer is now required to paste a tag on the windshield or on 
the window which says: “This is the selling price of the car,” we all 
know that this just is not so. That is, as far as the actual selling price 
of the car. 


Senator Proxmire. On the other hand, it is a good beginning, is it 
not ¢ 
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Mr. Hvssone. It is a good beginning, and it is a top figure. 

Senator Proxmire. That was a bill that was passed last year. And 
it seems to me that we start with this, and if we can add on to that the 
interest cost, we are beginning to get to a position where the consumer 
is informed and competition has real meaning. 

Mr. Hussone. I was not meaning to belittle the legislation that 
established this requirement. What I was trying to do was to illus- 
trate current trade practices by saying, “The dealer will subtract a 
discount from the advertised price, and he will add on an amount for 
interest.” Therefore, while five dealers may offer the identical car 
at standard prices, the net costs to the consumer seldom are. So even 
if the base price is standard, the trade-in allowances and costs of 
financing may vary substantially. 

How can the consumer compare the costs of financing offered by 
“A” dealer, “B” dealer, “C” dealer, and “E” dealer, unless these 
charges are reduced to the same terms, the true rate of interest? The 
price of the car changes, as the amount of the discount and the amount 
of the trade-in changes. These three variables make it impossible for 
the average consumer to know for certain that he is “getting a better 
buy from ‘A’ dealer than from ‘C’ dealer.” 

The only way he can be sure is to know that the dealer is stating his 
charges in terms of simple annual interest, and this should not be too 
hard for him to do. 

Senator Proxmire. That is the second point. The first point raised 
on this was that Mr. Nyborg seemed to imply that the consumer does 
not need it, does not want it. Maybe I am unfair to him, but this was 
the impression I got from his testimony. 

And then Senator Bennett very effectively argued that it would be 
very complicated under some circumstances at least—that all sales 
are not regular. Some purchasers, for example, do not want’ to be 
charged, he said, during December, during the Christmas season. 
How do you see these complications? Would it make it difficult under 
these circumstances to compute annual interest ? 

Mr. Hussone. No, sir, and I say this without reservation. 

We have some 10,000 credit unions in the United States now that are 
doing it, and they are “amateurs.” They all have a rate chart which 
says, “This is the amount you have to pay for the money that you 
borrowed.” And it does not make any difference whether payments 
are made a day apart, a month apart, or whether they skip December 
and next Thursday. 

Senator Proxmier. Are you saying that in every case the credit 
unions now provide the simple annual interest ? 

Mr. Hvssone. That is right. It is computed by the month, and 
they quote as I did a few minutes ago, and as you mentioned, interest 
at 1 percent per month, this is 12 percent a year. It is just that simple. 
Three-quarters of 1 percent is 9 percent a year. 

Senator Doveras..It would not be difficult for you to put your 
monthly figure on a yearly basis ? 

Commander Trrritt. Not only would it not be difficult but we 
should like to do it. Not only would it not be difficult, but we like to 
do it. It puts us at no disadvantage, of course, vis-a-vis somebody 
else. Westrive todo this. I think it is a cleaner way of doing it. 

Senator Proxmire. All right. 
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I would like to refer just quickly to some specific parts of your 
testimony. You talk about the 6 percent per annum rate. Skipping 
a sentence, you say, “This included the amount of cash borrowed, 
service charges, life insurance, and the amount of interest added. 
Thus, interest w as charged for interest and for carrying charges as 
well as for life insurance premiums and for the use of the money 
actually advanced.” 

[ would like to elicit from you whether or not any of these interest 
charges seemed to be fraudulent. That is, if there is no interest cost 
incurred by the seller. 

For insurance if he actually makes an interest charge, at least a 
moral element of fraud if not a legal element of fraud may be 
present. 

So let’s go over each of these very quickly. 

Would there be any interest cost incurred on the part of the seller 
for insurance ? 

Mr. Hussone. I am not quite sure I follow you, Senator. 

Senator Proxmire. All right. You have this entire package of 
$490, which includes life insurance of $7.14, a service charge of 
$19.60, and interest of $34.30. It includes everything. 

Mr, Hussone. Yes. 

Senator Proxmire. Interest is charged on the whole thing, not 
simply on the principal amount of the purchase but on all these other 
things. 

My question is: In your judgment, is there any interest cost to the 
seller incurred in life insurance ? 

Mr. Hussone. I am certain that $7.14 is an exorbitant rate for life 
insurance. 

Senator Proxmire. That is not my question. 

Mr. Hussone. And, therefore, they are not—that is, the finance 
company is not paying an insurance company $7.14 for the coverage 
but a big chunk of that is, in effect, earnings. It can be considered 
either interest earnings or merely a profit made on this transaction. 

Senator Proxmire. Let’s assume for a minute they are paying the 
full $7.14 in life insurance. Would this be fair? I guess in this 
case it would be, would it not, if they are paying the entire amount? 

Mr. Hussone. That is right; if they are paying it, it would be. 

Senator Proxmtre. How about the service charge ? 

Mr. Hussona. Well, again, I believe it is a subterfuge, sir. The 
service charge is per mitted under the law in Maryland, and the law 
establishes maximum charges that may be levied. 

Perhaps I am not enough of a lawyer to legally interpret the con- 
tract. But the $19.60 and the $34.30 to me are inseparable. 

Senator Proxmire. All right. Then certainly the interest at 6 
percent per annum, this ingredient, is not an amount that the seller 
has to himself incur in interest cost in order to make available the 
total amount to the buyer ? 

Mr. Hussone. Oh, no, sir. No, sir. 

Senator Proxmire. All right. Last night in the Washington Star, 
that great pundit, William White, had an article entitled “You Can’t 
Legislate Honesty,” which interested me very much. It seems to me 
that his remarks apply to your observation, in which you say: 


The average debtor seeking to prepay his credit obligation usually has to rely 
on the integrity of his creditor for an equitable adjustment. 
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I can see arguments being made against this bill on the grounds 
that you cannot take care of this kind of dishonesty, that if it exists, 
it exists, and laws are not going to cure it. 

How would you evaluate the validity of this argument? 

Senator Doveras. Do not be in awe of the term “pundit.” 

Mr. Hvssona. Senator, I have a great faith in the American con- 
sumer. I think he is smart. I think he shops wisely. And I think 
he is intelligent. 

The only thing he does not have is the credit education. And 
we cannot possibly provide every consumer with the education neces- 

sary to make him a credit expert. We could not even keep up with 
the shar p practices and rackets, let alone telling what is going on now. 

But if we put that burden on the credit grantor and merely ask him 
in his intelligence to tell the consumer what he is buying, then I think 
we have no problem. 

The average consumer can compare 6 with 7 or 10 with 12. He 
can compare advertised rates or he can call on the telephone and ask 
“What are your rates to finance my car?” He could compare these 
rates with the rates of banks or credit unions or any other source of 
credit available to him, 

Certainly we must do two things. Help the small wage earner 
from whom credit now takes such a substantial portion of his income. 
And I think it would be a tragedy to ignore the problem because the 
rates for credit go up as the earnings come down. 

Senator Proxmire. What you are saying, then, is that if we have 
a law passed that_gives the consumer an opportunity to know what 
interest he is being charged that with this knowledge he can be put 
in the position where there will be a greater amount of honesty than 
we have at the present time on the part of sellers? 

I would agree that the consumer is intelligent. He is also honest. 
And the overwelming majority of business people are honest, too. 

Mr. Hussona. That is right. 

Senator Proxmire. But with the terrific competition there is, it is 
awfully tempting to follow a sharp practice of your competitors. 

And if you do not, you might not survive. 

So is it not true you can help to legislate honesty in a sense by 
passing legislation, informing legislation of this kind? 

Mr. Hussone. Yes. 

Senator Proxmire. Would you like to comment on that, Com- 
mander ? 

Commander Territu. Senator, if I may, it seems to me—and I will 
speak eee for a moment—that you can legislate honesty 
if 99 percent of the Nation wishes to be honest. If there is only @ 
very, very small proportion of people who do wish to be dishonest— 
and I believe this is factual in this matter. 

Senator Doucias. May I raise a question ? 

Senator Proxmire. Surely. 

Senator Doveras. Of course, there is a very real philosophical and 
ethical question involved. There is the philosophy going around in 
the country now in book form, in lecture form, in other forms, that 
nobody owes any duty to anybody else, that a seller is not obligated to 
tell a buyer what he is selling or on what terms, that it is t the duty 
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of the buyer to find out for himself, and that if you give protection 
to the buyer you are pampering the weak so that they can survive 
when perhaps in the ev olutionary process they ought to be eliminated. 

I believe a lecture was given at Yale University 1 recently—not by 
a member of the Yale faculty—on this very basis. I have heard it on 
the floor of the Senate. That is, that life is a struggle; that if you 
can get the better of somebody else, go ahead and do it; that our 
society is wrong if it steps in to give to one person information which 
will enable him to better defend himself, that he has to find that out 
himself. 

I do not know that you can give a final answer to this, because it is 
a question of values, but I wouid be interested in your comment. This 
is a very powerful force, a very powerful belief. 

Mr. Hussone. Senator, if that position has validity, I wonder why 
we are so concerned with education ? 

Senator Doueias. Why we should be concerned ? 

Mr. Hivssone. Yes. Isee no difference. 

Senator Dovuctias. Many of the same people believe that we should 
not aid education, that this is a matter for each one to provide for 
himself. 

Mr. Hussone. I honestly cannot see how we can exist In a com- 
munity, in an economic community, social community, unless we are 
aware of and concerned with each other’s problems. I think our 
country stands on this philosophy. 

Senator Doveras. I feel this very intensely myself, but I know 
many of us who feel this have been labeled as “extremists” for be- 
lieving this. 

[t seems to me that a society which is based on the principle that 
I have enunciated can only disintegrate, with each man against every 
other man. 

It was Hobbes who said the original state of man was nasty and 
brutish and that they would try to return to what Hobbes believed 
to be the original state of nature, which I do not really believe was 
the state of man. I believe savages were much superior to what 
Hobbes assumed and what these advocates would have us believe. 

Commander, you were about to sound off 4 

Commander Trrrity. I am afraid to start on that one. 

It seems to me that a nation without obligations or responsibilities 
each to the other is one leading to oblivion. 

Senator Doveras. If we had this pailoaophy, how would anyone 

risk his life in the service of his country ? 

Commander Trerrm.. Our Nation was built on great responsibility 
and great integrity of the individual, a great feeling of responsibility 
between himself and others. It must continue in this w ay or we 
are headed for oblivion. 

Senator Proxmtre. I just have one more question, and this is di- 
rected at Commander Terrill. 

I wanted to be sure I understood your recommendations. You ask 
for the disclosure of three things: 

1. Total amount of finance charges. 

2. The percentage that we have in the bill—the percentage that 
such amount bears to the principal obligation or unpaid balance. 
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3. The reduction or the absence of reduction in the amount of 
finance charges which would accrue to the debtor in the event of 
prepayment. 

But this does not seem to be all of it. I go back to the beginning 
of this paragraph, and you recommend a fourth thing. You say— 
the careful consideration of the need for a further stipulation that would re- 
quire the disclosure of all rights or the absence of the right to repay the credit 
obligation in whole or in part prior to maturity. 

I take it, then, there are two amendments you are suggesting to the 
bill, the first amendment being No. 3 and the second amendment being 
the first sentence of this paragraph. Is that correct ¢ 

Commander Terri. I consider them as two subjects. 

Senator Proxmire. As two what ¢ 

Commander Trerriti. As two different aspects of the same subject. 

Senator Proxmire. That is what I thought. 

Commander Trerritt. But one amendment perhaps if it were 
worded right. But there are two aspects—whether or not you may, 
and what it costs you if you may. 

Senator Proxmire. Will you say that again—that last? 

Commander Terri. What are your rights i is one thing. May you 
repay? If so, or if not so, then what are your benefits deriving from 
these rights, if any ¢ 

Senator Proxmire. I see. Thank you, Mr. Chairman. 

Senator Dovetas. Thank you gentlemen very much. I cannot be- 
gin to express our indebtedness to you. Thank you very much indeed. 

Commander Trrritx. It has been a great privilege, Mr. Chairman. 
We appreciate the opportunity. 

Mr. Hussone. Thank you, sir. 

(Mr. Hussong’s prepared statement follows :) 


STATEMENT OF WILLIAM A. HUSSONG, GENERAL MANAGER, NAVY FEDERAL 
CREDIT UNION 


My name is William A. Hussong. I am general manager of the Navy Federal 
Credit Union and have headed the professional staff of this credit union since 
November 1951. Prior to that time I was associated with the Railway Employees 
Federal Credit Union in Washington, D.C. I assisted in the organization of this 
credit union in 1946, serving first as a volunteer treasurer and a member of its 
board of directors and later as its full-time salaried manager. Previous to my 
credit union association, I was employed as a railway labor representative by 
the International Brotherhood of Electrical Workers and by the Railway Em- 
ployees’ Department of the A.F. of L. Thus, for almost 20 years, I have been 
constantly concerned with problems directly related to matters of personal 
finances and have devoted a substantial portion of my career to the analysis and 
solution of these problems. This “firing line” experience has permitted, and in 
many instances required, the detailed review and analysis of thousands of case 
histories of credit transactions involving hardships resulting from usury, fraud, 
misrepresentation, misunderstanding, poor judgment, etc. 

This experience has led me to conclude that the vast majority of the problems 
involving credit resulted from (1) the debtor’s ignorance of the actual and com- 
parative alternate costs of credit, (2) the urgency of the need for credit, 
and (3) combinations of both. 

Ignorance in matters of credit appears to have little relationship to the average 
individual’s level of intelligence or his degree of education with one minor but 
rather starting exception. In urban areas, persons in educated medium-income 
groups seem to be less cognizant of the comparative costs of credit than are 
persons in less educated low-income groups. There are two reasons for this 
apparent incongruity. The educated person, while generally proficient in cal- 
culations involving rates of simple interest, has difficulty recognizing, let alone 
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analyzing, the perverted rates spawned by the credit industry. On the other hand, 
the less educated low-income person, because of the frequency of his contacts 
with credit merchants and because the total of his easy payments usually 
represent a substantial portion of his paycheck, instinctively seems to have a 
greater awareness of credit cost. In his words, he knows when he is being took 
but can’t say why or for how much. 

By credit ignorance, I therefore refer to the fact that the average person 
is either blissfully unaware of the price he actually pays for credit or he is so 
confused by the kaleidoscopic language and practices of the credit industry as 
to be incapable of sound judgment. Credit ignorance is also related to the 
tendency of most consumers to be more concerned with the product or service 
under consideration than with the size of the payments to be made or the cost 
of the credit involved. As a result, the consumer is more likely to evaluate 
value of a time payment plan in terms of convenience rather than in terms 
of actual cost. This is particularly true when urgency is involved. Credit 
ignorance is there ore closely associated with basic human motivations as well as 
with the compiexities of the credit industry. 

This combination of complex credit practices and human weaknesses has 
provided many opportunities for unscrupulous credit merchants to profit at the 
expense of the uninformed consumer. To illustrate this point, I have set up a 
hypothetical situation with myself as the credit seeker. Using actual contracts, 
I have translated each offering of credit into terms of simple annual interest 
to show the wide divergency in the actual costs of credit available and to illus- 
trate the hardships which may be imposed upon the consumer. The examples 
used, as well as those that follow, are all supported by original documents or 
photocopies of original documents previously furnished the committee. These 
exhibits are coded NFCU in primary numerical sequence and secondary alpha 
sequence. 

A CREDIT WONDERLAND 


“My automobile is in pretty bad shape. It’s late fall and I’d like to trade it in 
for either a new or used car before winter.” 


Dealer-sponsored financing 


By franchised dealers.—‘‘My first step is to call on a franchised auto dealer. 
Here I am furnished with a brochure (NFCU-1) listing varying amounts to be 
financed and the amounts of monthly payments for varying maturities. This 
brochure tells me to study the figures carefully as they can save you hundreds 
of dollars. Perhaps they could—but a little arithmetic soon showed me that 
the simple annual rate would be about 25 percent for 18 months and almost 2% 
percent for 36 months. 

Calls on other franchised dealers resulted in such a variance of amounts, 
financing plans and charges that they defied comparison until reduced to terms 
of simple annual interest. This is illustrated by the following finance contracts 
involved. 

NFCU-2—of a national auto finance company—12 percent simple interest. 
NFCU-38—of a national auto finance company—12 percent simple interest. 
NFCU-4W— of a local bank—9%% percent simple interest. 
NFCU-5A—of a local bank—19 percent simple interest. 
NFCU-5B is a newspaper advertisement that shouts ‘No money down’ in bold, 
black type 134 inches high. Significantly, this loan (NFCU-5A) carried the 
highest rate.” 

By nonfranchised dealers.—‘‘As the newspaper ads of the nonfranchised deal- 
ers offered to sell allegedly comparable cars at prices below those advertised 
by the franchised dealers, I called on them. Here again, it was necessary to 
reduce the costs of financing to terms of simple annual interest before factual 
comparisons could be made. In some instances however, this was virtually im- 
possible. For example, NFCU-6 shows a contract calling for $426 finance 
charges (actually $429 because of an error in addition) on a principal balance 
of $795. This made the total obligation $1,280. Payments were to be $43 per 
month for the first 20 months and:$60 per month for the remaining 7 months. 
Only a competent mathematician could compute the actual simple annual rate 
for the term of this contract. My figures indicated about 40 percent. 

“NFCU-7 illustrates another example of the same problem. More expensive 
than before but easier to translate into terms of simple interest because no 
payments except the last were made against the principal. In this case, $187.65 
was charged to finance $300. Monthly payments of $15 were to be made for 
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11 months followed by one payment of $322.65 or $22.65 more than the original 
obligation. The simple annual rate carried by this transaction was about 
62% percent. 

“Other finance plans offered by nonfranchised dealers are illustrated by 
NCFU-8, 9, and 10 where the simple annual rates charged vary from 36 to 
56 percent per year.’”’ Nore: (As a group, finance charges made by nonfran- 
chised dealers are always higher than those made by franchised dealers. This 
accounted for the reason their cars were “sold” for less. ) 

“By this time, I had been offered contracts involving rates of interest that 
varied from a low of 9% percent per annum to a high of 6245 percent per 
annum. Had I not taken the time to compute and compare these rates, I could 
have signed any one of these contracts with the firm conviction that I had made 
a ‘good deal.’ ” 


Independent financing plans 

By finance companies.—‘*My next call was on a finance company to whom 
I was currently indebted and one that makes loans by mail throughout the 
United States. As its offices were in Maryland and because I needed more than 
$300, its rates for the amount I requested were regulated by the Maryland in- 
dustrial finance law—a law typical of those currently in effect in many States. 
These laws, while they effectively establish maximum charges, are extremely 
difficult for the average person to interpret or to convert these charges into 
terms of total cost of annual simple interest rates. Therefore, even though 
this law was stated on the reverse side of the ‘Statement of Transaction’ sub- 
mitted as NCFU-11, I had difficulty translating the legal verbiage into mean- 
ingful figures. NFCU-11 does, however, illustrate how the total charges were 
compiled. I have set the amounts down here in reverse order for purposes of 
clarification. 





aE NTT OE a ee ei ces  S245.,00 

I OI UN i eee meal ekicersie oa a nen 11. 06 

Net principal balance due prior to new loan______-_-__--------_ 283.94 

Aid fan Peceived.. =. ee sae ee Fee oe 195. 02 

Principal amount borrowed_-_..........---~~-- Poly tonto ie i 
Charges added : 

Life insurance_____- Bi a a Ad pease 7.14 

Service charges____- sy Borin ee hee EB BE eee eae ee oe 19. 60 

Interest at 6 percent per annum on $490_____-_---------------- _ 84.30 

51. 04 

Total note (amount to be repaid) _____------__---------------- 490.00 


Using these figures, I determined that the actual rate, in terms of simple an- 
nual interest, was 22.8 percent with life insurance and 20.1 percent without life 
insurance. 

“This is an excellent example of the ease in which the average borrower may 
be misled in his search for credit. 

“The 6 percent per annum rate as stated on the statement of transaction 
could mean many things. In this case, a careful reading of the law revealed 
that it meant one-half of 1 percent per month for the number of months con- 
tracted for and applied against the total of all contractual indebtedness. This 
included the amount of cash borrowed, service charges, life insurance, and the 
amount of interest added. Thus, interest was charged for interest and for carry- 
ing charges as well as for life insurance premiums and for the use of the 
money actually advanced. This 6 percent, as applied to this transaction, is what 
I call a piggyback rate or a rate that plants a secondary charge on the back 
of primary charges. The 6 percent per annum rate as stated in the statement 
of transaction could also be interpreted to mean the percentage to be applied 
against the amount financed and added to the total indebtedness or it could 
mean a charge of one-half of 1 percent per month would be applied against 
the decreasing principal balance. 

“Further, because of the manner in which the 6 percent is applied and be- 
cause it represents only a portion of the total charges involved, the prominence 


| 
| 





acco! 
peop 
coun 
typic 
knov 
wr 
their 
thou 
Mote 
ina 
minu 
payn 
ae 
resul 
stric 
who 
did | 
7 
cons! 
tion. 
quot 
One 
in N) 
(N 
exhil 
facti 
Banl 
we 
payn 
direc 
lshow 
NEC 
the « 
of &: 
the f 
$502 
ever, 
to te 
com] 
insu! 
char 
simp 
incre 
“Vy 
was 
cent 
that 
of si 
met, 
turit 
ever, 
In sé 
or to 
“Ty 
sour 
uate 
m4 
loan: 
note 
actu: 
860-« 
“ ( | 
ance 





SS = = —~— = ~*~ 


ww th he 


l- 


e 
e 
it 
k 
it 


id 
st 


ce 


CONSUMER CREDIT LABELING BILL 165 


accorded this rate is quite misleading. This is not a 6 percent loan as many 
people have been led to believe, but a loan of 13 percent at the add-on or dis- 
count rate or over 20 percent in terms of simple annual interest. Here is a 
typical example of what I call the 6 percent shell game. Only the manipulator 
knows for sure which shell, if any, covers the pea. 

“To some people, 6 percent is only 1 percent more than they are paying on 
their home mortgage. Actually, it is closer to 12 percent, or twice the rate they 
thought they were paying. This conclusion is supported by the court (Ford 
Motor Co. v. Federal Trade Commission, 120 F. 2d 175; 6th Cir. 1941) when, 
in a case involving a ‘6 percent plan of financing,’ it stated in part: 

“The average individual does not make, and often is incapable of making, 
minute calculations to determine the cost of property purchased on the deferred 
payment plan.’ 

“Contacts with other lending institutions of the type previously mentioned 
resulted in comparable credit offerings. While some of these organizations re- 
stricted their service to local clients, a substantial number, particularly those 
who had offices or affiliates in other States, emphasized the fact that they also 
did business by mail. NFCU-12 supports this conclusion. 

“This led me to consider the possibility of borrowing by mail. NFCU-13 
consists of actual ads in one issue of a weekly newspaper with national circula- 
tion. One ad carried a repayment schedule which coincided exactly with rates 
quoted locally. Another quoted ‘low bank rates’ without further identification. 
One of the remaining seven was the same organization whose plan was reviewed 
in NFCU-11.” 

(Nore.—As all of these plans seemed to be available locally, I submit this 
exhibit only to illustrate the availability of credit by mail and the absence of 
factual information relating to the charges involved. ) 

Banks (time payment) 


“The next source of credit I considered was that offered by banks. Because 
payment schedules of bank loans frequently appeared in the newspapers and in 
direct mail promotion, I thought I might save time by comparing the costs as 
shown in these charts. This proved to be no simple task, as illustrated by 
NFCU-14, because there was little or no consistency in the manner in which 
the charts were organized. For instance, had I desired to determine the cost 
of $500 for 18 months, only one (NFCU-14A) of the six charts furnished by 
the four banks would have provided this information. The other charts showed 
$502.20, $499.41, $453.85, and $483.30 as the nearest comparable amount. How- 
ever, when the charges for loans of these amounts and maturities were reduced 
to terms of simple annual interest, the rates charged by these banks were very 
comparable; three at 14.8 percent and one at 13.9 percent; all included life 
insurance. Another very interesting fact developed from the conversion of the 
charges to basic rates. In one table, a loan of $1,000 for 18 months carried a 
simple annual rate of 14.8 percent. However, when the maturity of this loan was 
increased to 86 months, the annual simple interest rate jumped to 17.2 percent. 

“While these comparisons gave me a rough idea of the cost of bank credit, I 
was told by friends that a number of banks were making auto loans at a 3 per- 
cent rate. Telephone calls to these banks supported this rumor to the extent 
that the 3 percent base rate was an add-on rate. This is about 6 percent in terms 
of simple interest. In addition, there were varying conditions that had to be 
met. Minimum downpayments, life and auto insurance, and/or minimum ma- 
turities were required in varying degrees to qualify for the 3 percent rate. How- 
ever, a higher rate was available to those who couldn’t qualify for the lower rate. 
In several instances, the 3 percent rate was available only to current customers 
or to customers residing in the area contiguous to the bank. 

“In addition to the sources of credit previously mentioned, I did find other 
sources and different plans where the costs of credit could be more easily eval- 
uated and compared. These were: 

“(1) Banks (single-payment loans).—One payment personal and collateral 
loans were available to persons with top credit ratings. The borrower signs a 
note for a limited period of time (usually 3 to 6 months) and repays the amount 
actually received in cash plus interest computed at annual simple interest on a 
360-day basis. 

“(2) Insurance companies.—Loans in the amount of the cash value of insur- 
ance policy were available to policyholders. Interest is charged at simple annual 
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interest rates on unpaid balances until the loan is paid in full. Frequency and 
amounts of payments are controlled by the borrower. 

“(3) Retail credit stores, small loan companies, credit unions, and others 
offering ‘rate per month plans’.—These plans offered time purchases and loans 
to customers and members (credit unions) at rates of simple monthly interest 
applied against monthly unpaid balances. ‘This monthly rate is easily con- 
verted to an annual rate by multiplying by 12. NFCU-—15 illustrates four retail 
store plans and the basic credit union plan.” 

(Notre.—Seme confusion may occur in attempting to evaluate the time pay- 
ment plans of retail stores. This is because a number of retail stores offer their 
customers the choice of several different types of repayment plans and switch 
accounts back and forth between no charge, medium charge, and high charge 
plans in accordance with the rapidity with which the customer liquidates his 
account. An example of this is the full page newspaper ad (NFCU-15A) of 
a department store’s time purchase plans. Charges for credit are referred to 
as a “small service charge.” In terms of simple annual interest, this small serv- 
ice charge is actually 18 percent for the 12-month plan but drops to 15 percent 
for the 24-month plan. This was an interesting development as in one of the 
bank plans (NFCU-14), the loan for the longest maturity carried the highest 
interest rate. ) 

“By this time, I had been through a ‘Wonderland of Credit,’ where percentages 
multiply and divide at will, where finance charges materialize on command and 
fees are collected on the way out. Had I been required by an urgent need to 
accept credit from the most convenient source, I’m sure that I wouldn't have left 
this fairyland unsearred.” 

This “Credit Wonderland” also had a few side attractions to which I'll refer 
briefly. These are the sharp practices and rackets that not only inflate the costs 
of credit, but also impose enormous financial hardships on the debtor, par- 
ticularly those who can least afford it. They include— 

(1) The balloon note—illustrated in NFCU-7 where, after 11 monthly pay- 
ments, the principal amount borrowed actually increased. 

(2) The dealers practice of selling sales or installment contracts to banks and 
finance companies. 

While I am not questioning this practice as it relates to the activities of repu- 
table organizations, it does appear to add to rackets. For instance, it is common 
practice for many dealers to add a finance charge to the cost of the item 
bought then sell the sales contract to a finance company who in turn adds a 
service or other charge. Thus, the debtor is frequently not aware of the full 
cost he must pay for credit until advised by the finance company. Almost with- 
out exception, these finance companies and even banks give dealers a kickback or 
establish so called “dealers reserves.” This practice is even recognized by law 
in at least two States—Michigan and Ohio. Should the debtor find the merchan- 
dise defective and complains to the finance company, he is referred back to the 
dealer who has already been paid and may have little interest in correcting the 
defect. An honest dealer will make the adjustment but the only way to make 
the dishonest one meet this obligation is by court action. This, most families 
cannot afford. 

(3) Bait advertising—such as “No money down,” “Low bank rates,” “No 
carrying charge,” “Our 6 percent plan,” “Name your own terms,” “Free service.” 
“Guaranteed cash reserve,” ete. NFCU-16 contains a few examples. These 
“come ons” are usually loaded with gimmicks camouflaged to make them palatable 
but which usually result in exorbitant charges. As most States do not regulate 
finance charges on time sales as they do on cash loans, the debtor has little or no 
protection against the charges made for credit except his own sense of values. 
Experience has shown the inadequacy of the individual in this area. The no- 
money-down “come on” is one of the most vicious as it usually results in people 
of small means signing two high-rate notes—one for the downpayment and an- 
other for the balance—with payments to be made on each. There are many 
variations of the no-downpavment “package.” 

For instance, a military officer’s “no money down—4 percent plan” was found 
to be 4 percent on the amount borrowed as a downpayment and to be repaid in 
8 months (actually this 4 percent is about 32 percent per year in terms of simple 
interest). The remaining balance was financed at a rate of over 20 percent per 
year in terms of simple interest. 

Another example of bait advertising is NFCU-16A. This is a direct mail ad 
stating in part: 
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“Only * * * Finance offers this free service. This service means we guaran- 
tee a cash reserve of $750 * * *” “Extra money is always available for shop- 
ping, paying bills, medical or dental care, or even to meet emergencies while 
traveling. You can have a money guarantee account without using a penny of 
your own. There is absolutely no cost except on the amount taken out and used.” 


“For example: 
“You withdraw $100 now. Monthly repayment is only $6.72. 
“You withdraw $300 now. Monthly repayment is only $20.16. 
“You withdraw $750 now. Monthly repayment is only $42.77.” 


In this example, neither the cost of credit nor the number of payments could 
be determined by the credit seeker. Computation based on the State law showed 
the simple annual rate carried by the $100 and $300 loans to be 36 percent but 
the costs involved in the $750 loan defied analysis. However, many people are 
borrowing money for merchandise purchases at 36 percent when credit is read- 
ily available at retail stores at 18 percent, 12 percent and even less. Why? 
Simply because they are unaware of the true costs of credit. 

Another example of a misleading ad is NFCU-16D which advertises new cars 
for $1.25 a week in large black letters. Further down, in very fine print is added 
“* * * plus insurance and interest for the first 52 weeks.” Interest was quoted 
over the telephone at 6 percent add on. However, even when the actual charge 
for interest was combined with charges for life insurance, auto insurance, and 
service charges, it was still impossible to reduce the charges for credit to terms 
of simple annual interest because only $65 would be applied against the principal 
during the first year. 

(4) The lack of regulations dealing with the rights of the debtor who desires 
to prepay his obligation. 

Here is another area, particularly with respect to consumer finance plans, that 
is almost devoid of effective regulation and one wherein the debtor is easy prey 
for the unscrupulous creditor. Prepayment, without a reasonable reduction in 
the total cost of credit, will inflate the rate charged to astronomical proportions. 
If no adjustment is to be made in the event of prepayment, the debtor is at least 
entitled to be made aware of his fact before he signs the contract. NFCU-17 is 
a reproduction of a contract in which $125.70 was charged to finance $378.75 for 
15 months; a simple annual rate of almost 50 percent per year. After signing 
the contract, the debtor realized that this charge was exorbitant and tried to 
pay it off. After considerable argument in which the debtor was represented 
by an attorney, the creditor agreed to release the debtor from his obligation but 
charged him $25 for the privilege. This resulted in a rate of 130 percent in 
terms of simple annual interest. 

NFCU-18 consists of personal letters and is presented to illustrate the difficul- 
ties even college graduates have in evaluating and discussing credit. The sub- 
ject matter deals with allegedly exorbitant rates of interest charged naval avia- 
tion cadets and junior flying officers in Florida. All are college graduates. 

NEFCU-18A: The disciplinary officer of a naval aviation cadet battalion writes, 
“As you are probably well aware, there is a tremendous volume of used and new 
car sales ‘in this area and approximately 80 percent to 85 percent of the cadets 
stationed here have cars financed through local agencies, many of which charg 
pretty exorbitant rates of interest * * *.” 

NFCU-18B: A naval aviation cadet writes, “I have already been taken as far 
as finance charges are concerned * * *.” 

NFCU-18C: A second lieutenant, USMC writes from California, “I purchased 
the car last August as a Cadet for $1,600 at 8 percent per year through ——— 
Investment Co., Pensacola, Fla. The total amount due back came to over 
$2,100.” 

Note: (Charges in this case were $500. At 8 percent per year add on inter- 
est, the interest charge for 36 months would only be $384. However, the total 
charge for 36 months at an 8 percent simple annual interest rate would have 
been $197). 

NFCU-18D: A first lieutenant, USMC writes from Florida, “* * * I am 
having the car financed by a bank the total interest for which ($2,560) amounts 
to $498 for 36 months.” 

Note: (This charge amounts to a simple annual rate of about 12.6 percent.) 
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NFCU-18E: A lieutenant, USN writes from Florida, “I had finally reeeived 
an accounting of my balance from ———— Discount Corp. to find that my net 
balance owed less rebate for prepayment) was $150 higher than what I expected.” 

Here are statements made by five persons, all college graduates, four of whom, 
in one way or another, reveal evidence of basic misunderstandings of credit. 
The same four also have the “impression” that they had been overcharged for 
credit. (A), because of his responsibility for the men in his command, expresses 
concern over their being charged what he considered “exorbitant rates.” The 
only effective way he now has to advise his men as to what is exorbitant is to 
analyze each individual contract. How much more effective he could he if it 
were possible for him to just say, “Don’t pay more than — percent. If you do, 
you're on your own and don’t expect any help from me.” 

(Ih) merely states that he had been “taken” insofar as finance charges are 
concerned. This is a typical reaction of many intelligent people when they take 
time to analyze the actual costs of the credit obligations. 

(C)’s charges were much greater than warranted by the risk. They were 
apparently negotiated on the basis of an 8 percent annual rate which proved 
to be an “add on” or “discount” rate plus other charges rather than a simple 
interest rate. 2 

(D)’s charges were actually about the best he could do in that locality—but 
how could he know? 

(E)’s difficulty developed when he attempted to prepay his debt and found 
that his rebate would be about $150 less than anticipated. 

NFCU-19 also consists of letters which reflects the writers’ misunderstanding 
of their credit transactions. Three of these letters also illustrate the need to 
disclose rights of prepayment. 

NFCU-19A is from a lieutenant commander in the Medical Corps of the 
U.S. Navy. He writes from a fleet post office address on the west coast. He 
reviews a credit transaction in which his actual finance costs amount to 18.7 
percent in terms of simple annual interest. He also states, “When I offered 
to pay up ahead of schedule the manager of the company did not seem en- 
thusiastic. He gave many excuses for not furnishing me with figures showing 
how much I would save if I paid ahead of schedule. Indeed he suggested my 
saving would not be substantial because by law they were required or permitted 
to keep money that in effect would be unearned interest. I don’t believe this.” 

NFCU-19B is from a lieutenant in the Supply Corps of the U.S. Navy. He 
provides information showing that he obligated himself to a credit charge 
amounting to a simple annual interest rate of 16.6 percent, and that he has 
made 6 payments on a 36 month obligation. He also states, “I do not know 
the pay-off amount of this lien.” Here again, the need for a requirement to 
disclose prepayment privileges is indicated. 

NFCU-19C is from a second lieutenant in the USMC who wrote from a fleet 
post office address on the west coast. He lists finance charges amounting to a 
simple interest rate of 14.6 percent and states, “I feel that the interest I am 
paying on the loan is excessive.” 

NFCU-19D is from a lieutenant in the U.S. Navy who writes from Corpus 
Christi, Tex. The finance charges he lists amounts to a simple annual rate of 
12.65 percent. He calls this a ‘“* * * high rate of interest * * *.” 

Both these men seem to feel that the “interest” they are paying is high. 
This may or may not be so but—both confused “finance charges” with “interest.” 
It is this matter of semantics that leads to many hardships and misunderstand- 
ings. Interest charges, as such, are almost universally regulated and to charge 
“interest” at a rate in excess of that permitted by law is considered usurous. 
On the other hand, finance charges are not so generally controlled. For this 
reason, many credit seekers find themselves saddled with exorbitant finance 
charges which they innocently accepted, subconsciously confident that they were 
protected by law against usurous rates. This false impression is frequently 
exploited by unscrupulous finance companies who talk in terms of interest when 
discussing finance charges but never include rates of interest in their contracts. 

NFCU-19E is from a lieutenant in the U.S. Navy on board ship in the Pacific. 
He quotes 6 percent as the charge of financing. Here, the financing is for a 
8-year term so the 6 percent is multiplied by 3 and the 18 percent is applied 
against $3.510, the amount to be financed. 

This results in a total charge for credit of $631.80 as the rate is 6 percent 
annum “add on.” At the 6 percent per annum “simple interest” rate, the total 
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charge for interest on $3,510 for 36 months would have been $324.68 or a 
difference of $307.12. 

Another statement made by this naval officer was: “The State of California 
requires the payment of $25 when paying off a car contract in advance so this 
would have to be included.” This is most significant when related to (A) who 
was not aware of this so called “requirement” until he attempted to prepay 
his obligation. Of greater significance is the fact that both men have apparently 
been misled. The California law “permits’—but does not require minimum 
or prepayment charges as these men were led to believe. The average debtor 
seeking to prepay his credit obligation usually has to rely on the integrity of 
his creditor for an equitable adjustment. However, in these two cases, both 
men used the word “required” in connection with a transaction that could only 
benefit their creditors. 

NFCU-20 is submitted as evidence of the concern we have had over the 
inability of our members to protect themselves from credit abuses. This exhibit 
consists of paid newspaper ads, informative brochures and news bulletins and 
represents a Sampling of our efforts to assist Navy and Marine Corps personnel 
in their credit transactions. 

NFCU-20A : Brochure—Used Car “Buyer Beware” 

NFCU-20B: Newspaper ad offering the above brochure free to all Navy and. 
Marine Corps personnel 

NFCU-20C : Newspaper ads re ‘How Financing Costs Can Be Boosted” 

NFCU-20D : Newspaper ad re “Buying on Time” 

NFCU-20E: Brochure—‘Finance Charges and How to Watch Them” 

NFCU-20F: Brochure—‘How Much Does It Cost To Borrow Money?” 

NFECU-20G : House Organ—*Shop for Your Money” 

NFCU-20H : House Organ—Don’t Be Fooled” 

NFCU-201 : Brochure—“How to Answer an Auto Dealer” 

NFCU-20J : Brochure—‘3 Rules to help you avoid paying too much for credit” 

NFCU-20K : Brochure—Don’t get stuck with Easy Credit” 

Unfortunately, our educational efforts like those of others, have met with 
little success. The education of the consumer in the wise use of credit is a 
challenge many have accepted but none have accomplished. From time to time, 
public interest is aroused by the viciousness of certain local credit practices 
and the details of these “rackets” exposed to the consumer through press, 
radio and television. Many labor unions and consumer organizations have 
distributed literature on the subject. Other groups, such as Better Business 
Bureaus are constantly engaged in attempts to protect the consuming public 
from credit abuses. 

Unfortunately, all such efforts to educate the consumer, while temporarily 
effective, soon become dated. Memories are short and new abuses appear to 
replace the old ones. 

The problem of educating the consumer to merely protect himself against credit 
abuse, let alone to make judicious credit decisions, will continue to defy solu- 
tion so long as the subject remains complex and the text nebulous. The an- 
swer then is not to be found in further fruitless attempts to produce credit 
linguists, but to reduce this polyglot subject to a common language, a language 
in which terms such as “rate,” “interest,” and “amount” mean the same thing 
to all people. 

I have tried, in a comparatively short time to outline and illustrate some of 
the basic difficulties experienced by the average person in his sales credit and 
short-term horrowing transactions. 

Because the subject is so vast and complex, I have restricted myself to a re- 
view of those problems that apparently could be eliminated by a universal re- 
quirement to disclose charges for credit in terms of amount and as a rate per 
year in terms of simple interest. The appended chart, “Typical Credit Charges,” 
is a compilation of the current practices of the major organizations extending 
time sales and cash loan credit and illustrates the basic reason why the average 
individual does not or cannot get fair value for his credit dollar. 

How simple it would be to evaluate and compare credit charges if the sec- 
tion of this chart headed “Typical Charges” was replaced by a single column 
headed “Rate of Interest” wherein the typical charges were all reduced to 
terms of annual simple interest. The most uninformed person could then make 
objective credit decisions that are now denied even the astute. 

For the committee’s information, I have also appended an explanation of the 
method I used to reduce the finance charges (in the examples previously re- 
ferred to) into terms of simple annual interest. While there are other accept- 
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able methods that could have been used, this one was selected because of its 
simplicity and because it assumes that equal monthly payments will be made 
against the principal amount due plus an additional amount each month for in- 
terest. Thus, the total amount of each subsequent payment decreases. An 
alternate method is to establish equal monthly payments that include interest— 
in which case, the interest is deducted from the amount paid and the remainder 
applied against the principal. In either case, the total amount paid over the 
term of the loan is the same but, because of the difference in the monthly de- 
clining principal balances, the rate in terms of simple interest is slightly (about 
one-tenth of 1 percent) different. 

Mr. Chairman, in conclusion, I would like to express my gratitude to you 
and your committee for the privilege of testifying for this, in my opinion, sorely 
needed legislation. Credit has become a very essential part of the American way 
of life. In varying degrees, it is available to us all and, like any other com- 
modity, it carries a price tag. But here the similarity ceases because the tag 
attached to credit is written in a language unintelligible to the average person. 

Most of us have learned to shop for the things we buy and for the services we 
need. Our selections are based on price and quality and we usually have the 
ability to make sound decisions. However, when we want to purchase credit, 
we become enmeshed-in a web of charges, fees, insurance, and rubbery interest 
rates. As a result, our credit purchases are usually made on the basis of con- 
venience and assumption rather than on price and quality. The real tragedy is 
in the fact that few of us realize or will ever know the price we actually pay 
for credit because of our inability to read and understand the price tags attached 
to credit packages. There is only one logical solution. Credit must carry ‘inform- 
ative and meaningful labels—labels that will identify the product and its com- 
position in the same manner and for the same reasons that similar labels are 
required on certain consumer goods. The housewife shopping for a dress no 
longer needs to be an expert in fabrics to make her selection or to compare 
values. She just looks at the label and compares prices. Is not the person 
shopping for credit involving hundreds of dollars entitled to the same pro- 
tection as the housewife in her purchase of a $10 dress? 

Mr. Chairman, this concludes my testimony. I am at the committee's dis- 
posal for questions. 

Thank you. 


Senator Doverias. We have had some very unfortunate experiences 
out in Chicago on credit practices, and a committee has been formed 
to deal with this matter. I asked four members of this committee to 
appear here, and I wish they would come forward as their names are 
called ° 

Mr. John Kearney, who is chairman of the committee for Fair 
Credit Practices. I wish Mr. Kearney would come forward and take 
his seat. 

Mr. James Ganly, who represents the Catholic Council on Working 
Life. 

Mr. Arthur Young, who is executive director of the Legal Aid 
United Charities. 

And Mr. Jerome Schur, chairman of the Legal Committee for the 
Committee for Fair Credit Practices. 

We want to welcome you gentlemen. 

Do TI understand the initial statement is going to be given by Mr. 
Kearney ? 


STATEMENT OF JOHN KEARNEY, CHAIRMAN, COMMITTEE FOR 
FAIR CREDIT PRACTICES IN ILLINOIS 


Mr. Kearney. That is right, Mr. Chairman. 

Senator Doveras. Will you proceed, Mr. Kearney ? 

Mr. Krarney. I am indeed pleased to have this opportunity to 
testify before you today on S. 2755. I represent the Committee for 
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Fair Credit Practices in Lllinois, a group which was organized. in 
September 1958 to attempt to combat some of the abuses with regard 
to credit as currently practiced in the large metropolitan areas of the 
United States, abuses which have been clearly detrimental to many 
segments of our society. 

They are detrimental to employers who are, according to the laws 
of several of our States—I can speak particularly here about the State 
of Illinois—unwittingly made collection agents for their employees. 
Not only does this cause a disruption of the normal employer-employee 
reli ationship, but it causes an actual expense to industry, in the proc- 
essing of wage assignments and garnishments—an expense which has 
been estimated by “Mr. Carl Hobbet, of the Credit Bureau of Cook 
County, to cost Chicago industry $9 million each year. This is only 
the paper work. 

Credit abuses have put a strain upon our judicial system, not only 
the local courts, which have processed the large number of wage 
assignments and garnishments, but also our Federal courts. It has 
been estimated, for example, that the wage-earner bankruptcies run- 
ning through the Federal court in Chicago alone number 10,000 
annually. 

Senator Dovetas. That does not take into account the local courts? 

Mr. Kearney. Not at all. This is only the Federal court in 
Chicago. 

Abuses of credit have been a plague on honest retail merchants at- 
tempting to do business, seeking only a fair rate of return in terms of 
finance charges for the privilege of extending credit, since the 
publie’s faith in the system of distribution is undermined by the 
extensive use of what can only be called nefarious methods in the 
hands of fringe operators. 

Our system of providing welfare to needy cases has been put under 
a very severe strain by families left destitute, sometimes because of 
credit collections for goods they did not even buy, did not want, and 

cannot even use, simply because they have been inveigled into signing 
shane names to documents which were later used to take their e sarnings 
away from them. 

Mr. Wythe F. Cooper, the assistant director of the Madison Street 
office of the Cook County Department of Welfare, has estimated that 
a high percentage of the desertion cases coming to the attention of 
his office in applications for aid to dependent children are not true 
desertions at all, but rather what are known as “desertion because of 
debt” cases, where the father of the family discovers that he can no 
longer provide for his family with the small amount that is left from 
his } pay check after garnishment and therefore leaves the family to 
receive welfare payments while he ekes out his existence in some other 
part of the city. 

These various segments of our society are not, of course, the most 
important; they are elements that are affected by those who are the 
real cause for concern. I refer to the delinquent debtor and his 
family. The human suffering that is caused, the breakup of families, 
the breakdown of individual morale, the deprivation of the very 
necessities of life, are all traceable, in many instances, to so-called 
easy payment plans which wind up being very difficult indeed. 
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My own personal interest in this arose as a result of a case that 
came to my attention some years ago, where an individual—a recent 
arrival in Chicago from a rural area in Puerto Rico—was visited by a 
Spanish speaking salesman. The salesman, recognizing that the 
family had only rec ently settled in Chicago, indicated to the man that 
in the northern climate a person must of necessity have an air-cleaning 
machine, which would purify the air for the children to breathe. 
Without such a machine, he was told, the children in a northern 
climate would sicken and die. The man purchased the machine the 
salesman offered, which was actually a vacuum cleaner, and signed a 
conditional sales agreement, which held him to a lengthy series of 
monthly payments to be collected, of course, by an acceptance corpora- 
tion. 

Senator Dovcias. You mean to say this was sold to him as a means 
of clearing the atmosphere, and what he really bought was a vacuum 
cleaner ! 

Mr. Kearney. Yes, Senator Douglas, he was told it was absolutely 
essential in northern climates for each family to have a device. He 
put it in the corner of the room. It was never used. He was not told 
how it should be used, or what it was to be used for. 

Senator Doveias. I am ahnost tempted to break my rule and have 
the name of the salesman and the company made public, but I shall not 
do so. 

Mr. Kearney. Some time later, when another individual visited 
the home and saw the machine in the corner, the man discovered for 
the first time that what he had purchased was, in reality, a vacuum 
cleaner, a device used to clean rugs, a device for which he had ab- 
solutely no use, for there were no napped rugs on the floor. Enraged, 
the man took the machine to the acceptance corporation, where he had 
already made several payments. He was told that he had bought 
the machine in good faith and must continue his payments; they would 
not accept the return of the machine. Nevertheless, the man left the 
‘machine in the office. Before the next payment was due, a demand in 
garnishment was issued against his paycheck and, as a result, he was 
discharged from his job. Incidentally, he did not even get the vacuum 
cleaner back; no one at the office of the acceptance corporation seemed 
to know just what had happened to it. 

I emphasize the word “before,” as the contract that he had signed in- 
dicated that the individual acceptance corporation could present a de- 
mand in garnishment even before a payment was due if they suspected 
that the debtor would not make the payment. 

There are many more cases which have come to our attention, per- 
haps not illustrating ignorance on the part of the debtor as clearly as 
this one does, but nonetheless enough to show that certain types of op- 
erators in the metropolitan areas tend to prey especially upon new- 
comers from rural areas, people from Puerto Rico, from the southern 
parts of the United States, ade the Southwest, and from the Great 
Plains States—people who come to answer the demands of metro- 
politan industry oie to be deprived of the fruits of their labor simply 


because the purveyors of oftentimes shoddy merchandise know that 
they havea sure way of collecting through the employer. 

Credit is, of course, by no means unknown to those who come from 
rural areas. Indeed, a system of credit is often the mainstay of many 
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of the rural areas of the country, places in which the economy is 
dependent on a crop which is harvested only once, or livestock which 


is marketed only a few times during a year. In the credit which is 

familiar to these people, however, there are only two parties involved, 
the debtor and the creditor. The two usually know one another and 
mutually plan to restrict the amount of credit extended and accepted 
on a realistic basis considering the potential annual income of the 
debtor. 

This is not true in our cities today. Credit in the metropolitan 
society is frequently extended by a store or its representative in the 
person of a salesman who calls from house to house. Sometimes rather 
dubious tactics are used in selling merchandise, and the amount of 
other payments which an individual is already making is not taken 
into account, since neither the store nor its representative will bother 
about the collection of the debt. A conditional sales contract is signed, 
and the note is then sold to an acceptance company, which then col- 
lects the debt with no reference to guarantees, warranties, or verbal 
agreements between buyer and seller. Should the debtor default on 
one payment, or even make a payment after its due date, many of 
these acceptance companies are very quick to present a demand in 
garnishment upon the employer—bringing a fourth person into the 
picture. The employer is then presented with a legal paper requiring 
him to pay the debt out of moneys earned by the debtor or to go to 
court and show why such should not be paid. Needless to say, very 
few employers will go to court. It is not an infrequent happening 
that a man will have his wages stopped when he has made no purchase 
whatsoever, but has committed the “crime” of having a very common 
name. Cases such as this abound. 

But why shouldn’t a man be required to pay his just debts? you 
will ask. “Truthfully, we must say that these debts can scarcely be 
called just ones The most obvious examples of legalized injustice 
are those where interest rates are highly unfair. In the first case pre- 
sented to this committee, an indiv idual purchased a washing machine 
in response to a newspaper advertisement. He was told by the sales- 
man that the price of the washing machine would be $17! 9.95, but he 
was discouraged from paying cash. He did have the money. In- 
stead, he was told that the manner of purchasing should be with a 
downpayment of $6.25, the remainder being charged to him in easy 
payments. He signed what he believed to be a purchase order for 
the washing machine, a document which he was not permitted to read. 
Later he received by mail a booklet requiring him to make payments 
of $10.21 monthly for a period of 24 months, in addition to a final 
payment which would be for “any unpaid balance.” Thus, for a wash- 
ing machine offered by the salesman for $179.95, he would pay the 
amount of $251.29, plus a final payment, the amount of which he did 
not know and would not know until the time it was due. This indi- 
vidual made two telephone calls asking the acceptance company to 
reconsider and accept a cash payment. Both times the request was 
refused, and it was only after an attorney spoke to the acceptance 
company that they released the papers in return for a payment by 
certified check of "$190, in addition to the down payment of $6.25. 
This particular individual could consider himself very fortunate, in 
that he had the money to make the large payment and was knowledge- 
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able enough to consult an attorney. Clearly, had the rate of interest 
that he was actually paying been disclosed to him at the time the 
purchase was made, he would not have entered into a time payment 
agreement. 

These are the simplest kinds of cases. There are others wherein dif- 
ferent devices are used to obscure the extra charges. Most common 
is the device of including additional charges along with the retail 
installment sales contract, charges which, as a general rule, are not 
part of the original bargain. In case No. 2, for instance, an individual 
purchased a used car advertised for $1,295, including a 90-day war- 
ranty, whereby the garage would pay one-half of the cost of repairs 
to the automobile duri ing the first 90 days of operation. But tucked 
into the retail sales contract was the figure of $145 for advance pay- 
ment for repairs. Presumably the payment of this $145 did not in 
any way mean that the buyer was going to be able to avoid payment of 
50 percent of the cost of repairs in the first 90 days. This and other 
charges brought the total cost of the car to the sum of $3,036.80. 

Senator Doveras. Mr. Kearney, in the addition above, the price 
seemed to be about $1,741 on an original figure of $1,295, which is 
roughly about 140 percent. Is this for 2 years? 

Mr. Kearney. One moment, let me check the time in which the 
payment was to be made. It was to be paid in 30 monthly payments 
of $87.06 each. 

Senator Doveias. The average outstanding balance would be one- 
half of $1,295, or about $650, on the declining balance and to pay 
$1,450—in other words, the total payment would be twice what the 
average outstanding balance was, done over 214 years. According to 
my figures, this gives an average true annual interest rate of approxi- 
mately 80 percent. 

Mr. Kearney. I believe, Senator—I am not an expert in interest— 
it would be much more than that. The average price, or the figure 
. was roughly $1,300—$1,295. The total cost was over $3,000. 

Senator Doveras. Oh, a $1,700 addition on an average obligation 

of $650. So, roughly, the finance charges were three times the aver- 
age outstanding obligation, or roughly “100 percent a year. 

Mr. Kearney. Yes. 

Senator Dovetas. I may say that the bells which we heard a few 
minutes ago were for a live quorum to be followed by a rolleall so I 
shall have to ask to be excused. We will recess for half an hour and 
try to reconvene at a quarter of one. Thank you very much. 

(A half-hour recess was taken.) 

Senator Doveias. The committee will come to order. Mr. Kearney 
will you resume your testimony ? 

Mr. Kearney. Thank you. 

I have mentioned that the simplest types of cases are those cases in 
which interest rates were clearly exorbitant and the individual had 
read the charges and also referred to one particular type of charge. 

Many other types of charges are frequently lumped together, and 
it is often difficult for one to discern just what kind of business some 
of these acceptance corporations are in. It would seem from some 
of the charges made that insurance, repairing automobiles, and many 
other kinds of things are all within their purview. 
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The law is, of course, quite interested in seeing that merchandise is 
paid for. One often wonders whether the law is equally interested 
in seeing that the merchandise paid for is also delivered. Case 3 1s 
a case in point, in which merchandise paid for in part was never de- 
livered and an individual lost his job because he foolishly thought that 
he could speed delivery by withholding further payment. 

Delivery of unwanted merchandise is another trap for the unwary 
consumer. This is a device by which even the most careful individual 
might be victimized. 

Senator Doveras. Where are these cases, Mr. Kearney ? 

Mr. Kearsey. I have them here, Senator. 

Senator Dovetas. Would you submit them to us with the under- 
standing that the envelope is closed? We will put them in a safe, 
and we will not give publicity to the names, but they will be available 
in case the authenticity is challenged. 

Mr. Kearney. Yes, indeed. 

Case four involves an instance where merchandise that was never 
ordered was received and threats were actually made to collect for 
this unwanted merchandise through the individual’s employer. 

Senator Dove.as. I frequently receive neckties = this way. What 
was the item involved in this case, do you remember ? 

Mr. Krarney. I believe that the item was a cigaxette lighter and 
some other miscellaneous articles—what is commonly referred to as 
“junk articles.” 

In addition to this we might cite other cases which have received 
a great deal of prominence in the newspapers. There is the case 
of William Rodriguez, for example, a young man who was driven to 
suicide as a result of a relatively small number of debts, having been 
pressured by creditors, having had his wages garnisheed twice at his 
place of employment, and under the threat of a third garnish- 
ment—all for goods which had been of no use to him. He swallowed 

rat. poison, enone believing that the only way he could provide 
for his family was by leaving them his insurance policy. Mr. 
Rodriguez's credit difficulties included the publicized incident of the 
bedspread delivered to Mrs. Rodriguez at home. According to testi- 
mony under oath given at the coroner’s inquest, no documents were 
signed in this instance, and yet a demand in garnishment was pre- 
sented against Rodri iguez’s pay check to collect for a bedspread which 
they had not ordered and were unable to refuse. 

Senator Doveras. Could you make out from the history of the 
Rodriguez case what the total principal amount was of the articles 
either purchased or which had been forced upon him ? 

Mr. Kearney. I don’t remember the exact figures, Senator Douglas. 
To the best of my recollection, I believe the figure $840 was about the 
total. 

Senator Dovuetas. That included interest charges, too ? 

Mr. Kearney. That included interest charges. 

Senator Doveias. Have you been able to segregate what the interest 
and finance charges were as distinguished from the face value of the 
fixed purchase price on the articles delivered ? 

Mr. Kearney. This would be very difficult to do. For example, in 
the particular case of the bedspread, the estimated value of the bed- 
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spread was $2.50. The price for the bedspread was $30, the amount 
that was assessed. 

This amount, this $30 included, presumably, interest charges, the 
value at which it was sold and others. However, the documents in 
the case, I have not myself seen, and I have been told by others who 
looked for them that they were simply not available. 

Senator Doveias. How many documents were involved in this 
case f 

Mr. Kearney. In this particular instance, it would be the condi- 
tional sales contract, the original conditional sales contract. 

Senator Doveras. You mean on the bedspread ? 

Mr. Kearney. On the bedspread. 

Senator Doveras. Yes, but there were other articles he bought, too; 
is that not right? How many credit transactions ? 

Mr. Kearney. He had four creditors—one who had sold him a bed- 
spread, another who had sold him a television set, a third who had 
sold him a religieus item, a religious medal, as a present for his 
wife. 

Senator Doveras. A crucifix ? 

Mr. Kearney. It was a medal which she wore around her neck with 
a saint’s image upon it. 

Senator Dovetas. How much was charged for that? 

Mr. Kearney. I believe that the charge on that, as I remember it 
was approximately $25. 

Senator Doveias. How much do you think it was worth? 

Mr. Kearney. Having seen it, I would say that I feel that I could 
have purchased the-same thing was 50 cents. 

Senator Doveras. In other words, this man was a very religious 
man and wanted to give his wife what was most precious. He gave 
her this religious medal, the commercial value of which was 50 cents, 
and the charge was $25, and the cumulation of this charge, together 
with others, drove him to suicide? 

Mr. Kearney. That is correct, Senator. That was the decision 
of the coroner’s inquiry rendered. 

Senator Dovenas. What has happened to these contracts? Where 
are they? 

Mr. Kearney. I don’t know. I presume that they are still in the 
possession of the merchants involved. I do know that they were 
asked for by reporters at the time. One of these was shown to the 
reporters investigating the suicide. Others turned up missing at the 
credit houses. And the one that was seen later turned out to have 
been mislaid someplace in the filing system. 

Senator Dovenas. You have accounted for three articles—the bed- 
spread, a television set, and a medal—what is the fourth? 

Mr. Kearney. The fourth is items of personal clothing for himself 
and his children which were, incidentally, sold on a time payment 
plan and were purchased from his employer. There was no question 
of unfair practices with these. 

Incidentally, he worked for a mail order concern, and it is a real 
tragedy when one considers that he could have purchased all of the 
items from his employer at an employee discount. 

The coroner’s inquest finally rendered its verdict on this particular 
case on Tuesday of this week, and the verdict of the coroner’s inquest 
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was suicide while temporarily insane, due to pressure from creditors. 

Senator DoucLas. Some people have a lot to be responsible for. 

Mr. Kearney. It would seem so. This man left a wife and four 
small children. 

Frequently creditors will go to great lengths to circumvent good 
State laws. In Illinois, for ex cample, we have a law requiring “that 
a copy of a retail installment sales contract. be given to the debtor. 
However, as illustrated by cases 6 and 7, this law is frequently cir- 
cumvented by the seller’s requiring the purchaser to sign a statement 
to the effect that he is leaving his copy of the contract in the keeping 
of the acceptance company. 

Senator Doveias. And we have a copy of these statements in the 
folder which you submitted to us? 

Mr. Kearney. Yes, Senator. 

This same law, the Retail Installment Sales Act of 1957, requires 
notification of an individual 5 days before repossession of goods, 
if the debtor is going to be required to pay the cost of such repos- 
session. Case No. 8 illustrates a means which is frequently used to 
distort this provision of the law. A notice of repossession is made 
out and dated on a Friday, mailed on a Saturday, received on a 
Monday (when a working person will ordinarily have no opportunity 
to contact the creditor until Tuesd: ay, the following day), and pre- 
cisely at midnight on Monday night the article is repossessed, thus 
comply’ ing with the 5-d: ay requirement of the law but surely violating 
its spirit. 

The position of the Committee for Fair Credit Practices in Illinois 
with regard to S. 2755 can perhaps be seen from the cases which we 
have selected to discuss with you. We feel that disclosure acts are good 
and necessary, but by themselves they will not be effective instruments 
for the regulation of consumer credit or for the creation of a good 
credit climate for all the people. 

A very positive good that could be accomplished by this bill would 
be to put in the hé nds of people interested in programs of consumer 
education a tool which might very well be effective in many cases. 
People could be instructed to fix their attention on the interest 
charges in the contract before they signed and to compare them with 
the rate of interest which has been declared usurious under State 
laws, 36 percent in the State of Illinois. This might encourage 
more people to use the same intelligence in determining the method 
by which they pay for goods as they now use in the selection of the 
goods themselves. 

I might point out, Senator, in the previous discussion this morn- 
ing, it was suggested that the interest rate be eliminated from this 
particular bill. 

Senator Doveras. That was the suggestion made by someone 
yesterday, not by any member of the committee. All we did this 
morning was to request the witness to comment. I would like to 
have you comment. 

Mr. Kearney. I would like to say that if this particular provision 
were left out of the bill, I believe that it would scuttle any value that 
this bill might have as a real educational tool. 

Senator Doveuas. Thank you. 
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You know, there is another proposal made that the rate can be 
stated, but not the total charge. This is being advocated by those who 
require long periods of payment. This is going to be a real problem 
in connection with real estate financing, for example. 

Mr. Kearney. This would be rather an interesting case. However, 
it would seem that both the total charge and the rate could well be 
stated. At the present time, the total amount is required by several 
State laws, and it would seem that there would be no sound reason 
for a person who sells any article, no matter how large or how costly, 
for preventing him or for his not stating what the total actual cost 
would be. 

Senator Doveras. So you think both are necessary, both the real 
annual rate on the outstanding unpaid obligation and the total amount 
of service charges, including interest ? 

Mr. Kearney. I do. And I would further feel, Senator, that as 
the bill is now written, I have wondered whether or not it. would be 
possible for an individual to list, outside of installment, interest in 
installment sales, such items as service charges, interest on service 
charges, insurance figures, automobile repairs and others, and thus 
to evade the bill as many people now are evading bills. 

Senator Doveias. We use the term “finance charges” rather than 
“interest.” What you are suggesting is that we have some language 
which will indicate the type of finance charges that we want to have 
stated—that is, including interest, insurance, discount, fees, commis- 
sions, and so forth ? 

Mr. Kearney. That the definition in the bill of finance charges 
cover all of these items. 

Senator Doveras. I think that is a very interesting suggestion. 
Continue. 

Mr. Krarney. This concludes my prepared statement. I am not 
an attorney and am not really prepared to discuss some of the legal 
. aspects of it, but Mr. Schur, A is the chairman of the legal com- 
mittee for the Committee fer Fair Credit Practices, also has a state- 
ment concerning this particular aspect. 

Senator Dove.as. First, let me thank you, Mr. Kearney; and then, 
Mr. Schur, will you present your statement ? 


STATEMENT OF JEROME SCHUR, CHAIRMAN, LEGAL COMMITTEE, 
COMMITTEE FOR FAIR CREDIT PRACTICES IN ILLINOIS 


Mr. Scour. “No money down” and “easy terms” have become the 
watchwords of our society. 

Senator Dove as. Mr. Schur, we know you well in Chicago as a 
very able and audible attorney. I wonder if you would not, however, 
establish yourself for the purpose of the record, the firm to which 
you belong, your experience and so forth and so on. 

Mr. Scuur. Yes, Senator. 

I am associated with the law firm of Katz & Friedman, 7 South 
Dearborn Street, Chicago. Our clientele is primarily, I would say, 
labor unions and labor union members. 

As a consequence, we have had much more experience than most 
lawyers with this particular field in that many union members have 
come to us with consumer credit problems. I think that for that 
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alone, I am in a position similar to Mr. Arthur Young, another attor- 
ney who is present today and who is associated with the Legal Aid in 
Chicago, and I think that our experience is much greater than that 
of the average attorney who probably sees very few of these cases. 
Let me say that my constant encountering of these problems in my 
legal practice is what led me to become interested in the Committee 
for Fair Credit Practices in Illinois. 

The Board of Governors of the Federal Reserve System tells us 
that on January 31, 1960, there was over $10 billion of consumer 
installment debt owed to finance companies. Throughout our coun- 
try glib salesmen are pitted in unfair contests against people of lim- 
ited means, little or no sophistication in contract matters, and, in fact, 
no real defense against unscrupulous dealers. This substantial, un- 
scrupulous minority will sell anything on time: Reupholstering, dia- 
mond rings, food freezers stocked with food, correspondence courses, 
cemetery lots, and even money. 

Senator Doveras. Are cemetery lots sold ? 

Mr. Scuur. They are. Ine identally, one of the cases that Mr. 
Ganly has in mind, I believe, is one where men were approached on 
the street, thought they were buying clothing, and ended up by buy- 
ing cemetery lots. 

Senator Doveras. Did Mr. Rodriguez buy a cemetery lot ? 

Mr. Kearney. No; this is not one of the things he purchased. His 
widow had to pure hase one after his death. 

Mr. Scuvr. Our loose credit has many unfortunate results. Gar- 
nishment suits in the municipal court of Chicago have risen from 
26,000 in 1950 to 58,000 in 1959. Voluntary bankruptcy petitions 
filed in the U.S. district court at Chicago rose from 327 in 1946 to 
3,900 in 1955, to over 10,000 in 1959. This increase took place while 
the number of civil suits filed in the same court remained practically 
constant. The increase in bankruptcies has resulted from the fact 
that installment credit practiees are causing people to buy more than 
they can afford while sharp dealers load their contracts with hidden 
costs and burdens which are beyond the ability of the purchaser to 
understand or to carry. Asa result, bankruptcy is too often the only 
escape for a harried worker. 

We allow the present system to continue at a fearful cost: many 
workers dismissed because their wages were garnisheed, countless days 
or half days lost from work in order to settle garnishment claims, 
and immeasurable human suffering of which the Rodriguez suicide 
is merely one example. 

Senator Dovetas. It may be said that the Rodriguez case is unique, 
and it should not be taken as typical or in any degree symptomatic. 
I would like to ask each one of you gentlemen in turn, if I may, 
whether, in your knowledge, there have been other cases, not as ter- 
rible as the Rodriguez case, of course, but where a large degree of 
human suffering was involved. I am going to ask you, first, Mr. 
Schur, and then I will ask the other members of the panel. 

Mr. Scour. Senator, most collective bargaining agreements have a 
provision that if the employer gets one, two, or three garnishee wage 
assignments within a given period, usually a year, the individual will 
be fired. In many instances, where there is no union and no collec- 
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tive bargaining agreement, the employer has a sharp rule to the same 
effect. = 

The employer does not want to be put to the expense of hiring an 
attorney to represent him when he gets a wage assignment or a gar- 
nishment. He does not want to go through the bookkeeping involved, 
and I have seen countless people come to my oflice who told me they 
were in immediate danger of losing their jobs unless a wage assignment 
or garnishment was cleared up in short order. 

Senator Doueias. The unions have not voluntarily agreed to this 
provision, have they ? 

Mr. Scuvr. In many instances, they are forced to over the bar- 
gaining table. ad . 

Senator Dovueias. Suppose the employer refused to do this? What 
would happen to the employer? 

Mr. Scuvr. Well, by State law, the employer must honor a wage 
assignment or garnishment. 

Senator DovuGias. So it is not really the fault of the employer. 

Mr. Scuvr. In most instances, no. 

Let me parenthetically add that some employers are much more 
zealous in protecting their employees than others. Most employers 
regard this as a nuisance, and they take it out on the employee by tell- 
ing him, “Either you clear this up, or you will be fired.” 

Senator Doucias. Doany employers provide an attorney who would 
protect the employee ? 

Mr. Scuvr. I know of none who provide attorneys except in case of 
perhaps a few very small employers who like the employee. 

There is one employer in Chicago who has a very excellent record 
in this regard and, while not employing an attorney, does have a 
woman who is in charge of wage assignments and garnishments. 

Senator Dove.as. I always believe that the good should be men- 
tioned as well as the bad, and we are trying to suppress the bad, as 
a matter fact, and play up the good. What is the name of this com- 
pany ? 

Mr. Scuvur. The name of this company is the Inland Steel Co., a 
very large steel company, as you know. The name of the employee, 
whom I would like to mention because she deserves credit, is Mrs. 
Dorothy Lascoe. Mrs. Lascoe was recently written up in the Sun 
Times. We will mail to the committee reprints of that article. It is 
very enlightening as to some of her experiences. 

We had requested Mrs. Lascoe to accompany us today, but she 

yas unable to make it. 

Senator Dovetas. Do I understand this is almost unique? 

Mr. Scuur. I know of no other company in the Chicago area that 
does a job comparable to Inland Steel’s. 

Senator Dovetas. I am going to ask the staff assistant, Mr. Semer, 
to prepare a letter of commendation to Inland Steel, commending 
them for this practice. I hope their example is spread. 

Mr. Scuour. I think, Senator, that that concludes my remarks on 
the pain and suffering that is involved here. 

Senator Dove.as. Now, Mr. Young, will you proceed ? 

Mr. Young. First of all, Senator—— 

Senator Doveias. You are an attorney with the Legal Aid Bureau? 

Mr. Youne. Yes, I am Arthur K. Young. I am director of the 
Legal Aid Bureau of United Charities. 
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First of all, I do want to say that the Rodriguez suicide was not the 
only one in Chicago. I think it was the third one. I think it was 
the third one in the last 2 or 3 years. 

Senator Douerias. Third? 

Mr. Youne. Yes. 

Senator Doveias. Can you remember the names of the others? 

Mr. Youna. I cannot remember the names of the other two. I 
know one of them was a client of our office. 

Senator Dovanas. I wonder if you would hunt these down and sub- 
mit. the names for the record. 

Mr. Youna. I will try to find them, Senator. 

Senator Doveras. Together with any incidental information. 

Do I understand you, now, there have been three suicides ¢ 

Mr. Youna. At least two, Senator, that I know of, and I think 
there might have been a third one. One of them was one of our 
clients, and that is why I know. Somebody who came from the mid- 
dle European area, from one of the Balkan countries. I cannot re- 
member hisname. I will make every effort to find it when I get back. 
It isa closed file now. 

Senator Doveias. I appreciate that. I understand. 

Mr. Youne. But, in addition to that, we, like all legal aids, en- 
counter many, many domestic problems. And a great many of our 
domestic problems are not only domestic problems, they are also con- 
nected with debt problems. Husbands have deserted wives because 
the financial situation has gotten so bad they cannot keep up with it. 
And then the wives come to us for two reasons. 

First of all, they would like a divorce from the deserting husband. 
But, most importantly, they were cosigners of their husband’s obliga- 
tions at the time that they were living together as husband and wife. 
Now that the husband has gone, they try to go out and earn a living 
for their family to try to stay off ADC or public welfare. And the 
minute they get a Job, their wages are garnisheed and these wages are 
tied up. 

Senator Dovetas. For the debt of their husband ? 

Mr. Youne. For the debt of the husband, and it means they have to 
go back on public welfare. 

We attempt to get—we do not attempt, but we actually do file bank- 
ruptcies for these women so they can go out and work and be mare 
tered by the obligations their husbands made. So this, I think, 
quite a hardship on a great many families. 

Senator Doveias. Mr. Ganly, do you have anything? 


STATEMENT OF JAMES GANLY, CATHOLIC COUNCIL ON WORKING 
LIFE, CHICAGO, ILL. 


Mr. Ganty. I do not know of any deaths, Mr. Chairman. But I 
do know of a lot of hardship that exists. 

May I use the name of a steel company here in trying to illustrate 
what I am doing? 

Senator Dove.as. If it reflects credit, use the name of the com- 
pany. If it reflects discredit 

Mr. Ganty. First, I had better state who Iam. My name is James 
F. Ganly. I am testifying for the Catholic Council on Working Life 
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in Chicago, Il. But the cases that I am referring to have come out 
of my experience as chairman of the Union ¢ ‘ounselors Committee of 
oie ‘al 65, United States Steelworkers of America, which is the bar- 

gaining ‘agent at United States Steel Co.’s South Chicago South 
W orks, and in trying to relieve the members of our union by getting 
their wages released from wage assignments and garnishments. 

We negotiate with the pay master of the steel company to find out 
how much earnings the person has and who the creditors are or peo- 
ple levying against their wages. In one month, last year, we had 
1,046 papers levied against the members of our union in the South 
Works in South Chicago. 

Senator Dovenas. 1,046 were levied? Out of how many total 
members ? 

Mr. Gantry. We had 11,000 members, Senator, in the South Works. 

Senator Doveias. Roughly 9 percent. 

Mr. Ganty. Yes. So this is the vast extent of the enormity of this 
thing. 

And another thing that I would like to mention in a general way 
is bankruptcies. Many of our members pay an attorney $300 to go 
bankrupt to get from under this burden, and they find out the lawyer 
is representing both sides. After he pays $300 to go bankrupt, he 
winds up with a reaffirmation suit against him. He pays for every- 
thing he went bankrupt on. 

Senator Doveias. You mean to say vou found lawyers representing 
both sides ? 

Mr. Ganty. Absolutely. 

Senator Dovenas. Have you reported those cases to the bar 
association ? 

Mr. Ganty. We are taking one tomorrow to—— 

Senator Doveras. What ? 

Mr. Ganty. We are taking one case to Mr. Adamowski, State’s 
attorney for Cook County, Ill., that we tripped up yesterday. 

These are the kinds of things we have run into. 

Senator Dovexas. I have never quite thought that legal ethics were 
always the highest in the world, but there is one feature in legal 
ethics that I always thought was basic, that a lawyer should not rep- 
resent adverse interests, that he should not represent plaintiffs and 
defendants at the same time. 

Mr. Ganty. It is done in this fashion, Senator: An attorney may 
represent a loan company, you see. Then, he has another office some- 
where in the Loop, and people come in here to go bankrupt. So he 

takes the guy on for $300, and the guy is going bankrupt against the 
finance company that he is doing business w ith, you see. 

The man bought an automobile from somebody, and this attorney 
has a connection with this finance company. Instead of properly 
advising our people what the law stipulates, a person going bankrupt 
must do as far as the goods are concerned—the goods must be re- 
turned—they do not tell them these things. The guy going bankrupt 
keeps the automobile, and he has a reaffirmation suit against him. Or 
he maybe keeps the fur coat, and this kind of business. This is the 
problem that comes out of this inequity and its abuse in credit con- 
sumer buying. 

We have run into it constantly for the last 13 years. 
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Senator Doucias. Mr. Kearney, do you want to add anything? 

Mr. Kearney. Senator, I would like to mention that while I am 
the chairman of the Committee for Fair Credit Practices in Illinois, 
it is strictly a voluntary job. I earn my living as a civil servant, 
working for the government of Puerto Rico. I am on leave from 
them today. 

Virtually daily, I speak to people in extreme hardship cases. Vir- 
tually daily, I also speak to employers, many of whom, such as In- 
land Steel, honestly try to do everything that they can for the 
employee. 

However, I would like to cite one case. I will not mention this 
employer's name by any means. I was talking to him on the tele- 
phone just last week, I asked him, “Do you have any credit difli- 
culties in your concern ?” 

He said, “No, I never have any difficulties, assignments with 
garnishments, with anything like that, because I have a system. As 
quick as I get a paper, I call the person in and I fire them.” 

I said to him, “Is this not rather hard to lose people that you have 
had for many years ?” 

“T had a woman,” he told me, “who was working for me for 25 
years, a very valuable employee. She cosigned for her son. I have 
taught her a very valuable lesson when I discharged her and showed 
her what her son ‘really was.’ 

This particular woman lost her job, 25 years seniority, and besides 
that, the employer was himself becoming an agent in undermining 
the family morale and family solidarity. 

Senator Dovueras. I wonder if you would furnish for the files, 
with the understanding that no publicity would be given, the name 
of this employer. 

Mr. Kearney. I will do so upon my return, I will send it to you. 

Senator Doveias. Mr. Young, I think you wanted to make a 
statement. 

Mr. Younc. I am very sorry I interrupted so impulsively. 

About this question of getting after lawyers who represent both 
sides of the case, we have encountered at least one, if not two or three 
lawyers, in Chicago, who have operated on both sides of the case, 
not quite in the same fashion that Mr. Ganly mentioned. But the 
difficulty there is this: When you get one of these lawyers pinned 
down, he settles the case. He lets the client out from under. Then, 
you have to get an affidavit from the client to present to the griev- 
ance committee of the bar association. 

But once these clients are out from under, these kind of people 
are not public spirited. They have to go to work every day. They 
are marginal income, and you cannot get t them to go ahead and follow 
through. 

Presently, I am working on one I hope will go NAIA but I have 
not had too much hope. I had three last year. I made the first 
step, but I could not follow it through. I think: this is our problem. 

But if I could testify before the grievance committee, I know one 
lawyer I could get disbarred tomorrow. But you just cannot get it. 

Senator Doveras. A few steps from here, we have the Supreme 
Court Building. Underneath the pediment, it has the noble sentiment 
“Equal Justice Under the Law.” I suppose it is true that if you get 
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into the courts of this country, particularly the higher courts, you do 
get justice. But the process of getting there is extremely costly and 
involves many delays. And from what you say, it seems to tire out 
many people who need protection the most. Is that not true? 

Mr. Youne. That isright. That is exactly right. 

This is the slogan, too, of all the legal aids around the country, 
“Equal Justice for All,” even if they cannot afford to employ counsel. 
This is what we try to do. 

But these are the very people that cannot afford to go and fight for 
themselves even after you get them out from unde 

Senator Dovenas. Mr. Schur. 

Mr. Scuur. Shall I continue with my prepared statement? 

Senator Dovcuas. Yes. 

Mr. Scrrur. Once the sweet-talking salesman has coaxed, cajoled, or 
coerced the wage-earner’s signature on the proper sheets of paper, the 
wage earner is faced with almost insuperable obstacles. These arise 
from traditional legal doctrines which, when applied to the field of 
consumer credit, have the most pernicious effects. If we were to 
enumerate some of these doctrines we would have to include: 

1. The doctrine that defenses available against the original payee 
are not available against the holder in due course of a negotiable in- 
strument: This means that if a wage earner buys a used car, drives it 
a week or two, and finds it to be defective, he must still pay the note 
which he signed at the time of purchase and which has now been trans- 
ferred to a finance company. The finance company may be a separate 
corporation, organized by the owners of the automobile dealership. 
If not, it undoubtedly has some working arrangement with the auto 
dealer. 

Senator Dovcias. Have you found many finance companies which 
have been organized by the owners of the dealership ? ? 

Mr. Scuvr. I cannot name any, but I think this is a pretty common 
situation, Senator. 

Senator Dovatas. This is a captive finance company ? 

Mr. Scuur. Yes. In fact, you may have two separate corporations. 
The ownership is the same, the directors are the same. Legally, they 
are regarded as separate entities so that if the negotiable paper of the 
automobile transaction is sold to the finance company, the finance com- 
pany is regarded as a holder in due course. 

Senator Doveras. I would like to ask the other members of the 
panel whether they have found many cases where the dealer really 
operates or owns the finance company. 

Mr. Kearney. I believe, Senator, that each and every one of us 
could probably furnish you the names of at least three just because we 
have had so many cases with them where this is true. 

Senator Doveias. I wonder if you would. 

Mr. Young, would you care to make a statement ? 

Mr. Youne. I cannot furnish you with any names because it is 
merely suspicion. They hide themselves under their corporate en- 
tities, and they have different addresses in a good many instances. 

Senator Dovenas. Mr. Ganly. 

Mr. Gantry. I cannot name any, Senator. 

Senator Dovetas. I wonder if, upon your return to Chicago, if you 
do find names, you would send them to us and supplement your testi- 
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mony. We will not give publicity, but we want to be certain these 
are not mere hobgoblins conjured up, but are based upon facts. 

Mr. Kearney. I will be happy to do so. 

Mr. Gan ty. I have heard of one, but I do not want to mention the 
name. I heard of one big dealer in Chicago who does this, but I will 
check. 

Senator Dovetas. Go ahead. 

Mr. Scuur. Senator, even if the corporations are not owned by the 
same parties, there is this working arrangement so that, ac tually, the 
finance company and “ automobile dealer are not dealing with each 
other at arms’ length, but legally, it is regarded as an arms’ length 
transaction. 

Senator Dovucias. Have you had any impression to indicate there 
may be a kickback on the insurance commissions and so forth, 
premiums ? 

Mr. Scrrur. I would mel have any definite information on that. 

Senator Doveras. Go ahead. 

Mr. Scuur. But, if the finance company brings suit upon the note, 
the buyer cannot raise the defense that the brakes failed, that holes in 
the engine were plugged with wax, or that the motor simply fell out 
of the car as he was rounding a turn. 

The parol evidence rule: Reinforcing the de: ae s invulnerability 
to suit is the parol evidence rule which is usualiy reiterated in a con- 
ditional sales agreement by some statements such as: 

This contract constitutes the entire agreement between the parties and no 
verbal statement of any agent of the seller shall be binding unless incorporated 
herein. 

This has been the death blow which struck down many a salesman’s 
glowing verbal guarantee shortly after the contract was signed. 

Senator Doveras. After or before ? 

Mr. Scuur. No, I mean after. In other words, the oral representa- 
tions are of no legal effect once the written contract is entered into. 
And many people, unfortunately, rely on the oral representations and 
do not realize that, legally, they are of no effect. 

Senator Doveras. Is this statement in ordinary type or small type? 

Mr. Scour. Ordinary type, Senator. 

Deficiency judgments: While recent legislation in Tllinois has 
imei at modified this doctrine, it is still one of the saddest duties 
of a lawyer to explain to a purchaser that he has given up his down- 
payment, surrendered the freezer or television set which he purchased, 
and still owes money. It is a constant source of wonder how a used 
car worth so much in cash price and finance charges on the dealer’s lot 
will, upon being repossessed after a few months of use, suddenly 
shrink in value to almost nothing when, after the repossession, it is 
auctioned off at so-called public sale. The result is that very little 
money is obtained from the public sale to be applied against the debt. 

Senator Dovetas. Just a minute. Do you think these public sales 
are rigged sales, then ? 

Mr. Scuvr. Well, in practice, there is no requirement in L[llinois 
that a repossessed item be sold at a public sale. And the only people 
who attend these sales are automobile dealers. I have never attended 
one, but I am sure the bidding is not very spirited. 
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Senator Dovetas. If your committee has any extra energy, it would 
be well to have some people attend these so-called automobile sales, 

Mr. Youne. Actually, frequently, you see, the finance companies 
repossess the automobile, and it is sold back to the original dealer. 
That, I think we can find. That is what happens. It just goes back 
to the original dealer for $200, and he sells it over again, maybe for 
$1,800 or $1, 900. 

Senator Doveras. Is this a matter of personal knowledge on your 
part, Mr. Young, when you say that / 

Mr. Youne. I cannot cite you the case, but I know it has happened. 
I will try to look for it. Again, it is one of our old files, but I know 
it has happened. It issold right back to the dealer. 

Mr. Kearney. Senator, it is at least interesting that an automo- 
bile which is worth $1,500 today will, 3 months from today, after 
repossession, turn out to be worth exactly $200. 

Senator Doveias. You know that for a fact ? 

Mr. Kearney. This is frequently true. 

Mr. Youne. You can tell that by the size of the deficiency when 
they confess on the notes. 

Mr. Kearney. Thisis a matter of court record. 

Mr. Scuur. 4. Wage assignments and judgment notes: In Illinois, 
the credit salesman who aspires to be a millionaire in short order, has 
this double-edged sword available. First, he can file a wage assign- 
ment with the employer. While the law requires that the legality 
of the wage assignment be litigated, in practice the creditor generally 
does not have to hire a lawyer to go to court. Why? Most em- 
ployers will-call the worker into the personnel office upon receipt of a 
wage assignment and say, “Clear this up—or else!” This is especially 
true of the smaller employers who shun the expense of consulting an 
attorney to ascertain the legal rights of the employer or the employee. 

In addition, the confession of judgment clause allows the signer to 
be sued without his knowledge. Attorney’s fees and interest’ are 
added and judgment is entered. Then the worker’s wages are gar- 
nisheed. His first notice is received when his wages are withheld. 
At a time when he is without funds, the burden is put upon him to 
hire a lawyer, file affidavits, and attempt to reopen the judgment 
which has already been entered. As you would expect, this burden 
is too much for most individuals to carry. 

Liability of cosigners: These credit traps are even more dis- 
isebednataer when the victim never purchased or used the article in 
question but merely cosigned. Take Committee For Fair Credit 
Practices Case No. 11. This individual cosigned when his brother-in- 
law purchased a used automobile. The brother-in-law became ill so 
the car was turned over toa third person. The cosigner thought that 
his liability was terminated. He was wrong. The third person gave 
up the car and went through bankruptcy. The brother-in-law was 
still sick and unable to work. Judgment was confessed against the 
cosigner and he is now making payments on a substantial defici iency 
judgment. Unfortunately, he is industrious and is buying a house, 
so he cannot evade this debt by going through bankruptcy. 

Here is a case, Senator, of suffering such as you requested us to 
provide you with earlier. "This man has to pay $900 on this judgment 
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which now includes attorney’s fees. More of the details are given 
in ~~ case history which has been submitted. 

. Immunity of creditors: Creditors know that not much can hap- 
i n to them, so they follow the maxim of the western outlaw : “Shoot 
first and ask questions later.” They file garnishments and wage as- 
signments without adequate verification that they are filing against 
the right person, and put the burden on the affected worker to prove 
to them that they have the wrong man. In case No. 12, the creditor, 
a jewelry store, filed a wage assignment against this individual. He 
had never signed the wage assignment ; ; it was illegal. 

Senator Dove.as. In other words, they got the wrong man? 

Mr. Scuur. They either got the wrong man or it was forgery, Sen- 
ator, one or the other. 

We filed suit against the creditor for damages. By threatening 
the employer with litigation expenses the creditor won the suit; our 
client was called into his employer’s office and told that if he wanted 
to retain his job he would have to stop the lawsuit. 

Senator Doucias. You mean that he had to call off the suit against 
the jeweler who claimed that he had delivered goods which were 
never delivered and never signed for ? 

Mr. Scuur. That is right. 

Senator Doueias. Go ahead. 

Mr. Scuur. There is just no adequate recourse at law for the indi- 
vidual who loses an afternoon or two from work trying to straighten 
out a false garnishment or who gets a black mark against his name 
at the shop. 

Consider case No, 13. This individual’s check was tied up and he 
paid the creditor in full on Tuesday. By Friday the creditor had 
failed to notify the employer and the individual lost his job. His 
union is still trying to get it back for him. But the creditor who 
moved with such alacrity to stop the check felt no need to release the 
garnishment once the money was obtained. 

7. Excessive carrying charges: There is no legal limit on carrying 
charges in Dllinois. We subject our banks to riete audit and limit 
their interest to 7 percent. But, any used car dealer whose only 
assets are an empty lot, a neon sign, and a sil tongue can sell cars 
and obtain finance charges which are mor ally usurious but legally 
allowable. For example, case No. 14 involved an individual who in 
1957 purchased a used car leaving a balance, after a substantial down- 
payment, of $2,960. He faithfully made nine payments of $130 a 
month, which is a substantial sum for a wage earner to pay. He then 
felt that the payments were too high, so he obtained refinancing. ‘The 
new agreement called for him to make 20 payments of $90 eac ch, plus 
1 final payment of $1,273.15. He made the 20 payments and then was 
faced with the impossible t task of making a final payment of $1,200. 
This is known in the trade as a balloon note. Again he had to refinance 
his debt with the finance company, this time ‘becoming obligated to 
make 10 payments of $160 saak ‘On the or iginal debt. of $9960 the 
individual will have paid finance charges of $1, 610. This is almost 17 
percent per year on the entire amount and double that rate if we figure 
the interest only on the unpaid balance. This interest rate is probably 
typical. 
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Senator Doveras. In other words, the real rate of interest was ap- 
proximately 34 percent ? 

Mr, Scuur. That is right. 

When I say this is typical, I mean that it probably is no worse 
than generally obtains. 

An interest rate that is less vee ‘al can be seen in case No. 15, 


The unpaid balance on the deal, a car deal, was $797. Finance 
charges totaled $521.40 over a 2-year re. This is approximately 
35 percent per annum on the entire amount, or approximately 66 per- 


cent per year, figuring the interest only on th e unpaid balance. 

This is only interest, Senator. They are enumerated separately on 

letter from the finance company, insurance charges, to protect the 
finance company’s interest in case of damage to the car by fire or theft 

or collision. 

Let me inter ject one further comment. We have in Illinois, now, 
a law which requir es that the amount of finance charges be stated on 
the contract. So that this contract was entered into, and the contract 
states 24 payments at X dollarsa month. Jf the man had sat down 
and multiplied X times 24, he would have seen that he was paying 
$521 in finance charges over a 2-year period. 

These are some of the legal doctrines used to victimize consumers. 
The authors of S. 2755 are to be commended for directing the atten- 
tion of the Senate and the country to this sordid segment of our na- 
tional life. The bill is mainly directed against excessive interest 
rates. Excessive interest rates are part, but only part, of the prob- 
lem. Disclasure of interest rates is a consummation devoutly to be 
wished. This bill would provide consumers with information neces- 
sary to an intelligent evaluation of projected commitments. This bill 
is a sound, forward step 

Senator Doveras. Mr. Schur, I would like to call your attention 
to this fact that we say “total finance charges.” This is broader than 
the term “interest payments.” We have had very valuable sugges- 
tions that we should define “finance charges” more specifically so as 
to indicate that it is not really the rate or the amount of interest, but 
these other loadings which should also be stated. 

A good many of the changes which have been brought out have 
been in terms of interest rates, but we have been very careful to have 
it cover finance charges. It is my own belief, as yours, if we were to 
limit ourselves purely to interest rates that what would be done in 
many cases would be to fix a low-interest rate and load on finance 
charges. So we were not quite as naive as some people may have 
assumed. I think we can say that the term “finance charge” was 
meant to include these other items. 

Mr. Scuevr. I think that in Illinois, since January 1, 1958, we have 
had a statute requiring disclosure of many of these items, and these 
other problems continue to plague us, despite—— 

Senator Dove.as. But the statement of the rate is not rigged, it is 
the total amount. 

Mr. Scuur. I have section 3(g) of the Ilinois—I think it is—Re- 
tail Installment Sales Act— 


Specific requirements of retail installment contracts: Every contract shall con- 
tain the following items: (g) The amount of the finance charge which may be 
stated as a percent of the monthly unpaid balance to accrue thereafter if such 


———L———— 
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finance charge is not capitalized or stated as a dollar amount in any of the 
documents or payment books connected with the transaction. 

Senator Doueias. One or the other, but not both ? 

Mr. Scuur. Right. 

Senator Doucias. Whereas, this bill requires both. 

Mr. Scuur. That is right. This bill is a definite improvement in 
that sense. However, my personal feeling is that disclosure alone is 
not quite going to do the job because of these other problems and be- 
cause disclosure is not enough for many of the people, especially those 
with a little education, or especially education in the English language. 

In other words, I believe that the target is somewhat wider than the 
scope of this bill. 

In the last session of the Illinois Legislature, our Committee for 
Fair Credit Practices in Illinois introduced several bills which we 
thought would attack this problem of credit abuses. We sought to 
increase the amount of wages which would be exempt from garnish- 
ment, to outlaw wage garnishments which were based on confessed 
judgments, and to provide that the victim of an invalid wage assign- 
ment or garnishment would be able to obtain attorney’s fees from the 
offending creditor. 

In no other field are such vicious abuses protected by the letter of 
the law. These modern day highwaymen operate because the law 
allows them to feed and fatten. Surely the Congress of the United 
States should be able to right these wrongs. 

Senator Dovetas. I want to congratulate you on the excellence of 
your legal statement. 

Mr. Scuvr. Thank you, Senator. 

Senator Doveras. I want to express my appreciation to all of you 
for coming here, taking time out of very busy lives. 

Do you have any further statements you would like to make? 


STATEMENT OF ARTHUR YOUNG, EXECUTIVE DIRECTOR, LEGAL 
AID UNITED CHARITIES, CHICAGO, ILL. 


Mr. Youne. I would like to add something to this, if I may. I 
am very sorry that through a misunderstanding on my part my ma- 
terial did not get mimeographed so that all would be available, that 
enough copies would be available. If you are interested, I can send 
them on. 

Senator Doveias. Yes, we would like it very much. We will insert 
such portions as seem appropriate in the record. 

May IL ask this: Is the Chicago Legal Aid Society affiliated with the 
National Legal Aid? 

Mr. Youne. Yes, we are a member of the National Leeal Aid & 
Defender Association. 

[ might say that I am here in my capacity as a member of the 
Committee on Fair Credit Practices, but I am bringing to that com- 
mittee my experience of 25 years or more at the Legal Aid Bureau. 
So that I am not officially representing the Legal Aid Bureau or the 
National Legal Aid, but I think that T gained a great deal in experi- 
ence in these kind of things as a result of my association. 

Senator Doveras. You are a very valuable citizen, Mr. Young. 

Mr. Youne. Thank you. : 
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Last year, for example, the Legal Aid Bureau in Chicago had al- 
most 24,000 clients. About 25 percent of these were people involved 
in debt situations. All of them were not the result of unfair credit 
practices, but about 1,000 of them, between 800 and 1,000 of these 
cases, became litigated matters because wages had been tied up by 
garnishment proceedings or wage assignments. 

Of these, there were a great many that we could defend either be- 
cause they were cases of mistaken identity, cases of forgery; mi- 
nority were involved in some, and a great many of the others were 
cases of the kind that we are talking about now where—— 

Senator Dovueras. Cases of forgery. Who committed the forgery? 

Mr. Youne. I use the word “forgery,” probably, loosely. Fre- 
quently, the wife is induced to sign the husband’s name. He is obli- 
gated under Illinois law if it is a family expense item. But he is not 
obligated under the contract assigning wages or under a confession. 
But he is liable for the goods. So, he can get rid of the garnishment, 
but he has to paythe bill. 

The other cases involved relate to matters that we are talking about 
now. In those cases, unfortunately, we try to make the best arrange- 
ments that we can, and I would like to read into the record two or 
three of these cases to show you how extreme the situations-are. 

For example, all of these are listed in our file that has been given 
to Mr. Semer. I use initials instead of names. 

Mr. A. responded to a newspaper advertisement for sewing ma- 
chines offered for sale at $44.50 to $59.50. He bought a washer and a 
sewing machine when he went to answer the ad. 

On the document which he received, termed a “Bill of Sale,” the 
individual price of each item was not listed. In the space provided 
on the document entitled “Terms of Sale,” the total cash price was 
$500.30. This was when he went in to buy a sewing machine for 
$44.50. Ihave a copy of the ad in my file. 

Senator Dovetas. Just a minute. That was the sewing machine. 
What about the washer ¢ 

Mr. Youne. He bought the sewing machine. We do not know what 
the price of the washer was. 

Senator Dove.as. The two together? 

Mr. Young. I do not include the copy. I have it in my file at the 
office. I can photostat it and send it in. Each item was not listed on 
the bill of sale, and this “bill of sale”—let’s put it in quotation marks 
because I never heard of a person buying an article who signed the 
bill of sale. Usually the seller signs the Dill of sale, but in our case, 
the buyer always signs the bill of sale. The two items were not listed, 
but the total price was $500.30. But this is not all. 

Senator Doueias. The washing machine would have to be—— 

Mr. Youne. The washing machine would have to be $440. 

Senator Douetas. $455.80. 

What is the common price of a washing machine? 

Mr. Youne. I think I bought a brandnew washing machine not 
so long. ago for less than $300. I think that was the price. 

Senator Dovetas. Mr. Ganly. 

Mr. Ganty. I do not know the price of washing machines. 

Senator Doueias. Mr. Kearney. 

Mr. Kearney. I am sorry. 
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Mr. Youne. If I may say parenthetically at this point, Senator, 
I would rather not know how much money I am paying, total, on 
my mortgage. I would like to know what I am paying but it scares 
me to death to realize how much my mortgage is costing me. I am 
not urging this as a part of what somebody ought to raise on real 
estate contracts. I think you would just stop real estate sales if 
people who are buying on 20-year mortgages: realized what they are 
paying. We may have to exclude this because nobody would buy any 
more real estate. I will not even look at what I am paying in total 
for my mortgage. I am afraid to know. 

Senator Dovetas. You are afraid of the truth? 

Mr. Kearney. Excuse me, Senator, I differ with Mr. Young. 

Senator Doueias. Are you afraid of the truth? 

Mr. Young. Not really, Senator, but it is a frightening thing to 
know. I would rather know I paid so many dollars a month on my 
mortgage. 

Senator Dovetas. I do not pretend to be a psychiatrist, but I 
thought the first principle of psychiatry would be you ought not to be 
afraid of the truth. And the test of sound mental health is to be 
willing to face the truth. 

Mr. Youne. Not if it is too traumatic, I would not recommend it. 

But I am not through with this. The time balance and the time 
sale price which were identical in this case was $715. He was not 
through with the $500.30. The $715 was the total he had to pay. 

Senator Doueias. For how long? 

Mr. Youne. Twenty months, $35.75 a month. 

At the time of the transaction, the salesman advised Mr. A. that the 
cost of these two items was $200. He was told he had to pay $200. 
This is when they were still talking in relation to cash sale. And Mr. 
A. stated that he did not have that kind of money and, in fact, he was 
short of funds. At this point, he was given $100 in cash as a bonus 
for the sale. 


In other words, he got $100 in cash. This sounds fantastic, but it is 
true. 


Senator Doveias. You mean he was given $100 in order to induce 
him to pay $715? 

Mr. Youna. That is right, he was. 

Senator Dovetas. This is not a laughing matter. 

Mr. Young. Unfortunately, it is not. 

I have told you everything that appeared on the documents. There 
is nothing anyplace that indicated this $100 in cash, but that is what 
he got. He received 

Senator Doveias. Was he not really entrapped by the offered $100? 
Was he not entrapped into signing the contract under which he ulti- 
mately paid $715 for goods worth $200, or which were represented to 
him as being worth $200? 

Mr. Youne. That is right. I would presume he was. We are still 
working on this. 

Senator Dovetas. Did he have to pay $715 in addition to the $100? 

Mr. Youne. That was included. 

Senator Dove.as. So he paid $615, really, for goods which he had 
been told were worth $200? 

Mr. Youna. That is right. 
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Senator Dovenas. Assuming that the average unpaid balance would 
be $100, 20 months, he paid 6 times as much as his average indebted- 
ness, real indebtedness. A period of 20 months. That looks like an 
interest rate of approximately 250 percent a vear. 

Mr. Young. That is about what it amounts to. 

He received no copy of the contract at all. But as I said before, he 
signed the bill of sale. And over his signature there appeared 

I acknowledge receipt of a fully completed copy of this contract executed by 
both the buyer and seller. 

In fact, no contract was ever seen until the Legal Aid Bureau re- 
quested and obtained a photostatie copy. This is what we got. 

We are still working on this. I do not know how we are going to 
come out. 

In another case, Mr. W. received a bill of sale showing cash price, 
$550. In the space immediately above and at the left of the $550 
figure, the followjng printed statement appears: 

I hereby acknowledge receipt of the bill of sale and the completed conditional 
sales contract. 

Midway down the form, another statement appears, separated by 
two heavy black lines from the rest of the document which states 
Balance including finance and insurance charges to be paid in 16 payments of 
$60 as follows— 

But nothing is stated after that. 

Senator DovuGras. $960. 

Mr. Youne. To anyone but the purchaser, it is obvious that the 
purchase price was $960 and not $550. 

Senator Doveras. That is an extra loading of $410 for how long? 

Mr. Youne. Sixteen payments. 

Senator Doveras. Sixteen payments ina year and a third. That is 
an interest rate of around 105 percent. 

Mr. Youne. Below this box showing the 16 times 60, there is an- 
other.heavy black line area, and in that one it says, “Notes and condi- 
tional sale contract held by M. Discount Corp.” The only document 
that Mr. W. received was this bill of sale which contains his signature. 

This is the way they circumvented the Illinois law, and I hope they 
do not do it to the Federal law. They deposit the documents which 
are really in blank. They sign a document in blank. I mean, the 
contract is signed in blank as far as we have been able to find out. 
But they signed the bil! of sale which says, “We have deposited the 
document with either the seller or,” 2 this case, “the discount corpo- 
ration.” Then, when we send for it, we get a filled out copy and 
everything is in there. But at the time of the purchase, the document 
is not filled out, and they do not get it. 

Since we have been working on this case, they have not bothered 
Mr. W., and we think they are just going to lay Jow because we think 
we have got them in this case to the point, at least, where they are not 
willing to pursue it any further. 

Senator Doveras. Obv iously, a great deal of legal ingenuity has 
gone into this. 

Mr. Scuvr. If I may interject, Senator, the TIlinois law says: 


The copy of the completed contract must be given to the purchaser at the 
time of purchase. 
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But it also says: 

The buyer’s written acknowledgement, conforming to the requirements of 
section 4 of this act of delivery of a copy of a contract shall be conclusive proof 
of such delivery and of compliance with this subdivision in any action or pro- 
ceeding by or against an assignee of the contract without knowledge to the 
contrary when he purchases the contract. 


So now, as a matter of form, in all these contracts, it says: “I hereby 
acknowledge a receipt of the contract.” 

Generally, it may be true that the man gets the contract, but if he 
does not and it is negotiated to “an innocent third party,” the buyer 
cannot deny that he received the contract. 

Mr. Young. I think this is the thing that I am trying to warn 
against if this bill is passed in the present form and regulations are 
going to be made by Federal Reserve that we have got to be careful 
that this very noose-tying arrangement is avoided. 

For example, in the very next case here, a man who bought an 
automobile on October 13, 1958, and received a bill of sale, the printed 
form contains the following statement near the top: 

I hereby acknowledge the receipt of the following items: One copy of the bill of 
sale and completed conditional sale contract. 

The cash price is cited at $995. In the upper left-hand center of the 
document written in almost undistinguishable characters and inserted 
between other printed matter are the following notes : “$50 due Octo- 
ber 15, 1958”—that is Just 2 days later—*$145 special note, $10 a week 
until paid.” This is in addition to what other payments he is going 
to have to make. 

Then, they gave him a trade-in allowance, or an allowance of $100, 
making a ¢ redit of $2 95, leaving an unpaid balance of $700. 

In a special box appears the following statement : 


Notes and conditional sale contract held by A. W., Inc., or its assignees. 
Underneath this is another statement : 


Twenty-four payments of $51.65 each month, first payment due on November 
22, 1958. 


This works out to be $1,238.60, This is on a balance due of $700 to be 
paid over a period of 24 months. 

Senator Dovueias. The average unpaid balance, of course, would be 
half the total, of $350, so the total of $1,100 would be paid for an aver- 
age outstanding obligation of $350 over how many months ? 

Mr. Youne. Twenty-four. 

Senator Dougias. Two years ? 

Mr, Youna. Yes. 

__ Senator Dovexas. This is an average interest rate of approximately 
(09 percent a year. 

Mr. Young. I have one more. 

In May 1959, Mr. C. went to the H. Motor Mart with the intention 
of buying an inexpensive used car. At that time, he owned a 1950 
Plymouth that he expected to use as a trade-in. He also had an addi- 
tional sum in cash. 

After a great deal of persuasion, he agreed to buy a 1957 Plymouth 
at $1,995. He was assured by the car dealer that finance charges at 
a rate which he could meet would be found. Consequently, he assigned 
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the title to his own automobile and paid $300 as a deposit, which sum 
he had borrowed from another source. 

He was then asked to sign certain papers. The document he signed 
was a bill of sale which stated that he had received the completed 
filled-out conditional sales contract; that he was agreeing to secure a 
suitable cosigner within 2 days of the contract, if necessary, and fail- 
ing this that the balance owing would become immediately due: and 
that if he could not pay the balance due, then he would forfeit all 
trade-ins and downpayments. This was ostensibly a cash sale if he 
could not get a cosigner or his credit rating would not be approved. 

Mr. C. took the car under the above conditions and 4 days later was 
told by the dealer that his credit was not approved. The 1957 Ply- 
mouth was repossessed and all for feitures were taken. 

This case illustrates another gimmick to get around the installment 
sales contract provision, In this kind of a case, it isa cash sale. If he 

cannot get a cosigner and the man takes the car out, thinking he has 
a car with credit approved, or the cash sale can be made when he gets 
around to it, and then discovers that they did not approve his « -redit. 
They know in advance that the credit will not be approved. Conse- 
quently, he ends up by paying a lot more than he intended to and buy- 
ing the car much more expensively than he intended to pay for it 
originally. 

All of these cases arose out of a conditional sales made after the 
enactment of the Illinois Retail Installment Sales Act, which, in effect, 
attempts to do what Senate bill 2755 expects to acc omplish. The ex- 
ception is that the Illinois act does not require that the rate of interest 
be stated... : 

I guess I should amend that in view of what you said, Mr. Schur. 

An analysis of the cases cited indicates that devious methods have 
been found to avoid the conditions of the statute. In apparent com- 
pliance with the act the purchaser is required to sign a written state- 
ment that he either has received the contract or that he has allowed 
the seller to hold the contract. 

Thus, the statute gives an aura of sanctity. I am speaking of the 
Illinois law right now, and I hope our Federal statute will not make 
the same mistake. Thus, the statute gives an aura of sanctity over 
the entire transaction which protects ‘the fraudulent action of the 
seller and places the buyer in an indefensible position because it is 
impossible for him to verify the terms of a written agreement by 
parol evidence. 

Any statute which attempts to protect a purchaser from the type 
of seller who takes advantage of the ignorant and uneducated must 
provide a method whereby the validity of the contract is tested at 
a time when the two litigants are fighting on an equal basis. A man 
whose job is in jeopardy when his wages are tied up cannot litigate 
his defenses because even if he is successful, he will be out of work 
and his family will go hungry. 

Senator Doveras. Mr. Young, may I ask this question: Are these 
cases confined to Negroes and Puerto Ricans? 

Mr. Youna. Let me say that they are confined to the recent emi- 
grees, if I can use that term, or immigrants, I think is the more so- 
cially accepted word, to Chicago. 

We have more Negroes and Puerto Ricans coming into Chicago 
than any other individual ethnic group, it is true, but this also 
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includes our southern whites and people from the farms. There are 
not as many that come in, but this happens to them just as frequently. 

As a matter of fact, I go on to say a little bit later here—— 

Senator Doveras. May I say, of course, here some people are brutal 
enough to say something that I personally regard as abhorrent, but 
which, nevertheless, has a certain amount of currency—namely, 
“Well, they are only Negroes and Puerto Ricans. We should not 
bother about protecting them.” 

Mr. Youna. It is not true at all. 

Senator Dovetas. Personally, I think this is a terrible statement 
to make, and I do not agree with it at all. But, nevertheless, it is 
made, not publicly, but privately. And I wondered. 

Mr. Youna. Let me say publicly that we have found in studies in 
our cases that more than 50 percent of the people who get involved 
in these situations are arrivals in Chicago for a period of less than 
2 years and that probably 90 percent of people in Chicago for less 
than 5 years. The Negroes that are involved are not the Negro— 
we do not get the situation with second- and third-generation Negroes. 
We get this situation primarily with newcomer Negroes just as we 
get it with newcomer whites and newcomer 

Senator Dovucias. We have considerable volume of whites from the 
South who come in, too, and you find that you get 

Mr. Youne. Let me go back and say that the people who are caught 
in the mire of legal problems are always the people who are most 
recently in this country. I remember way back when I was a young 
lawyer and just began to work at the legal aid bureau that we could 
not carry on the work of our office unless we had at least one or two 
Polish interpreters because, at that time, the influx of immigration 
came from the central European countries, and these were people 
who got caught in legal entanglements. 

In those days, it was not so much installment contracts. There were 
other things, but the people who get caught in the web of the law 
are those who are new in the country, whether they are Negro or 
white or Polish or Puerto Ricans. And if we ever have immigration 
from some other section of the world, we will find that is true. So it 
is not the kind of people. 

Senator Dove.as. I regret to say that after thinking that the Sen- 
ate had recessed, as it had, it was reconvened, and this last bell is a 
rolleall which I must go to. I wonder if you gentlemen have com- 
pleted your testimony. 

Would you put your whole statement in the record ? 

Mr. Youne. All right; I will. 

(The material referred to follows :) 








STATEMENT OF ARTHUR YOUNG, EXECUTIVE DIREcTOR, LEGAL AID UNITED 
CHARITIES, CHICAGO, ILL. 


CASE EXAMPLES TAKEN FROM THE FILES OF THE LEGAL AID BUREAU OF THE UNITED 


CHARITIES 
File No. 1613.6 


Mr. A. responded to a newspaper advertisement for sewing machines offered 
for sale at $44.50 to $59.50. 

He bought one Blackstone washer and one Stradivarius sewing machine. On 
the document which he received, termed a “bill of sale,” the individual price of 
each item was not listed. In the space provided on the document entitled “Terms 
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of Sale,” the total cash price was $500.30. Finance charges which were not 
itemized were $215. The time balance and the time sale price were identical: 
S715. This was to be paid at the rate of $35.75 for 20 months. 

The salesman had advised Mr. A. the total purchase price was $200. Mr. A. 
stated that he did not have the money and that in addition he was short of 
funds. He was then given $100 in cash which he was informed was a “bonus” 
for buying the items. There is no record indicating this $100 grant. 

Mr. A. received no copy of the contract but he did sign the bill of sale over 
which signature appears the following statement, “I acknowledge receipt of a 
fully completed copy of this contract executed by both the buyer and seller.” In 
fact. no contract Was ever seen until the legal aid bureau requested and ob- 
tained a photostatie copy. 

This case is still pending. 

File No. 3239.31 

At the time of the purchase of an automobile, Mr. W. received a bill of sale 
showing cash price, $550. In the space immediately above and at the left of 
the $550 figure, the following printed statement appears, “I hereby acknowledge 
receipt of the bill of sale and the completed conditional sale contract.” Midway 
down the form another statement appears, separated by two black lines from 
the rest of the document which states, “Balance including finance and insurance 
charges to be paid in 16 payments of $60 as follows:” (the space following the 
colon is left blank). 

To anyone but the purchaser, it is obvious that the purchase price was $960 
ahd not soo. 

Below is another rectangular box which contains the following, “Notes and 
conditional sale contract held by M. Discount Corp.” The only document that 
Mr. W. received was this bill of sale which contains his signature. 

Since the legal aid bureau has been active on this case there has been no 
further pursuit of Mr. W. at his place of employment. His only damage, at 
this point, is the $25 downpayment which he made at the time of the purchase 
of the automobile. 


File No. 1570.6 . - 

This was another contract for the purchase of an automobile. On the date 
of the sale, Octaber 13, 1958, Mr. O. received a bill of sale. 

The printed form contains the following statement near the top, “I hereby 
acknowledge the receipt of the following items: one copy of the bill of sale and 
completed conditional sale contract.” The cash price is cited at $995. In the 
left upper center of the document written in almost undistinguishable characters 
and inserted between other printed matier are the following notes: “S50 due 
10-15—-58—8145 special note—$10 a week until paid—allowance $100." A credit 
of $295 is allowed, leaving an unpaid balance of $700. 

In a special box appears, “Notes and conditional sale contract held by A. W., 
Inc., or its assignees.” Underneath this is another statement, “$24 payments 
of $51.65 each month, first payment due on 11-22-58.” 

Working out of the arithmetic would have shown Mr. O. that he was obligating 
himself to $1,238.60. 

Mr. O.’s signature appears on the bill of sale. We were able to get the con- 
tract canceled. 

File No. 1596.6 

In May 1959, Mr. C. went to the H. Motor Mart with the intention of buying 
an inexpensive used car. At that time he owned a 1950 Plymouth that he ex- 
pected to use as a trade-in. He also had an additional sum in cash. 

After a great deal of persuasion he agreed to buy a 1957 Plymouth for $1,995. 
He was assured by the car dealer that finance charges at a rate which he could 
meet would be found. Consequently, he assigned the title to his own automobile 
and paid $300 as a deposit which sum he had borrowed from another source. 

He was then asked to sign certain papers. The document he signed was 
a bill of sale which stated: That he had received a completed filled out condi- 
tional sales contract: that he was agreeing to secure a suitable cosigner within 
2 days of the contract, if necessary, and failing this that the balance owing 
would become immediately due: and that if he could not pay the balance due 
then he would forfeit all trade-ins and downpayments. This was ostensibly a 
cash sale. 
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Mr. C. took the car under the above conditions and 4 days later was told by 
the car dealer that his credit was not approved. The 1957 Plymouth was re- 
possessed and all forfeitures was taken. 

This problem was solved when Mr. C. just disappeared. 


STATEMENT 


All of these cases arose out of conditional sales made after the enactment 
of the Illinois Retail Installment Sales Act which in effect attempts to do what 
Senate bill 2755 expects to accomplish. The exception is that the Illinois act 
does not require that the rate of interest be stated. 

An analysis of the cases cited indicates that devious methods have been found 
to avoid the conditions of the statute. In apparent compliance with the act, 
the purchaser is required to sign a written statement that he either has received 
the contract or that he has allowed the seller to hold the contract. Thus, the 
statute gives an aura of sanctity over the entire transaction which protects the 
fraudulent action of the seller and places the buyer in an indefensible position 
because it is impossible for him to vary the terms of a written agreement by 
parol evidence. 

Any statute which attempts to protect a purchaser from the type of seller 
who takes advantage of the ignorant and uneducated must provide a method 
whereby the validity of the contract is tested at a time when the two litigants 
are fighting on an equal basis. A man whose job is in jeopardy when his wages 
are tied up cannot litigate his defenses because even if he is successful he will 
be out of work and his family will go hungry. 

Experience indicates that an educational program around statutes of this 
nature are fruitless because the victims of the unfair dealer are those who are 
uneducable or those who are so new in the community that they have not had 
an opportunity to become so sophisticated. 

An analysis of a group of cases at the Legal Aid Bureau of the United Chari- 
ties of Chicago showed that many of the victims of unfair credit transactions 
had lived in the city of Chicago for less than 2 years and very few had been 
there for more than 5 years. 


Senator Doverias. I must go. We will recess until the 5th of April. 


(Whereupon, at 2 p.m., the subcommittee recessed, to reconvene on 
uesday, April 5, 1960. 
Tuesday, April 5, 1960 
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TUESDAY, APRIL 5, 1960 


U.S. Senate, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION AND STABILIZATION, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 5302, New Sen- 
ate Office Building, at 10 a. m., Senator Paul H. Douglas (chairman 
of the subcommittee) presiding. 

Present : Senators Douglas, Clark, Proxmire, and Bush. 

Senator Doveras. I want to welcome you, Mr. Martin. I appre- 
ciate your taking the time from your labors to come and testify. 

You may begin. 


STATEMENT OF WILLIAM McC. MARTIN, JR., CHAIRMAN, BOARD 
OF GOVERNORS; ACCOMPANIED BY RALPH A. YOUNG, ADVISER 
TO THE BOARD, FEDERAL RESERVE SYSTEM 


Mr. Martin. You have asked me to comment on S. 2755, a bill to 
require disclosure of finance charges in connection with extensions of 
credit. At the outset, I should like to say that the protection of bor- 
rowers by regulating ‘the trade practices of those who extend credit 
to them is a commendable social and economic objective. As the com- 
mittee knows, this has been recognized in the passage of legislation 
in many States which require lenders and vendors to set forth the 
charges which are made in connection with installment sales and 
consumer loans. 

The bill before you goes further than most State laws in several 
respects. It covers a broader area than is generally encompassed by 
State legislation and it also requires that the finance charges be trans- 
lated into a simple rate of interest. Its objective, as you ‘have stated, 
Mr. Chairman, 1s— 
to require lenders and vendors to tell the truth about interest rates and finance 
charges. 

Before proceeding, I should like to emphasize that I am not per- 
sonally an expert on finance charges in the consumer credit field. Nor 
is regulation of lenders’ and vendors’ trade practices a current re- 
sponsibility of the Federal Reserve System. I am sure that there are 
numerous technical problems involved in applying the requirements 
of the bill to the wide variety of credit transactions it comprehencs. 
Even if business loans were exempted, the proposed regulation would 
apply to hundreds of millions of individual transactions, carried out 
by over 50,000 financial institutions and hundreds of thousands of re- 
tail outlets. 
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As was indicated to your committee in our written response, the 
Board’s most immediate concern is with the provisions of the bill 
which would place responsibilty for its administration in the Federal 
Reserve System. We feel that the administration of such legislation 
would not constitute an appropriate activity for the Federal Reserve 
System. 

It would require the Federal Reserve to police the tr: oe practices 
of hundreds of thousands of credit granters over which it now has 
no supervisory authority. The major activities of most of these are 
far removed from basic Federal Reserve responsibilities, and their 
operations entail practices and problems with which the Feder - Re- 
serve is totally unfamiliar. As you have pointed out, Mr. Chair- 
man, it is not the purpose of this bill to control credit. It is not in- 
tended that the regulatory requirements would be varied from time 
to time to encour age or discour: age the volume of credit extended. 
Accordingly, the reasoning that in the past has prompted the Con- 
gress to assign responsibility for stock market, consumer installment, 
und real estate credit regulations to the System would not seem to 
apply in this case. The fact that adaptation to changing economic 
conditions is not involved also suggests that a possible alternative 
solution might be to recast the bill as a criminal statute, not designed 
for administration by a regulatory authority, and to be enforced by 
regular law enforcement agencies. 

The major responsibilities of the Federal Reserve relate to the 
supply, availability, and the cost of credit and money. The System 
is interested in movements of consumer credit primar ily as they affect 
changes in the totak volume of credit. It has also the responsibility 
of supervising member banks to insure sound banking practices; 
this is closely related to its responsibilities in the monetary area. 
Our pr incipal objection to giving the Federal Reserve responsibility 
for administering this legislation is that it does not pertain to the 
‘control of credit. Full disclosure between parties to credit trans- 
actions is, in the final analysis, a question of trade practice and the 
prevention of fraud. A whole body of legal precedent and regula- 
tory procedure, with which we are unfamiliar, is involved. It is 
alien to our existing activities. 

I am not aware of the extent to which your committee has had an 
opportunity to study the experience of the States which have had 
disclosure laws in force. It would seem that their experience might 
be of some assistance in determining the most effective e approach to 

regulation in this area, particularly “with respect to problems of ad- 
ministration and enforcement. 

Senator Doveras. Mr. Martin, I asked our staff counsel, Mr. Semer, 
to request from the Board information as to the disclosure require- 
ments under various State laws. In case you have not seen this 

table, I will send it down to you. It is a rather thorough analysis 
of existing legislation. Thank you. 

I want to express our appreciation to your Division of Research and 
Statistics for the help which they gave. I wanted to indicate that 
we were aware of this problem and were trying to find out about it. 

Mr. Martin. I am sure of it, Mr. C hairman. 

Certainly the experience of the various States is more directly 
relevant than any incidental experience gained by the Federal Reserve 
in conjunction with either its past or present responsibilities. 
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In its present form the bill seems to us to raise a number of difficult 
problems of administration and enforcement. It may be worthwhile 
to investigate how States operating under similar laws have overcome 
these problems. For example, there is the question of identifying 
which lenders and vendors should be subject to the terms of the bill. 
Many vendors that do not normally charge for credit granted may, 
on occasion, levy penalties for late payments and thus be subject 
to the terms of the proposed legislation. Furthermore, some light 
might be shed on how best to deal with the large number of cash 
loan transactions between individuals. 

Another problem is to define finance charges, which are of many 
kinds, and which may or may not be graduated with the amount or 
maturity of the credit involved. M: any of the installment transac- 
tions that would be covered include not only financing, but also the 
provision of insurance and other services for which a fee is cus- 
tomarily charged. The way in which States have coped with separat- 
ing the total cost of the transaction into cash price, finance charges, 
and charges for other services would be illuminating. States have 
undoubtedly faced the difficulties that would be encountered if the 
requirements led some credit granters to attempt to conceal] finance 
charges in the cash price of the goods or in the costs of additional 
services provided. 

The conversion of charges into simple interest rates presents prob- 
lems going beyond the experience of the various States, but which 
seem to us to require further consideration. Very detailed and com- 
plex instructions would be needed to assure uniformity among credit 
granters. Examples of the kind of problems that would have to be 
treated explicitly are the handling of such charges as commitment 
fees and required insurance and provisions for prepayment and late 
payment penalties. Leasing arr 2 one which are becoming in- 
creasingly common in many durable goods areas, would be exceedingly 
difficult if not impossible to handle. 

As I remarked as the outset, men of good will wish the consumers 
not to be deceived by lenders or vendors and thus fail to receive the 
value they thought they had bargained for. Caveat emptor can 
scarcely operate in the absence of knowledge by the potential buyer 
and debtor as to how much he is really paying. 

Senator Dovenas. Thank you very much, Mr. Martin. 

Your last paragraph prompts me to ask this question: Do you 
approve the general purpose of the bill ? 

Senator Doveras. Yes, indeed, I do, Mr. Chairman. 

Senator Dovenas. You do not regard it as contrary to the Ameri- 
can way of life ? 

Mr. Martin. I do not regard it as contrary to the American way 
of life. But I point out that there are difficulties in its administration 
which bear on the American way of life. 

Senator Doveras. It has been charged that the bill was against 
the American way of life, so I wanted to get your opinion. 

Senator Busu. Who said it was? 

Senator Doveras. A certain gentleman whom I prefer not to 
identify at the moment. 

Mr. Martin, we have been helped very much by the very excellent 
statisties on the volume of consumer credit. Am I correct in my 
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understanding it is your Board which collects these statistics? Thy, 
volume of installment sales, the volume of personal loans, the volume 
of credit charges by department stores, and so forth ? 

Mr. Martin. We do, Mr. Chairman. 

Just for the record, I have a paper, that Mr. Young has developed, 
on postwar developments and consumer credit which I thought you 
might like to have put in the record. 

Senator Douetas. We would be very glad to put it in the record 
at the conclusion of your presentation. (See p. 226.) 

How do you collect these statistics, Mr. Martin, or would you rather 
have Mr. Young respond to that? 

Mr. Young, we are always glad to have you here with us. 

Mr. Youne. We collect these statistics, Mr. Chairman, directly from 
the institutions through a series of questionnaires directed to care- 
fully designed samples. Then, from time to time we try and get bench- 
mark figures for the whole universe, which is presumed to be covered 
in the different categories. 

Senator Doucias. How many questionnaires or reporting forms do 
you send out on this series, which appears on page 310 of the March 
1960 Federal Reserve Bulletin ? 

Mr. Youne. We covered the financial institutions with question- 
naires. They report every month to us. 

Senator Doveras. What I am trying to get at is: How many forms 
are filled in? 

Mr. Youne. Offhand, sir, I could not answer that question, but I 
will be glad to put a figure in the record. 

Senator Doveras. You have figures indicating the total volume of 
consumer credit for January to be $51,356 million, of which $39,358 
million is in the form of installment credit, broken down, in turn, 
to $16,568 million of automobile paper, $10,129 million on other con- 
sumer goods, $2,691 million repair and modernization loans, $9,970 
million personal loans, with a total of $11,998 million, or virtually, 
$12 billion of noninstallment credit. These are tremendous figures, 
of course, and must mean that you have a very wide system of report- 
ing. Is that not true? 

Mr. Younc. We do have a wide system of reporting, but our fig- 
ures are partly estimated each month. 

Senator Doveras. Can you not make a rough estimate as to the 
number of reporting forms which you obtained from various branches 
of industry for this? 

Mr. Youne. It certainiy would run up, I would think, to 30 or some 
different forms. 

Senator Dovcias. How many % 

Mr. Youne. Thirty or so different forms, but I am not exactly 
certain on it. 

Senator Dovetas. Only 30? 

Senator Busu. Thirty forms. 

Mr. Youne. Thirty forms. 

Senator Doveras. I do not mean the different categories, but I 
mean how many reporting units are there? 

Mr. Young. Oh, how many reporting units. 

Senator Dovatas. Yes. 

Mr. Youne. In the different categories, these would represent 
samples of banks, finance companies, and stores. There probably are 
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ot many more than 2,500 regular reporters, though the number may 
not exceed 1,500. 

Senator Doue.as. I wonder if you would supply the precise figure 
for the record. 

Mr. Younc. We will be glad todothat. Offhand, I do not recall it. 

(The following table was submitted in response to the above :) 


Number of regular reporters to Federal Reserve consumer credit statistics, clas- 
sified by lender category 
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Senator Dovuerias. I may say it was because of this, what had 
seemed to be a very full and accurate set of statistics collected by 
the Federal Reserve Board, that we had presumed that you were 
more intimately in touch with this field than any other Government 
agency, since no other Government agency collects such statistics as 
these. And we thought, therefore, you had a much more intimate 
acquaintance with the ‘field than you apparently avow. 

Mr. Youne. It is one thing, I think, to have the acquaintance in 
terms of the quantity and the movements of the quantities of credit 
and quite another to leave acquaintance with the trade practices 
and the way in which the lenders or members compute their charges. 

Senator Doveras. Our feeling that you were well informed on this 
matter was enhanced by this very excellent analysis of the various 
State laws, coming apparently from your research division, which 
was very helpful, as I said, and for which we are extremely grateful. 
We had presumed, therefore, that this was not compiled in ignorance 
of the situation in the field, but that you had been giving it a good 
deal of study. 

Mr. Youne. That analysis was compiled, sir, from a trade journal 
known as Time Sales Financing. 

Senator Doveras. I see—the information just taken over from 
Times Sales Financing. 

Senator Busu. It says so on it, Mr. Chairman. 

Senator Dovetas. I did not know of this trade journal. 

Then, you made no-study of your own, no analysis of your own, 
of these State laws. 

Mr. Youne. No; we have not, sir. 

Senator Douetas. Well, then, I want to thank Times Sales Financ- 
ing for serving as the original source for the most interesting 
collection. 

I am going to ask the counsel of the subcommittee, Mr. Semer, 
to send them a letter of thanks for our appreciation. 

Senator Busu. On the subject that the chairman was pursuing 
there, I would like to ask a question. 

Senator Dovuetas. Certainly. 

Senator Busy. About these reports on consumer credit. Taking 
installment credit, for instance, the $39 billion figure, you get reports 
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month by month. How many banks are lending on installment 
credit? Is the number perhaps 14,000 or 15,000 or less? What is 
the figure, about? Practically all of them do something on it. 

Mr. Youne. They all make loans to individuals, 1 am sure, but 
the ones that have the active specialized departments that do the 
bulk of the bank installment lending would probably not number 
more than 2,000 or 2,500. But I could be mistaken in that, for 
the number of aggressive bank installment lenders has been growing 
in recent years. 

Senator Busy. Would you get that directly from their bank state- 
ments, or does somebody else gather it, some association, and you 
get it from them ? 

Mr. Youne. No: we get it from the banks every quarter on the 
call report, which they are required to submit by statute. 

Senator Busi. This discloses their installment figures? 

Mr. Younc. We get their installment figures. Then, we get 
monthly figures from a sample. This sample is several hundred, and 
we gear that to the call report figures. 

Senator Busn. 1 see. So that vou have a good many thousand 
sources which produce these installment figures ? 

Mr. Youne. Oh, yes. These figures come from many sources, 
some our own, some outside figures. 

Senator Bus. That was all on that point, Mr. Chairman. 

Senator Dovetas. Thank you. 

Mr. Martin, what do you think is the general thesis on how the rate 
of interest should be expressed—in annual terms or as a percentage 
of the outstanding unpaid balance. 

Mr. Martin. I will have to be honest with you. It has been con- 
fusing to me, on a number of occasions on transactions that I have 
been involved in, to try to figure out just exactly what it is. 

Senator Dovueias. You mean the present practices are confusing? 
_ Mr. Marrry. Not only the present practices are confusing, but how 
you figure it is confusing. 

Senator Doveras. You mean present practices ? 

Mr. Martin. That is right. 

Senator Doveras. In other words, the present practices are con- 
fusing to you? 

Mr. Marrin. I have had very few transactions of this sort. But 
take an automobile that has fire insurance, burglary insur ance, and 
theft insurance, and other things on it. You trade in an old ar, 
and you try to figure the unpaid balance. The purchaser may be 
willing to pay for the car in toto, you see, but he wants to know what 
it W ould cost him if he financed the balance, including the cost of 
insurance and other charges involved in the use of credit. 

Senator Dovenas. I think this is very significant testimony because 
you are probably the most expert man in the field of finance in the 
United States. 

In civilian life, you were president of the New York Stock Ex- 
change. You rose to be Assistant Secretary of the Treasury. You 
have now, for many years, been Chairman of the Board of Gov- 
ernors of the Federal Reserve System. If the present practices are 
confusing to you, the most expert man in the country, what do you 
imagine they are to the average workman ? 
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Mr. Martin. Well, I appreciate this buildup. 

Senator Doveuas. This is a very real fact. If this is confusing to 
you, what do you suppose it is to the man working for wages ? 

Mr. Marrin. I am talking about the concept of simple interest, 
the charge of simple interest on a given amount, you see. 

Senator Dovueias. On the unpaid balance? 

Mr. Martin. On the unpaid balance. 

Senator Doveias. You favor that principle? 

Mr. Marri. I think it is a good principle, but I think it is easy 
to - 
ator Doueras. I understand. We want to find out if it is a 
principle. If it is conducted practically, do you think it is a 
principle? 

Mr. Marri. I think it is a good principle, but it is because I have 
not found anything better to compute this type 

Senator Doveras. You have found many things work, have you 


not / 


Mr. Martin. I have not spent: much time in this. 

Senator Doveras. Let me ask you this question: Suppose a man 
buys, on the installment plan, an automobile at $2,500, with nothing 
down. Oh, let us say $500 down, and the original unpaid balance is 
$2,000, therefore. He is told that the rate of interest on this is 6 per- 
cent, and 6 percent is computed on the $2,000 of the unpaid balance. 
It comes to $120 per year, or $300 for A years, and he is given, let 
us say, 30 months in which to pay this. ‘He pays it off at the rate of 
about $66.67 a month, plus an interest charge of $10 a month. 

In the first month, that is 6 percent, but with a declining balance, 
he is paying $10 on that last installment at the end of the 30 months 
of $66.67: is he not? And that comes to, on a yearly rate, $120 on 
366.67, or roughly 180-percent. interest. 

Do you think the interest should be charged as a percentage of the 
original obligation or as a percentage of the outstanding unpaid obli- 
gation ? 

Mr. Martry. I think it should be charged as a percentage of the 
outstanding unpaid obligation. That is the logical thing. 

Senator Dovetas. This is one of the central features of this bill. I 
want to thank you for your testimony. 

In practice, ‘the average rate of interest, in the illustration which I 
have given, would be approximately 12 percent instead of the 6 per- 
cent which it is represented as being. Some banks do very well on 
this basis. Ssome banks, unfortunately, do not. 

I have here a statement of credit terms of a bank, the name of 
which, in conformity with my practice, we will not reveal. But Iam 
going to send it to you. 

Here is a bank which discounts the obligation at 6 percent, but this 
comes to a true rate of 12 percent. 

I am going to ask that this be made a part of the record, but with 
the name of the bank not mentioned. 

(The document referred to follows :) 
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National Bank 


Charge-Rite Revolving Credit Plan 


CHARGE-RITE 





BUSINESS HOURS 


9:00 to 9:00 


6 Days a Week 
to Serve You 


Bi 
sale; 
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NUMBERS TO CALL FOR AUTHORIZATIONS 


(According to the first letter of customer’s last name) 


SR hae a a aig SIO 
Rs ca ee cs ea eee a ee ee tee 
ity aC EE Tall lla concise actdledanerti nei biphimeentetienniahiehimeeceetaieinestiamealaeiamaieinnnatiinminia 
Fe A rs ee sce pannscote mies pnetraeimeewes Greener eomeis ereounameioeraianmtsus 
OFFICE 


When calling for authorization give: 

1. Name of store. 

2. Customer’s last name. 

3. Spell customer’s last name. 

4. Customer’s first name and middle initial. 
5. Customer’s address. 
>. Total amount of sale. 
7. Charge-Rite card number. 

Be sure authorization code number received from credit office is written on 
sales ticket. 
TELL YOUR CUSTOMERS THE BENEFITS OF CHARGE-RITE 


1. One charge account in over 500 stores. 

2. Only one bill each month for all their purchases. Saves time, travel, and 
postage. 

3. Complete and accurate records of all purchases, as all original sales tickets 
are returned to customer. 

4. Greater selection of merchandise. 

5. Establishes valuable bank credit. 

6. Choice of two types of repayment from which the customer may select the 
one most suitable. 

CHARGE-RITE REVOLVING CREDIT PLAN 


1. Customers may charge purchases as they now do. If they pay in 30 days 
there will be no service charge. A 114-percent service charge will be added to 
the customer’s balance if not paid by the second billing. 

2. Merchant pays 6 percent of purchase. 


3. Merchant will receive rebate based on annual volume. 
NEW CUSTOMERS 


Instruct the customer to fill out completely the application (picture of 
application herewith), bearing in mind that the more information we have 
the easier we can check his credit rating. 

Make sure the following is filled out: 

1. Signature of customer, which is necessary in order that we can issue him 
a credit card, 

2. Full name (with spouse likewise filled in). 

3. Residence (stating how long there as well as telephone number). 

4. Previous residence if not at address shown at least 2 years. 

5. Business (employment), stating how long and position. 

6. Business of wife (employment). 

7. Name of bank where checking or savings account is held. 

8. Credit reference (charge accounts or loans). 

9. At least two personal references. 

After the application is completed, forward or telephone to the Charge-Rite 
department. 

On all new applications at least 24 hours are required to check credit ratings. 
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CHARGE-RITE 
APPLICATION 
Ena LAST hawe FrmeT mane 
pate oF RTH 
wires 
FIRST NAME 


PRESENT 


ACORESS HOW LONG 


BUSINESS 
AOORESS 


MRS. EMPLOYEO BY 


NAME OF FimM POSITION 


SPECIAL CHECKING t] 
Bank REGULAR CHECKING 2 
NAME BRANCH SAVINGS Y 


ACCOUNTS AT OTHER STORES 
PRESENT OF PAST (LiST) 


CR 100-157-10m 







(Printed on reyerse side of application) 
I hereby make application for Charge-Rite credit privileges and for a revolving 
credit account and ayree: 

To remit payment as outlined in the repayment schedule: 

To present the Charyve-Rite credit card as identification when purchasing on 
the account: 

To pay service charge as established by the Charge-Rite Department and to 
have same added to my account each month: 
To return my Charxe-Rite credit card to 
request ; : 

To subscribe to and abide by all rules and regulations as made and changed 


from time to time by the National Bank's Charge-Rite Depart- 
ment. 


I-have made the foregoing statements, including the information contained 
on the reverse side hereof, knowing that the bank relies thereon for the pur- 
pose of inducing the + NE National Rank to extend credit to me. 

I authorize said bank to ybtain such information as it may require concerning 
the statements made in this application. I asree to notify the bank of any 


material change in. my finincial status. This application shall remain the 
property of the bank whether or not credit is extended, 


Revolving credit plan payment schedule: 











National Bank upon 



















(Listed here) 


10-50 50-75 75-100 100-125 125-150 150-175 175-200 Over 200 
10) 061520 25. 30 35 40 





If your balance is 








Your payment due is 








he of Balance 














SIGNATURE 


MERCHANT’S NAME 





o 
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ACCEPTING CHARGES ON ESTABLISHED ACCOUNTS 


After the customer has selected the merchandise and presents credit card: 
1. Note if card is an “A” card, “B” card or plain card. 

“A” card—No phone authorization required regardless of amount. 

“B” card—No phone authorization required on sales under $25. 

Plain card—Phone authorization required on sales over $10. 

2. Fill out sales ticket making sure the following are filled out, which are 
all important in case of discrepancy. 

A. Date of sale. 

B. Customer’s name, as card reads, and address. 

C. Account number. 

ID. Merchandise listing (prefer individual listing with prices). 

E. Authorization, second most important to customer’s signature, on 
sales $10 or more on a plain card. 

F. Total sale marked at bottom, which would be less any deposits made 
by customer. Also, if sale requires that you use two sales tickets it is pre 
ferred that you total each sales ticket. 

G. Customer’s signature, which is very important. 

3. The customer is given brown copy of sales ticket, red copy is retained 
for your records and the white original is sent to the Charge-Rite department. 
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@OT LATER® Than Tee (10) BATS APTER BEMARS, PAY Te THs OGeoER OF 


Tes SELOW BAUED ORAWER THE FULL PURCHASE PRICE OF meRCHANDISE tie 


Ano/onm SEnvices DESCRIAED BRLow. Fagg Oe 


| AUTH. CODE NO, CHARGE-RITE 


(E) 









MERCHANT’S NAME 


ADDRESS 











(DRAWER) 
CHARGE TO: 

B Name 

L Addre 
cn ce sm aeaiaggesicu (C) 





(ORAWEE) 
—." co ae 


ll——————————EHL—_— SS 


TAKE O€LIivEe | REMARKS 


ACCEPT OR REJECT THIS ORAFT AND REDELIVER TAX 
WITHIN TEN (10) DAYS FROM BILLING DATE. 


RETENTION FOR MORE THAN TEN (10) OAYS SHALL 
BE DOEZEMED TO BE ACCEPTANCE. (F) 


(G) 
Accepted 
ORIGINAL PLEASE SIGN HERE 


bs 
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WRITING UP DEPOSIT TICKET 
(See next page for picture) 


. Enter total of charge sales. 

Enter total rebate. Add total charge sales and rebate. 
Enter total of sale and rebate. 

Enter total credits. 

. Enter total 6 percent discount rate. 


. Subtract total of credits and discount rate from total of sales and rebate. 
ter total. 


7. This is the net amount deposited to the checking account. 


> OUR 99 bo 


EB 


i=) 
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DEPOSITED IN 


GES NATIONAL BANK 
SAEs 


CHARGE-RITE-DEPARTMENT 








CHARGE SALES 
DOLLAR AMOUNT 





PLUS REBATES _ 


TOTAL SALES 
DOLLAR AMOUNT 





: 


NET AMOUNT TO 
BE CREDITED | 
TO YOUR ACCOUNT | 





PLEASE ENDORSE ALL TICKETS WITHOUT 
RECOURSE. DEPOSITS ACCEPTED SUBJECT 
TO COUNT. DEPOSIT SUBJECT TO ACCEPT- 
ANCE BY CUSTOMER. 


LS 


If 
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ACCEPTING RETURNED MERCHANDISE FOR CREDIT 


If the merchandise has already been written up on a sales ticket and sent 
to the Charge-Rite department, it will be necessary to write up a green credit 
voucher in order that the customer receives the proper credit. 

1. Make the voucher in duplicate giving the customer the copy and marking 
the following: 

A. Date of return. 

B. Customer’s name, address and account number. 

C. Merchandise returned with total amount listed. 

D. At the bottom of the voucher it is stated “Credit Voucher No.”— 
this is to be disregarded. 

EK. It is not necessary to have the voucher signed but if it is the store 
requirement, the person in charge would sign the voucher. 

Send the original to the Charge-Rite department. 
Do not hesitate to telephone Charge-Rite for assistance on any detail of 
this operation. They are always at your service. 


» 
° 
ar. 
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NAME OF STORE OR MERCHANT ABOVE THIS LINE 


Clerk 
Acct. No. 


Sold to 


Address 


CREDIT VOUCHER 


Credit Voucher No. 
Approved by 
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THE MOST IMPORTANT PERSON IN OUR BUSINESS 


A customer is the most important person in our business. 

A customer is not dependent on us—as we are dependent on her. 

A customer is not an interruption of our work—she is the purpose of it. 
We are not doing her a favor by serving her—she is doing us a favor by giving 
us an opportunity to serve her. 

A customer is not an outsider to our business—she is part of it. 

A customer is not someone to argue with or to match wits with. Nobody 
ever Won an argument with a customer. 


A customer is not a cold statistic—she is a flesh and blood human being w ith 
feelings and emotions like our own. 


A customer is a person who brings us her wants. It is our job to handle them 
profitably to her and to ourselves. 
SUGGEST CHARGE-RITE TO YOUR CUSTOMERS 


Suggest Charge-Rite to your customers at every opportunity. One good time 
is when they are buying for cash. Here are four good and profitable reasons 
why you should. 


1. Customers will buy more. 


2. Customers will buy more steadily. 


3. Customers will buy more often. 
4. Charge-Rite will take the sale out of price competition. 


Senator Dovenas. This is, supposedly, quite a reputable bank. And 
I may say, Mr. Martin, this can be repeated thousands upon thousands 
of times. We have been making an oe of a large number of 
contracts. We find this to be typical, ‘ather than the - reverse, with 
the exception of real estate financing. 

I want to make it clear that I think the real estate industry does 
very well in basing their rate of interest upon the outstanding unpaid 
balance. 

Senator Bush? 

Senator Busn. Thank you, Mr. Chairman. 

Have you a copy of the bill there, Mr. Martin ? 

Mr. Martin. No; I have not. Mr. Young has. 

Senator Bus. I will wait until you get a copy. 

IT wanted to ask you if you agree with the preamble to this bill, 
and I take it from your statement that you probably do. But I think 
ihe important principle of the bill is stated in the preamble, to wit: 

That the Congress finds and declares that economic stabilization is threatened 
when credit is used excessively for the acquisition of property and services. 
The excessive use of credit results frequently from a lack of awareness of the 
cost thereof to the user. It is the purpose of this act to assure a full disclosure 
of such cost with a view to preventing the uninformed use of credit to the 
detriment of the national economy. 

Do you agree in a general way with that statement ? 

Mr. Martin. I agree with that statement. 

Senator Busn. I have been interested in your comments about en- 
forcement,’which I think is the real problem in connection with this 
bill. I have never had a chance to talk with the chairman about 
that yet. But I have had misgivings from the very start that the 
Federal Reserve was the place to handle the enforcement. In fact, 
I felt, as you stated, that this is not a credit control bill. It is a sort 
of labeling act, an honest labeling act, such as we passed the other 
day in connection with chemicals ‘and household products like deter- 


gents, requiring some sort of uniform warning so people do not kill 
themsélves. 
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This, in my opinion, fits into that kind of category rather than that 
of credit control. Therefore, I have not felt that it does be ‘long i in 
the Federal Reserve. It has seemed to me that possibly the Federal 
Trade Commission was the place for it. But, again, we have not 
had any testimony on that nor any discussion of it in the committee, 
So I was especially interested in your comment on that point, to wit: 
That the bill might be recast as ‘a criminal statute, not designed for 

administration by a regulatory authority, and to be enforced by the 
eaiiae law-enforcement agency. That would be the Department 
of Justice, which would have to keep its eve on this bill and bring 
suit in the event complaints were brought to it, were it found that 
there was evident violation of the law. 

That is your concept of the best way to enforce this law if it is 
passed ? 

Mr. Martrn. I think it would—I am ~~ ng things greatly— 
if it could be in the form of a statute that did not have to be inter- 
preted all the time on a broad oie hanes scale. That is just a sug- 
gestion. I haven’t gone into this extensively, but I was just trying 
to think through an alternative way of handling it because we are all 
in favor of the objectives of the bill. 

Senator Busu. I think that is a very interesting suggestion. I had 
not thought of it myself, and I think it well worthy of our considera- 
tion. 

I notice you suggest we investigate how the States operate under 
similar laws, how they have overcome the problems. 

I ae that isa very good suggestion, Mr. Chairman. I would like 
to ask: Do we conte mpl: ite having witnesses from some of the States 
w hic h have had e xperience in this field ? 

Senator Doverias. Governor Freeman of Minnesota will testify on 
Thursday. ; 

Senator Busn. Are there any other State officers who have been in- 
vited to testify ? 

Senator Dovueias. We have been in touch with approximately seven 
or eight States. There are technical problems. 

Senator Busn. Have any of them offered to testify, other than Gov- 
ernor Freeman ? 

The reason I ask is because it appears, from talking with our col- 
leagues in the Senate, that a good deal of the opposition revolves 
around the question: If the States have laws to do this, why do we 
bother? But there is not any uniformity, apparently, among the 
States. And it does seem to me it might be fruitful if we had wit- 
nesses from more than one State, which has had some experience with 
the law, testify here. 

Senator Dovenas. That is a very good suggestion. We will try to 
carry it out. 

Senator Busn. I would try to pick out a State from this list which 
seemed to have the most thorough type of disclosure legislation. 

Senator Dovetas. New York is supposed to have. 

Senator Busn. Yes. 

Senator Doveras. And California. They are supposed to be the 
two States with the best laws. 

Senator Busn. They are. 

Senator Proxmire. How about Wisconsin, Mr. Chairman ? 
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Senator Doveras. I may say that the California law was passed 
under the administration of Governor Brown; the New York law 
under the administration of Governor Harriman. 

Senator Busn. Yes. 

We appreciate that recognition, Mr. Chairman. 

Senator Proxmire. Mr. Chairman, do you yield at this point? 

Senator Douatas. Yes. 

Senator Proxmire. I would like to say I am very proud of the Wis- 
consin law. I think it is the best and most comprehensive-— 

Senator Dovuatas. This is characteristic of all residents of Wis- 
consin. 

Senator Proxmrre. It is not characteristic of all residents of Wis- 
consin, Mr. Chairman. And I might say that in our case our law was 
passed under a Republican Governor and a Republican legislature. 

Senator Doveias. Would you like to request that Governor Nelson 
testify ? 

Senator Proxmire. I would be delighted. I think he would make a 
line witness. 

Senator Busn. We do not have to have the Governor, but—— 

Senator CLrark. Perhaps he could deliver a keynote. 

Senator Busn. Let us get somebody closer to the rails, Mr, Chair- 
man. By that I mean, seriously, somebody from the administrative 
end of the problem. 

Senator Doveias. Wisconsin operates under probably the best civil 
service laws in the country, so you could invite the man charged with 
the duty of enforcement. 

Senator Busu. I think Senator Proxmire’s suggestion is a very 
good one. I was looking for this. I think this is exactly the type 
of State we ought to hear from to have across-the-board cover age of 
these matters within their law. 

Senator Dove.as. I wonder if we could pick out a State with poor 
regulation. 

Senator Busn. If you Ww ant to pick out an Eastern State, there 1s 
Connecticut. 

Senator Doveias. We might pick out the State of Texas. 

Senator Busu. I think I have no further questions. 

Senator Doveias. Thank you very much. 

Senator Clark? 

Senator Crark. Unfortunately, the questions I want to ask Mr. 
Martin are irrelevant to this particular bill. 

I would like to make a brief observation and ask Mr. Martin to com- 
ment on it. I do not think a criminal statute would really be an effee- 
tive way of handling this problem. I would like to say I can see why 
the Federal Reserve does not want this administrative job. It is the 
job I do not think anybody would want. I think you make a pretty 
good case for not putting it in the Federal Reserve. On the other 
hand, I notice you say in your statement that the Federal Reserve 
has also the responsibility of supervising member banks to insure 
sound banking practices. 

There are a number of banks in this particular area, and I suggest 
an even larger number of banks are allowing the many finance com- 
panies to deal in this area. If we are not going to put it in the Federal 
Reserve, I wonder where we can wisely put it. Are you really sure 
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that even though this is a disagreeable task, it is totally divorced from 
your responsibility ¢ 

It seems to me that statement that I have just called to your atten- 
tion would give us at least something to hang our hats on. I know 
why you do not want it, but maybe you ought to take it. 

Mr. Martin. I have been giving a lot of thought to that, Senator, 
and it seems to me that in the first place you must realize that there 
are three Federal supervisory agencies involved in the banking area. 
It is not just the Federal Reserve. 

The other problem is that we look at this from the standpoint of 
sound banking practice, you see, but the uniformity with respect to 
the type of charges that are made—take commitment charges, service 
charges, and other things that enter into it—have little bearing on the 
total quantity of credit. 

Senator CrarK. I think that is true. Would not sound banking 
practices be included in the provisions of this bill, ina way? It is not 
sound banking practice to conceal these important factors; is it? 

Mr. Martin. There ought to be full disclosure in anything like 
that. But that is where you come back to a criminal statute, in my 
approach to it, rather than a regulation. 

Senator Ciark. Except, as you say in your testimony, and I think 
you are absolutely right, some pretty detailed regulations would have 
to be issued. This would not normally be the function of the Attorney 
General in enforcing a criminal statute. It might have to be some 
agency which was not a criminal law enforcement agency to lay down 
the ground rules. 

Mr. Martin. You might, but I am talking about the banking field 
alone. You cover a great section that is entirely outside the banking 
field as it is regulated today. 

Senator Ciark. If, for example, the time should come, and I hope 
it will come, when we reinstate regulations which would be a standby 
weapon for you, would that not take you into this field ? 

Mr. Martin. That would tend to take us into the field, but that 
would not be for the purpose of regulating trade practices. It would 
be for the purpose of control of credit. We all look at the period of 
1955-56, for example, and see an unusual expansion of consumer credit, 
although the delinquency record is extremely good all through the 
period, you see, and you are talking about cyclical credit movements 
there. 

Senator Crark. Yes; but what I am trying to get at—maybe I am 
forcing it too hard as I chat with you; I think perhaps I am—is where 
are we going to stop in our regulation? If we are going to control 
consumer credit, is it not a fair assumption that we ought to control 
the manner of the procedures by which consumer credit is extended 
as well as the actual volume? If you do not doit, who can? Would 
you say the Federal Trade Commission ? 

Mr. Martin. I am not familiar enough with their activities, but 
that would have been my normal thinking on it. When we had reg- 
ulations, we very carefully tried to keep out of this area. During the 
period when we were administering the regulations, we tried as hard 
as we could not to get into the trade practice area. 

Senator Crark. That is all I have, Mr. Chairman. I wish I could 


+] that I could go further, but I do not think it is proper under this 
ill. 
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Senator Dovenas. Senator Proxmire? 

Senator Proxmme. Mr. Martin, in your statement, the second para- 
graph, you say that the Congress has assigned responsibility for stock 
market, consumer installment, and real estate credit regulations to the 
Federal Reserve System. Then, as Senator Clark has just pointed 
out, you have the responsibility of supervising member banks. 

Consumer installment, and especially, real estate credit, do take a 
considerable amount of administration, and it is my presumption, as 
you have just implied, that the Federal Reserve Board does not ad- 
minister this by itself, as we know. It is assisted by other Govern- 
ment agencies. 

Therefore, I am wondering if it might not be possible for the Fed- 
eral Reserve Board to accept a kind of a top-policy position with re- 
gard to this bill and have some other agency provide the administra- 
tive manpower and so forth to enforce it. 

Mr. Martin. Insofar as the total volume of the outstanding is con- 
cerned, why, of course, we are quite interested in it, as these selective 
controls that have been given to us indicate. But if we are going 
to get into the trade practice field as such, I have real question as to 
whether the Central Bank ought to be devoting its energies to that. 
We have a good many problems as it is, Senator, as you well know. 

Senator Proxmire. 1 know you do. What I am thinking of is: 
You could, for example, provide the most expert kind of advice. The 
bill says: 

The Board shall also exempt those credit transactions between business firms 
as to which it determines adherence with the disclosure requirements of this 
Act is not necessary to carry out the purpose of this Act. 

You have the kind of insight and experience and understanding 
that would be invaluable to make that kind of a decision or to lay 
down some rules or provide some advice that would be extremely help- 
ful in making this decision sensible and practical. It seems to me 
that if we could bring the Federal Reserve Board in the picture in 
some way that does not involve a great deal of their time and a large 
addition to its manpower, it would be very helpful in fashioning this 
sort of legislation. 

Mr. Martin. We would certainly be glad to give all the advice and 
help we could on a matter like this, naturally. But it is not just as 
a matter of humility that I am pointing out that I personally am 
not an expert on this subject; the Board as such has not really gone 
into the trade practice aspects of consumer installment lending. 

Senator Proxmire. I think you make a very good point when you 
distinguish between the Federal Trade Commission function of honest 
labeling and, on the other hand, the credit problem. But I think they 
are both involved. I do not think you can say that we only have one 
and not the other. 

Mr. Martin. I agree with you. 

Senator Proxmire. You do have, it seems to me, pertinent informa- 
tion, since you have substantial responsibility in stock market regula- 
tion, consumer installment regulation, and real estate credit regula- 
tion, as well as banking regulation. Is that not true? 

Mr. Martin. We only have the stock market regulation now, you 
see, stock market credit. We have nothing in the regulation W and 
regulation X areas now. 
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Senator Proxmire. Well, standby ? 

Mr. Martin. No. We do not have it even on standby basis. 

Senator Proxmire. But you can be called upon by Congress. You 
are the agency we look to. 

Mr. Marriy. If you pass any such legislation we probably would 
get the call to implement it. Yes, in that sense. 

Senator Proxmire. But you do have consumer installment and 
real estate credit responsibility ? 

Mr. Marrry. Responsibility, yes; if you take the selective field. 
Before the authority for them terminated, we had some experience 
in regulation W and regulation X, and we have now our stock market 
credit regulation. 

Senator Proxmire. I just have one more question, really. Right 
in the heart of the bill, subparagraph (1), the first provision is: 

Setting forth the total amount of the finance charges to be borne by such 
person in connection with such extension of credit. 

Do you see any objection to this provision? It is a provision that 
I understand New York has at the present time. It does not involve 
annual interest, but it does require that the borrower be told what the 
finance charges are. 

Mr. Marrrn. I think that is desirable. 

Senator Proxmire. You see no complication or difficulty involved 
here? You would favor that? 

Mr. Martin. I would favor it; but, again, let me point out I am not 
an expert in this area. It just seems to me that full disclosure is de- 
sirable on that. 

Senator Proxmrre. On the basis of your knowledge and understand- 
ing, you support it? 

Mr. Martin. Right. 

Senator Proxmire. Then, the second point is this one that Senator 
Douglas has already raised, the problems of percentage “that such 
amount bears to the outstanding principal obligation, or unpaid 
balance, expressed in terms of el annual interest. 

I have become convinced by the hearings we have had so far that 
this is the real heart of the bill. If we do not have this, we really 
have very little. This is the one where we can arm the consumer so 
when he buys, he knows whether or not the charge is fair or is not 
fair. At least, he has some standard of comparison which is uniform. 
He is told the annual interest, and it would be hard to deceive him 
on the basis of easy payment, and so forth. 

Mr. Hussong testified—I do not know whether or not you have 
had a chance to see his testimony. 

Mr. Martin. No; I have not. 

Senator Proxmire. He is an expert from the Navy Credit Union. 
He testified that he could make a computation in a minute and a half 
on virtually any kind of credit transaction of this kind. Furthermore, 
he emphasized that any automobile salesman or any other salesman 
could be informed very quickly on almost any kind of transaction 
just exactly what the percent of interest would be. 

Does this not seem sensible to you ? 

Mr. Martin. I can only refer to what I said earlier to the chair- 
man that in the one or two cases in which I had some personal in- 
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volvement I wish I had had along with me the gentleman of whom 
you are spe: aking—but I simply could not make head or tail out of it. 

Senator Proxmie. It is a matter of getting all of the ingredients 
separated and stated specifically. Ifyou know what the finance ce charge 
is, if you know what the insurance charge is, you can add the two 
and know what your purchase price is to > be. Once you get that, it 
is a very simple mathematical calculation, or arithmetical calculation. 
It is just a matter of knowing the facts, is that not correct: ? 

Mr. Martin. I think the arithmetic may not be so difficult, but 
identifying and separating the facts that are to be taken into account 
is difficult. On trades of some type, there may be a point where one 
might wonder whether he is getting a fair deal. I do not think in the 

cases I was talking about there was anything but that involved. But 
you could have figured the charges half a dozen different ways, you 
see. 

Senator Proxmire. Then your only objection, really, to this second 
part, which I feel is the most important part of the bill, is that it may 
be difficult. You do not know whether or not it will be technically 
possible to work this out in a simple and practical way so that any 
lender and borrower can arrive at an accurate solution. 

Mr. Martin. That is correct. 

Senator Proxmrire. If the committee is satisfied that this is possible, 
then you would not have any objection to this subparagraph (2) ? 

Mr. Manrtty. I do say, I would have no objection if it could be done 
simply. If we could have the gentleman you were referring to or 
someone there to arithmetically—I think it can be figured. 

Senator Proxmire. That is in accord with the views expressed in 
the first and last paragraphs of your statement in which you say you 

feel that the principle behind this bill is good, and that the notion of 
disclosure is a very good idea and very helpful and contributes to our 
economy and to the competitive system. Since you favor that, you 
would favor the bill, provided these technical problems could be satis- 
factorily worked out! 

Mr. Martix. Worked out without any qualification whatever. 

Senator Proxmire. Thank you, a Chairman. 

Senator Dovenas. Mr. Martin, I do not wish to probe too deeply 
into your personal finances because I believe in the principle of 
anonymity in these matters. 

Mr. Martin. I hope you will not tear me apart now after you built 
meup. . 

Senator Doveras. Could you tell me if these charges which mysti- 
fied you are in the nature of a discount or an add-on charge ? 

Mr. Marrin. Well, I would say they were both. 

You say, “a discount and an add-on.” If you are going to take 
a transaction from someone else, a Sissies deal that he has ar- 
ranged in terms of what you are willing to carry, there are a good 
many things in the way of service charge, searching of title, insur- 
ance, other’ things that: could be put in, either by adding on to the 
price or by disc ounting in terms of the price. 

Senator Dovaras. I hope you will forgive me, Mr. Martin, if I say 
that if the chairman of the Federal Reserve Board is not able to dis- 
tinguish between an add on or a discount in such matters, the average 
buyer ¢ can hardly be expected to distinguish between them. The two 
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are very different things and result in increased cost to the borrower. 

May I ask this question: You said you approve of the purpose of 
the bill, that you approve of the second requirement that the total vol- 
ume of finance charges to be borne by such persons in connection with 
such extension of credit should be in. Is not that requirement really 
necessary in order that the buyer may determine the respective advan- 
tages of buying on credit or paying cash? In other words, he cannot 
weight adequately whether he should pay cash or whether he should 
buy on credit unless he knows what the total cost of the credit is above 
the principal. Isthat not true? 

Mr. Martin. I think that is true. 

Senator Dovetas. So you approve of the first purpose. 

As I understood you to reply to Senator Proxmire, you said that 
so far as the second requirement is concerned—n: umely, that. the per- 
centage that such amount bears to the outstanding principal obligation 
or unpaid balance, be expressed in terms of simple annual interest— 
you felt that was a correct principle. Your only reservation was 
whether or not it could be practically administered. 

Mr. Martin. That is correct. 

Senator Douetas. Thank you. 

There is one final technical question I should like to ask. All na- 
tional banks must be members of the Federal Reserve System; that 
is true ? 

Mr. Martin. That is true. 

Senator Doveras. Are these national banks subject to State con- 
sumer credit surveillance ? 

Mr. Martin. Yes; I think they are. Iam not sure. I would have 
to check that. 

Senator Dovetas. Mr. Young, can you testify on that for us? 

Mr. Youne. Tam afraid I would not be able to; no. 

Mr. Martin. We will get that information for you and put it in 
the record. 

Senator Doveias. Would you get that? If they are not subject to 
strict consumer credit surveillance, are they subject to any consumer 
credit surveillance ? 

Mr. Youne. Where there is State regulation, I would think that 
they would be subject to some surveillance as to that law. 

Senator Doverias. They would be subject to State law ? 

Mr. Youna. For that purpose; yes. 

Senator Doverias. Even though chartered as a national bank? 

Mr. Young. I believe so. 

Senator Dov cLAs. Will you submit a memorandum on this subject? 
We want to find out about national banks which state the rate of 
interest in the form of a discount on the original amount of the loan, 
whereas the actual rate of interest on the unpaid obligation was, of 
course, approximately twice this amount. There are 18 States which 
have no disclosure provisions whatsoever. 

Of those 18 States that have no disclosure provisions, does either 
the Federal Reserve Board or the Comptroller of Currency impose any 
regulations concerning the terms of credit which they should follow? 

Mr. Youne. We can find out about that. We will not be expert in it. 

Mr. Martin. I am not sure, but I do not think so, Senator. I will 
check that for you also. 
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Senator Dovetas. What? 

Mr. Martin. I said I will check that also for you. 

Senator Doucias. But you do not think that they are? 

Mr. Martin. I do not think so; offhand. 

Senator Doveras. So that in those States, where the State is not 
acting, it is your impression that neither the Federal Reserve Board 
nor the Comptroller of the Currency has acted and, therefore, the 
vacuum in these States is complete so far as national banks are 
concerned ? 

Mr. Martin. I think that is correct. We have issued no regulation 
in these respects to national banks which, of course, are supervised 
by the Comptroller of the Currency. I would have to check it. 

(The following was submitted in response to the above :) 


NATIONAL BANKS AND STATE LAWS 


It is understood that the Comptroller of the Currency, who examines and 
supervises national banks, has taken the position that national banks must 
comply with the substantive provisions of State laws dealing with the forms 
used in connection with the sale of motor vehicles and similar transactions, the 
interest or finance charges or other charges that may be made, insurance over- 
charges, rebates, return of contracts, repossession notes, and so on. It is the 
view of the Comptroller that national banks may not be compelled to secure 
State licenses to engage in business that they are authorized to engage in by 
Federal law; but the Comptroller’s Office has not objected to national banks 
voluntarily securing licenses under State laws and paying the prescribed license 
fee therefor. However, the Comptroller takes the position that State laws may 
not validly provide that submission to an examination is a prerequisite to a 
national bank’s engaging in such’businesses, and that a State may not interfere 
with the legitimate business of national banks if they do not submit to examina- 
tion by State authorities with respect to these matters. This position is based 
on section 5240 of the Revised Statutes (12 U.S.C. 484), which provides that “no 
bank shall be subject to any visitatorial powe ers other than such as are author- 
ized by law, or vested in the courts of justice or such as shall be or shall have 
been exercised or directed by Congress, or by either House thereof or by any 
committee of Congress or of either House duly authorized.” 


Senator Dovetas. In the case of those State banks which elect to be 


members of the Federal Reserve System, do you exercise any supervi- 


sion over them? For example, you serve as bank examiners, do you 
not, in most cases ? 


Mr. Martin. That is correct. 

Senator Dovaias. How far do the powers of your bank examiners 
go in the field of State banks which are members of the Federal 
Reserve System ? 

Mr. Martin. We exercise our authority when they become mem- 
bers. They accept the obligations of membership, which gives us 
the right 

Senator Doveras. But those obligations of membership do not 
extend to the statement of what the real rate of interest is on 
borrowings? 

Mr. Manin. We do not have any formal statement on that, but the 
bank examiners would report to us anything discovered that they 
thought was untoward. 

Senator Doveias. Have you any record of the bank examiners re- 
porting to you any cases of where they thought the credit terms were 
improperly concealed. 

Mr. Martin. I do not know of any offhand. 
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Senator Dovcias. Would you submit a memorandum as to whether 
bank examiners have made such reports and, if so, what action you 
have taken? 

Mr. Marri. I will be very glad to. 

(The following was rec eived in response to the above :) 

Federal Reserve examiners are interested in the soundness and solvency of 
the State member banks they examine, and the compliance by those banks par- 
ticularly with applicable provisions of Federal banking laws. They review 
loans for the purpose of determining their authenticity, soundness, and con- 
formance with law, but would have no means of ascertaining the extent of 
disclosure of terms to borrowers except as the notes or loan agreements in the 
bank’s records revealed those terms. If a State law requires disclosure of 
credit terms by a bank, investigation of loans subject to the law will normally 
be made by the State examiners who customarily examine State member banks 
in cooperation with the Federal Reserve examiners. 

In the circumstances, it would be unusual for Federal Reserve examiners to 
have occasion to report on whether or not borrowers are notified of credit terms. 
An exhaustive review of examination reports has not been made since it could 
not be expected to add appreciably to the information outlined above. 

Senator Proxaire. Will the Chairman yield at that point ? 

Senator Dovc.as. Yes. 

Senator Proxmire. It would seem to me that deception might be 
much more serious than usurious rates. I wonder whether the Fed- 
eral Reserve Board has any policy of determining whether or not 
these banks under your regulation have practiced or have ever fol- 
lowed practices that deceive the borrower, which would give him a 
false figure of how much interest he is paying? Have you examined 
their lending policies, particularly the consumer lending, with that 
in mind? 

Senator Marrrn. I cannot say we have examined specifically on 
consumer lending for that, but we examine the bank very carefully 
with respect to their practices generally, and anything of that type 
discovered that would partake of fraud would immediately be noted. 

Senator Proxmme. Suppose a bank were following the policy that 
Senator Douglas suggested earlier indicating that they would lend 
at 6 percent, “but were referring to the initial loan and not to the 
unpaid balance. Therefore, the 6 percent became 12 percent. Would 
you consider that deception? Would you consider it fraudulent? 

Mr. Martin. We have no rules on that. I do not think that the 
actual figure, if the charges involved were disclosed to the customer, 
would be deception on the part of the bank concerned. 

Senator Proxmme. Do you not think it might be helpful to the 
bank borrower to have an understanding of what the interest rates 
were? Do you not think this might be a helpful function of the 
Federal Reserve Board with respect to regulating these banks to 
make sure they did disclose a figure so that the borrower would have 
an idea of what he was paying? 

Mr. Martin. We have always done everything we can to promote 
full disclosure, but 

Senator Proxmire. This is the key point. We had a very excel- 
lent witness, the first witness we had, who insisted on the notion of 
disclosing finance charges, the total finance charges, which is very 
helpful. But the point I make is that the borrower may still be 
deceived if he simply takes that and relates it to the initial size of 
the loan and tries to make his own computation, or is told “6 percent” 
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when the bank does not tell him his 6 percent is on the initial balance 
and not on the diminishing balance or on the average balance. 

Mr. Marrin. I think there would be some merit in having it on 
the remaining balance, not the initial balance. But you see, as I 
have already testified 

Senator Proxmirr. Then, let me just end up by trying to put these 
two things together. At the present time, the Federal Reserve Board 
has no policy requiring its banks to state the interest on the basis of 
the average unpaid balance. This bill, if it were enacted, would 
persuade the Federal Reserve perhaps, that it should require such 
policy. 

As a matter of fact, it would demand it in view of the fact that 
there would be a penalty, probably a year in jail, if the bank did not. 

Mr. Martin. Whatever policies are enacted in this bill, we would 
do our best to carry out. 

Senator Proxmire. And that might improve regulation by the 
Federal Reserve in the sense that it would provide the borrower 
with more understanding of information as to what he is paying. 

Mr. Marri. It might, but it might lead to other problems also. 
That is, the administrative problems. 

Senator Proxmire. Thank you, Mr. Chairman. 

Senator Doveuas. I should like to ask one final question, Mr. 
Martin. 

The commercial banks have been coming into the field of install- 
ment credit, consumer credit, in a very big way. Your March bulle- 
tin, on page 310, classifies the volume by the holders and shows in 
January that commercial banks had $15,660 million of the total of 
$39,358 million, or roughly 38 percent. 

Senator Busu. Volume of installment credit ? 

Senator Doueias. Yes; installment credit. This is an increase 
from $745 million in 1945, or it has increased over 20 times in a space 
of these last 15 years. : 

Has the Federal Reserve Board gone into the question as to the 
terms upon which these commercial banks extend credit ? 

Mr. Martin. We have not done any regulatory work since regula- 
tion W. 

Senator Dovatas. No regulatory work, but the question is: Have 
you done any research or probing into the matter ? 

Mr. Martin. I will ask Mr. Young to handle that. We did a lot of 
work, you remember, on consumer installment credit generally. 

Senator Dovenas. Yes; but that was on the question of duration of 
consumer credit, primarily, not on the finance charges. The question 
of down yayment and length of loan. 

Mr. Youne. That is true, Senator, but in the study of consumer 
installment credit that we made at the request, in part, of this com- 
mittee, or certainly the Banking and Currency Committee, and the 
Joint Economic Committee, a few years ago—l believe we completed 
that in 1957—we have a section of the study which is devoted to the 
cost of installment credit in-its different forms and by the different 
institutions. But this is in fairly general terms. 

Senator Dovetas. In other words, you are ill informed on this sub- 
ject, which perhaps we might have inady ertently inferred from the 
earlier part of the testimony. 
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Mr. Martin. There is a great deal of information that has to be 
compiled in this field, Senator, as I am sure you will find out in the 
course of these hearings. 

Senator Doveias. Do you not think that the major portion of the 
deposits in commercial banks are in banks which are members of the 
Federal Reserve System ? 

Mr. Martin. That is correct. Of the total number of commercial 
banks, we have about 6,200 in the System against 13,000 to 14,000. 

Senator Dovaias. But what percentage of the deposits are in the 
6,200 banks which are members of the Federal Reserve System ? 

Mr. Martin. A large percentage, 85 percent, roughly. 

Senator Dovetas. Eighty-five percent ? 

Mr. Martin. Yes. 

Senator Dovetas. In view of the fact that 85 percent of the de- 
posits in the commercial banks are under the control of the Fed- 
eral Reserve System, and in view of the fact that the commercial 
banks as a whole are extending directly $15 billion of credit on the 
installment plan, plus probably indirect credit which they may be 
extending to sales finance companies and consumer finance companies, 
do you not think this is a matter for very thorough study ~ the 
Federal Reserve Board ? 

Mr. Martin. We have been studying this. 

Senator Dovetas. I mean, do you not think this is a matter for 
further study by the Federal Reserve Board ? 

Mr. Martin. I do, indeed, but recognizing that it is a matter for 
further study does not necessarily mean that we should administer 

Senator Dovucias. I understand. We were seeking your continued 
cooperation ‘in this matter in a common movement toward a common 
objective. 

Mr. Martin. You have that, fully, Senator. 

Senator Dovenas. Thank you very much, and we will no doubt 
submit questions to you for further information. We appreciate 
your testimony very much. 

Senator Bush, do you have any further questions ? 

Senator Busu. No, thank you. 

Senator Dovcias. Senator Proxmire? 

Senator Proxmire. No, thank you. 

Senator Doveras. Thank you very much, Mr. Martin, for coming. 

(The article by Mr. Young referred to by Mr. Martin follows:) 





PoSTWAR DEVELOPMENTS IN CONSUMER CREDIT 


Total short- and intermediate-term consumer credit has grown very rapidly 
since the end of World War II, from $5.7 billion at the end of 1945 to $52 billion 
at the end of 1959. These figures include debt owed by consumers for purposes 
other than home purchases and security purchases; both installment and non- 
installment debt are included. 

During most of the first decade after the war the expansion in outstanding 
consumer credit represented a return to prewar relationships to income and 
expenditures. In 1940 the ratio of total consumer credit outstanding to dis- 
posable personal income was 9.4 percent. This ratio was dropped sharply during 
the war and did not return to the prewar level until 1952. Since that time 
there has been an upward trend in the relationship, which was interrupted by 
the 1957-58 recession. In 1959 the total amount of consumer credit outstand- 
ing averaged slightly more than 14 percent of disposable personal income. 

The rate of increase in consumer credit over the past 7 years has not been 
out of line with the rate of expansion shown by other types of credit. Since 
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the end of 1952, consumer credit outstanding has increased about 90 percent, 
about the same as total private debt and somewhat less than the 120-percent 
rise in mortgage debt on nonfarm one- to four-family properties. 


GROWTH IN OUTSTANDING CREDIT, 1953-59 


Most of the growth in short- and intermediate-term consumer credit during 
the postwar period has been accounted for by installment credit but nonin- 
stallment credit has also risen. Credit regulation and unavailability of con- 
sumer durable goods combined to reduce outstanding installment credit to 
$2.5 billion at the end of 1945. By the end of 1952 outstanding balances had 
reached $19.4 billion. Since then installment credit has expanded each year 
except 1958, when there was little net change. Increases of $5.4 billion each 
in 1955 and 1959 accounted for more than half of the $20 billion growth dur- 
ing the 7-year period. 

The rise in consumer installment credit has reflected increases in purposes for 
which credit is used and an increasing number of families with debt as well 
as the increase in consumer incomes and expenditures. Survey of consumer 
finances data show an increasing proportion of families in all income and age 
groups with installment debt. 


TYPES OF INSTALLMENT CREDIT 


All of the major types of installment credit have shared in the expansion 
during the past 7 years. Automobile paper; i.e., credit arising directly from 
the sale of new and used passenger automobiles, more than doubled over this 
period and accounted for about 45 percent of the total increase in installment 
credit outstanding. Other consumer goods paper; i.e., credit arising directly 
from the sale of household appliances and other consumer goods, showed the 
lowest rate of increase, about 65 percent, and accounted for about 20 percent 
of the increase in the total. A substantial part of the expansion was in the 
form of revolving credit accounts at department and mail-order stores. 

Personal loans showed the highest rate of increase in the period 1953-59, 
about 140 percent, and accounted for nearly 30 percent of the total expansion. 
These installment loans are made for a variety of purposes, such as consolida- 
tion of debts, medical and other emergency expenditures, and purchases of 
various goods and services. In recent years expansion of this type of install- 
ment credit has been augmented by the inauguration and promotion of new credit 
plans covering college tuition and travel expenses, and revolving check credit 
plans, under which checks may be written against a line of credit for any type 
of expenditure. The remaining major type of installment credit, repair and 
modernization loans nearly doubled during the 1953-59 period but accounted 


‘for only a little more than 5 percent of the total increase. Slightly more than 


one-half of repair and modernization loans are FHA title I insured loans. 


INSTALLMENT LENDERS 


Retail outlets account for the largest number of installment lenders, and 
they originate a substantial proportion of all installment paper. They hold only 
about 15 percent of all installment credit, however, compared with 85 percent 
for financial institutions, which both lend directly and purchase paper from retail 
outlets. In the period 1953-59 holdings of financial institutions more than 
doubled, while holdings of retail outlets increased less than 50 percent. The 
slower growth at retail outlets reflected mainly the relatively small growth of 
other consumer goods paper, which constitutes the bulk of their holdings. A 
recent factor has been the establishment of finance subsidiaries by some retailers 
and consumer durable goods manufacturers to handle the installment credit 
generated by their sales activities. 

Banks, sales finance, and consumer finance companies each approximately 
doubled their installment credit holdings from the end of 1952 to the end of 1959, 
while holdings of credit unions quadrupled. A major factor in the increased 
share of credit unions was a substantial increase in the number of active credit 
unions, from about 12,000 in 1952, to about 20,000 in 1959. 


NONINSTALLMENT CREDIT 


Over the 7-year period since 1952, noninstallment credit increased about 
$4.5 billion, or slightly more than 50 percent. The largest increase was in single 
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payment loans, largely short-term bank loans for personal expenditures, which 
doubled and accounted for almost one-half of the rise in noninstallment credit. 
Charge accounts at retail outlets, including credit card accounts, increased only 
one-third during this period, in part as a result of some shift from charge 
account credit to installment credit in connection with the spread of revolving 
credit plans. Finally, service credit, including bills owed to doctors, hospitals, 
utilities, and various service establishments, increased nearly 60 percent. 


RECENT DEVELOPMENTS 


Total consumer short- and intermediate-term credit outstanding expanded by 
$6.5 billion or about 14 percent in 1959 after showing little change in 1958. The 
1959 expansion was about equal in dollar amount to that in 1955 but was only 
about two-thirds as great in percentage terms. About $5.4 billion of the increase 
in each of the 2 years was accounted for by installment credit, and about $1 
billion by noninstallment credit. Each of the major types of installment credit 
increased from 15 to 17 percent during 1959. In contrast, during 1955 auto- 
mobile credit had increased 37 percent and other installment credit 13 percent. 

The recent expansion of installment credit began in the fourth quarter of 
1958 as extensions of automobile credit picked up and extensions of other types 
of credit continued to rise. The annual rate of expansion reached a peak rate 
of about $6 billion in the second and third quarters of 1959 and then declined in 
the fourth quarter to slightly less than $5 billion a year. The decline late in 
the year reflected in part the automobile shortages induced by the steel strike. 
Credit extensions in January and February of this year increased somewhat 
from the fourth quarter rate, but the recovery was limited, in part .perhaps, 
because of the unusually severe weather conditions. Repayments continued to 
rise, and the rate of expansion of outstanding credit was about equal to the 
average for the fourth quarter. (The decline in both extensions and repay- 
ments, seasonally adjusted, in February reflected in part a substantial trading 
day adjustment.) 

The expansion of consumer credit beginning in late 1958 accompanied strong 
competition for credit business, including heavy promotional activity, some 
easing of terms on conventional types of credit, and the adoption of new types of 
lending plans. A number of banks throughout the country introduced charge 
account and check-credit plans in the first half of 1959, following the adoption of 
such plans by’ Chase Manhattan and First National City, respectively. Adop- 
tion and promotion of such plans slackened substantially in the second half of 
the year, however, as a result of the sharp increase that had already taken 
place, heavy promotional and operating costs in relation to the volume of busi- 
ness, and pressures on bank lending positions. 

Retail outlets, particularly department stores and mail order houses, promoted 
revolving credit and option accounts during the year. Some chains that had 
traditionally operated on a cash basis entered into credit operations. Credit 
eard services were widely promoted by Diners’ Club, American Express, and 
Carte Blanche. Late in 1959 International Charge, a subsidiary of Seaboard 
Finance Co., extended its charge account financing activities across the Nation. 


INSTALLMENT CREDIT TERMS 


There has been a substantial easing of installment credit terms since regu- 
lation was removed in May 1952. At that time 18 months was the maximum 
permissible maturity for all types of installment credit except home improve- 
ment loans which carried a 36-month maximum maturity. After regulation W 
was terminated, maturities on new car paper stretched out rapidly to 24 and 30 
months. By mid-1953 a significant proportion of new car contracts was being 
written with 30-month maturities and 36-month maturity was beginning to be 
used. The use of 30- and 36-month maturities increased rapidly in 1955. By 
the end of that year two large sales finance companies were written about 40 
percent of their new car contracts with 30-month maturities and about 30 per- 
cent with 36-month maturities. The increase in average maturities had con- 
tinued but at a slower rate. It is estimated that the proportion of new car 
contracts with 36-month maturities reached 65 percent in the last half of 1959. 
There has been no evidence of any significant breakthrough of the 36-month limit. 

In general, the trend of credit terms on used cars has paralleled that on new 
ear contracts. On late model used cars 30-month maturities came into use in 
the 1954-55 period and the proportion of contracts written with such maturi- 


ties | 
abou 
matt 
some 
ears 
prop 

Cl 
mobi 
retu 
have 
cont 
mitt 
to a 
mun 
raise 
writ 


Ce 
thus 
tren 
bee 
ably 
tial, 
of ¢ 
sma 

Ir 
exp: 
mor 
dur: 
men 
ing 
bee! 
by « 
ext 
pur 
of r 
peri 
san 
ext 

I 
cha 
on 1 
ine 

K 
cha 
est. 
par 
of ¢ 
and 
sub 
str 
rec 
wa: 
195 
pos 
pic 
Sla 
4,1 


Ce ae ae a a. 


‘wv werYTee . 


~~ = 


= el t= wet ee Pe lS 


COSA DRONT 


P= 


CONSUMER CREDIT LABELING BILL 229 


ties has increased over the past 4 years. It is estimated that, in recent months, 
about two-fifths of the contracts on 1-, 2-, and 3-year-old used cars carried 
maturities longer than 24 months. Most of these were 30-month contracts but 
some 36-month contracts were also written. For contracts on older model used 
ears maturities have also been liberalized over this period, with an increasing 
proportion written with maturities in excess of 18 months. 

Changes in credit terms on the purchase of consumer goods other than auto- 
mobiles are not well documented. Maturities on major household appliances 
returned to 24 and 30 months soon after the termination of regulation W and 
have not changed appreciably since then. Some lenders do extend 36-month 
contracts on “white goods.” There has been some liberalization through per- 
mitting more items to be purchased under the liberal schedules formerly limited 
to appliances and also through the spread of revolving credit accounts. Maxi- 
mum maturities on FHA title I insured repair and modernization loans were 
raised from 3 to 5 years in 1956 and a steadily increasing proportion has been 
written with the longer maturity. 


RESPONSE OF CONSUMER CREDIT TO BUSINESS CYCLE 


Consumer credit, like other types of credit, tends to fluctuate cyclically and 
thus to aggravate the problems of monetary regulation. Because of the rising 
trend of consumer credit, increases in periods of recovery and prosperity have 
been particularly great, while reductions in recession periods have been consider- 
ably less. Although cyclical fluctuations in consumer credit have been substan- 
tial, percentage changes have not been markedly greater than in other types 
of credit and fluctuations in consumer credit have generally accounted for a 
small part of the total change in outstanding credit. 

Increases in consumer credit in periods of recovery and prosperity reflect the 
expansion in expenditures as incomes rise and consumer expectations become 
more optimistic. Increases in expenditures are uSually particularly great for 
durable goods, which are most frequently financed by means of credit. Repay- 
ments lag behind extensions in the early stages of rising credit, thus accentuat- 
ing the rise in outstanding balances. In some cases, cyclical movements have 
been aggravated by increases in the proportion of consumer purchases financed 
by credit and by the easing of terms. In 1955, for example, automobile credit 
extensions increased more than automobile sales as the proportion of new cars 
purchased on credit increased and downpayment ratios declined, and the lag 
of repayments was enhanced by the rapid increases in maturities. In the recent 
period of expansion, automobile credit extensions have increased at about the 
same rate as automobile sales and maturities have increased only slightly, but 
extensions of other types of credit have risen more than related expenditures. 

In periods of recession consumer credit extensions tend to decline as pur- 
chases decline. The effects of reduced incomes and less favorable expectations 
on the willingness to make credit purchases may be aggravated by the effect of 
increased repayments resulting from the earlier increase in debt. 

Finance charges on short- and intermediate-term consumer credit have 
changed little with changes in bank reserve positions and market rates of inter- 
est. Moreover, what information is available suggests that consumers are not 
particularly sensitive to changes in interest costs. Changes in the availability 
of credit have been reflected in the willingness of lenders to make marginal loans 
and in the extent of credit promotion. Such changes have sometimes lagged 
substantially behind general economic developments, in part because of the 
strongly competitive situation in the consumer credit industry. For example, the 
recent introduction and heavy promotion of check-credit plans by bank lenders 
was in part a response to the reduction in the demand for credit during the 
1957-58 recession. The plans spread rapidly, however, in a period when reserve 
positions were tightening and the demand for consumer credit was already 
picking up. Not until the second half of 1959 did the spread of such plans 
slacken and promotions decline (Consumer Credit and Finances Section, Apr. 
4, 1960). 
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TABLE 1.—Debt outstanding 


[Billions of dollars] 
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Total private | 
End of year debt 

—————— ——— ———_ —_ — ——$ — — 
SS pe ee ee a ee | 138.0 
I nl cn eget citation imme en mene aintinicelaamneannadaaibipintebin 1127.0-111.7 | 
Coe eee ie ee ene ee eae tS. AL Rinne aan eeh | 257.4 | 
ar a ne eee cg ee ee tr ee es Oe oe ed | 277.0 
| RE SERS ee aa ene ee eS ne ee a | 299.1 
ae ee a oe erin aneapnnaeaneniin 345.4 
a  aeeihisenesar nk Gs Meanlniaeai pe ln Gibiaehaieharikam | 376.9 | 
1957..... See di ae ee eS ae i aad ine anions 404.7 
ah ae cea 435.0 
a a ahi Snr lian eg wh ieee adsense t-scehega maaie eal 484.6 








1 New series. 
2 Preliminary. 


TABLE 2.—Consumer installment credit by type of credit 
1959 


[Amounts in billions of dollars] 


Amount outstanding, 





| 

Mortgage | 

debt on 1- to 
4-family 
properties 





and holder, 


Share of t 


Total short- 
and inter- 


| mediate-term 


consumer 
credit 


9.2 


1952 and 


otal, percent 











end of year | Increase, 
Type of credit and institution be percent 
| 1952 | 1959 | 1952 | 1959 
| 
eal : of 
NN iin nc wnninbinnmige mares 7.7 | 16.6 | 116 | 40 42 
Other consumer goods paper 6.2 10.2 | 65 | 32 | 26 
Repair and modernization loans-----.----- 1.4 2.7 | 93 | 7 |} 7 
PRTGRERL GOCE... 5 ccccedcwenescccnconense= 4.1 |} 9.9 | 141 | 21 | 25 
Total installment credit. _..._- pd 19.4 39.5 | 104 | 100 100 
—— —_— > ———— — | —_———— — = — FS 
All financial institutions...............--.- 15.6 | 33.8 117 | 80 86 
Commercial banks ---..----.---------- 7.5 | 14.9 | 99 | 39 | 38 
Sales finance companies - --.-..-.------- 4.7 | 10.1 | 115 | 24 | 26 
| i ee RNR "8 | 3.2 | 300 | 4 | 8 
Consumer finance companies-----.----- 1.9 | 3.8 100 | 10 | 10 
cate ctenek 6 1.8 | 200 | 3 4 
ES LS ALE aA 3.8 5.6 7 | 20 4 








NoTE.—Details may not add to total because of rounding. 
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TABLE 5.—Changes in consumer installment credit outstanding annually, 1952-60 


[Millions of dollars] 


| | <Auto- | Other Repair | 
Year Total | mobile consumer | and mod- Personal 
paper goods ernization loans 
paper loans 
1952 coat ti ata tein abated ee os 4,109 1, 761 1, 294 300 754 
1953 cbiab Ren ciaaa wwe mere Seka dawed 3, 602 2, 102 605 225 670 
RE nets ale hehe emia haunts sicidivells chaltaen te 563 —26 | —28 6 611 
1955 : z a 5, 390 3, 663 R83 73 771 
1956 Seca Be a cca Ses ee ne 8 2, 939 | 987 946 206 | 800 
ae Be as eee 2, 286 950 202 194 | 940 
SOME << Sanus cadadyaendatibernmecg ida cmclac a —103 —1,172 141 261 | 667 
1959 seus SS ee . aaah alia 5, 402 | 2, 353 1, 320 354 | 1, 375 
ae POP Nn See Ot Eee 4,800 | 2, 200 1,000 400 | 1, 200 


1 Annual rate based on average increase for January and February. 


TABLE 6.—Consumer credit as a percent of disposable personal income 


| Total con- | Totalin- | Noninstall- Installment credit 

Year sumer stallment | ment credit hee oe Sed 
credit out- | credit out- | outstand- 

| standing standing ing Extended | Repaid 
2 ac aia a ae a ee Ee ee ae et a | 9 8 a ee 
I a a lk 9.5 6.5 3.0 10. 1 9.5 
i aa aa 3.3 1.4 1.9 3.6 | 3.4 
1952 ene ; en ee ees 10.0 } 7.0 3.0 12.4 | 10.6 
ee ee eee ee Sarai elec 11.5 8.5 3.0 12.5 3a 
1954 a ag a a rae eee 11.9 8.8 3.1 12. 1 | 11.9 
1955 ee See ie 12.7 9.5 3.1 14.2 | 12.3 
BD si icaaenne ci SE fa ii ao assets elena ndneedaas bce 13.6 10.3 3.3 13. 7 12.7 
BOR eo acon eae Re Sk eae ect 13.9 10. 6 | 3:3 13.8 | 13.1 
1958 AE dnc hk a eal inact oxd 13.8 10.5 | 3. 4 12.9 | 12.9 
1959 ?____- eet pee le ia ees Ae 14.3 10.9 3.4 14.5 | 12.9 


1 Excluding data for introduction of Alaska and Hawaii. 


Note: Credit outstanding is monthly average for each year. 


Senator Doveras. The next witness is Mr. Peter Henle of the re- 
search department of the AFL-CIO. 

Mr. Henle, we are glad to have you with us. Proceed in your own 
fashion. 


STATEMENT OF PETER HENLE, ASSISTANT DIRECTOR OF 
RESEARCH, AFL-CIO 


Mr. Henuz. Thank you very much, Mr. Chairman. I am very 
happy to be able to present the views of the AFL-CIO on this im- 
portant question. 

With the holding of .these hearings this subcommittee is breaking 
new ground. Congress has never before taken a look at consumer 
credit from the viewpoint of the borrower. 

Senator Proxmire. Mr. Chairman, I hesitate to interrupt at the 
beginning, but I wonder if Mr. Henle would tell us with what au- 
thority he speaks for the AFL-CIO. Will he tell us who directed 
him to come? Was there a meeting of the directors, or whoever au- 
thorized his testimony ? 

Mr. Hen te. Senator, S. 2755 was one of a series of bills that was 
up for discussion at the quarterly meeting of the AFL-CIO Execu- 
tive Council last February. At that time, the council, in a special 
statement, endorsed the objectives of this particular legislation. 

53615—60-——16 
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The legislative department, naturally, is the department most re- 
sponsible for presenting the views of the AFL-CIO before committees 
of Congress. But in a number of instances, of which this is one, the 
legislative department has asked other members of the staff who may 
be more familiar with the specific legislation to present the views of 
the organization. 

Senator Proxmire. Thank you. 

Mr. Hentz. Existing legislation deals largely with the availability 
of credit for the growth of the economy, with the management of the 
public debt, with the Federal Reserve Board and its powers to affect 
the amount of outstanding credit. Additional legislation deals with 
the availability of credit for specific national programs, such as hous- 
ing, rural electrification, education, and community facilities. 

There is, however, no legislation concerned—no Federal legisla- 
tion—with the problem of installment credit and personal loans. 
During wartime, Congress has authorized the Federal Reserve Board 
to set maximum time limits and minimum downpayments required 
for the purchase of various types of consumer goods, but there has 
been no Federal peacetime legislation which attempts to set any stand- 
ards for credit transactions involved in the purchase of consumer 
goods. 

Today, however, a critical situation has developed in this field of 
consumer credit that fully warrants this set of hearings to determine 
whether new Federal legislation is needed. 

What are the facts that are forcing this review of the consumer 
credit problem? For one thing the volume of consumer credit has 
been increasing rapidly in recent years. I am sure that you are 
familiar with the fact that outstanding short term and intermediate 
consumer credit (excluding mortgages) has now reached a total of 
over $51 billion of which about $40 billion consists of installment 
loans. Since 1949 total consumer credit has tripled and the increase 
is even greater for installment credit. During the past year the in- 
crease was greater than in any postwar year, except 1955. 

Of course, along with this increase has come an increase in the 
economy’s ability to absorb the cost of this credit. The proportion 
of the total disposable personal income represented by outstanding 
installment credit is roughly 13 percent. 

Senator Dovatas. Mr. Henle, I think I have seen figures in certain 
articles by financial writers, saying that these statistics are somewhat 
antiquated, and a more accurate current statement would be 19 per- 
cent. of total disposable personal income. Have you had time to go 
into this matter ? 

Mr. Hentz. The figures we had seen were between 13 and maybe up 
to 15. It depends on the definition of the words “disposable personal 
income.” It also depends on whether you use installment credit or 
total consumer credit so that you could get perhaps—— 

Senator Dovenas. I am going to ask Mr. Semer if he will try to 
assemble statistical data on this point, to be checked by Senator Bush 
or his representatives, so it mail be included in the record following 
Mr. Henle’s testimony. 

Mr. Hentz. If it is about 13 percent, it would seem that this may 
be a manageable percentage. And although some warning flags 
might need to be raised, it does not, by itself, create an alarming situa- 
tion for the national economy. 
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Another factor in the situation until very recently has been the 
rising cost of interest rates. In the field of consumer credit, rates 
have also risen although there are no economic indicators available 
that show the average rate of interest on consumer loans. 

Here, Mr. Chairman, I might suggest, if you are asking the Federal 
Reserve for some further information, perhaps they could come up 


with some figures in this field. We have found an amazing lack of 
information here. 


Senator Dovetas. I am going to ask the staff expert to request that 
information. 


(The following was received with reference to the above:) 


FEDERAL RESERVE SYSTEM, 
BOARD OF GOVERNORS, 
April 29, 1960. 
Hon. PAuL H. DouGLAs, 
Chairman, Subcommittee on Production and Stabilization, Committee on Bank- 
ing and Currency, U.S. Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: In response to your request of April 21, I am furnishing 
you information about interest charges on consumer credit. This information 
has been collected from publicly available sources, since the Board has no 
special sources and no regular program for the collection of information of this 
kind. The information supplied herewith has been obtained from scattered 
sources and would support only the most general conclusions. 

As you are aware, considerable difficulties are involved in converting finance 
charges to interest rates, in view of the wide variations in the types of finance 
charges covered, differences in provisions for prepayment and late payment, 
differences in the definition of balances on which charges are computed, and 
other factors. Wherever effective rates on average amounts outstanding are 
shown in this material, they have been computed under the simplest possible as- 
sumptions, with no attempt to make allowance for the multiplicity of conditions 
that might affect the effective rate. 

Interest rates on consumer loans are generally higher than those on most other 
types of credit. Because of their small average size and the installment repay- 
ment provision, administrative costs form a relatively high proportion of total 
costs. Interest rates on consumer loans also change less in response to cyclical 
developments than open market_rates or rates on bank loans to large businesses. 

The most comprehensive data that we have collected on interest charges are 
data covering installment loans for financing new car contracts in the period 
1954-55. These data were collected in the new car buyers survey conducted for 
the Board of Governors by National Analysts, Inc., in 1956. As shown in the 
first two attached tables, the median effective rate on outstanding balances was 
10.7 percent in 1954 and 11 percent in 1955. While we are unable to compare 
these data with rates prevailing at other times, it is believed that these rates 
are probably close to those prevailing throughout the postwar period. 

A number of States limit finance charges on new car contracts to $7 or $8 
per $100 (effective rates of 12.9 to 14.8 percent), but it is not known how many 
loans are made at the maximum rates. Maximum rates on used car loans are 
higher—generally $12 to $15 per $100 (effective rates of 22.2 to 27.7 percent) 
for those more than 2 years old. 

There have been some reports of increases in finance charges on automobile 
loans over the past year. To the best of our knowledge, these have taken place 
mainly where rates had previously been relatively low. For example, several 
large New York banks raised rates charged consumers on automobile loans 
from 3%4 percent to 414 percent discount (from an effective rate of 7.2 to 8.2 
percent). We understand that some of the large finance companies also made 
upward rate adjustments in limited areas. Data submitted by General Motors 
Acceptance Corp. to the Subcommittee on Antitrust and Monopoly of the Senate 
Committee on the Judiciary in early 1958 also showed increases in rates charged 
on GMAC contracts in some areas from 1955 to early 1958, but these were offset 
in part by reductions in other areas. 

Available data on interest charges on other consumer goods paper are even 
more limited than those on automobile paper. Such paper is held by a wide 
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variety of retail outlets as well as by financial institutions, and credit plans vary 
greatly from lender to lender and even for the same lender depending on the 
type of item and other factors. The two largest mail-order houses generally 
charge from $7 to $10 per $100 per year add-on (effective rate 13.5 to 18.5 
percent), depending on the amount and purpose of the credit. Revolving credit 
accounts of department and mail-order stores are generally financed at 114 per- 
cent per month, or 18 percent per year, on outstanding balances, although some 
are financed at 1 percent. Bank charge account plans generally involve charges 
of 1 to 144 percent per month for outstanding balances. 

Charges by the leading mail-order companies rose somewhat in 1956-57, and 
in 1959 and early 1960 were at approximately the same level as in mid-1957. 
The limited data available suggest that interest charges by other retail outlets 
remained generally unchanged in 1959 and early 1960. 

Rates charged on personal loans vary widely, depending in part on the size 
of tue loan. As you are undoubtedly aware, most States have legislation limit- 
ing interest charges on small loans made by licensed lenders. Maximum charges 
permitted are generally 2% to 3% percent per month on outstanding balances 
(30 to 42 percent per year) in the lowest bracket. Maximum charges are more 
frequently 1 to 2 percent per month on amounts in excess of $300. Because of the 
graduated scale, and because of large differences in the maximum size of loan, 
it is impossible to compute an average rate for these loans. Maximum rates 
charged by banks and credit unions are also regulated by law. Banks generally 
charge 1 perecnt or in some cases 11%4 percent per month on outstanding bal- 
ances under check-credit plans, while rates on straight installment contracts are 
sometimes less. Rates charged by Federal credit unions are limited to 1 percent 
per month on outstanding balances. 

Recent changes in interest rates on personal loans have probably been small. 
Many banks, consumer finance companies, and credit unions are operating at 
legal maximums and hence are not in a position to raise rates. Rates on personal 
loans, like those on automobile loans. were raised somewhat in 1959 by some 
banks with relatively low rates at the beginning of the year. For example, the 
New York banks mentioned above raised rates on personal loans from 414 to 4% 
percent discount (effective rates of 8.2 to 9.2 percent). There is little infor- 
mation on changes in personal loan rates by other lenders. A limited number 
of States made minor upward adjustments in some segments of their small loan 
schedules, but such changes could have had little effect on average rates. 

I hope this information is helpful to you. 

Sincerely yours, 
C. CANBY BALDERSTON, 
Vice Chairman. 


New passenger cars—Finance rate on installment contracts * 


[Percentage distribution] 











Finance rate (percent per annum) 1955 1954 
a el ek 4 6.0 
No Sa ee ce Tau aae lien iraaen Ba inaben aiaeieeiehs Asie ee 15 15.0 
Cee a dei san aecraramnesboebenwaaee 32 34.0 
lia ain icnlctila dak em eli slides nia i a aa ee 36 34.0 
a a i coat eurin etigianipiiranai> s 7.0 
titer ehenliicpancbakanecaee post omaradcontuacen ep aineegnseenees 4 | 5.0 

ie i ile a enon 100 100.0 
CT nd ia G 11 | 10.7 
Nee ees. cna neccgnenpbedimeennenngua 43 | 27.0 


1 Effective annual finance rates calculated by ‘‘constant-ratio’’ method. Excludes contracts in which 
finance charges were not incorporated in total amount of credit, contracts in which finance charges were 
not ascertained, and “balloon notes’’ and other installment contracts with monthly payments scheduled 
in unequal amounts. 


Source: Consumer Installment Credit, Financing New Car Purchases, pt. IV, table 48, p.73. 
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New passenger cars—Median finance rate for various groups of installment 
contracts * 


{Percent per annum] 











Groups 1955 1954 
Re nC nN EE Fen an mcineen newb bednacnasammmewaroexennen 11.0 10.7 
Type of lender: 
Sales finance companies: 
a LE ee kde siauaaiimapie des 11.4 3 
Sr aie a i acnne aa atucensuamanccoaant | 11.4 11.2 
Banks: 
ONE I io a oc ceapustcianaeniacetnem ace hae assnmunwns onaink 10.7 10.9 
a sailieiaseanictatnlon 9.3 9.3 
Original maturity in months: 
a 10.4 10.4 
Rese cae eae otceseesewssies ade ec eR ee ae 11.1 11,2 
36 and over a 6 al ae acl el ie wile ae ee nen ianinin | 11.4 11.0 
Effective downpayment ratio: } 
I a Tl Sens else to co ila ioliing mind CRE db oe | 11.2 | 10.7 
0.25 to 0.34 ee or OR Lae eee. Pet eee 10.8 | 10.9 
0.35 to 0.49 Seilapei es ssn Tens tc eect anata es ii stp eons on cach abemawet a 10.3 10.3 
0.50 and over eS eeniecwie sci cialis Wi ticptaidiaedteiple eevee snes niatipseigiiilg Somnath ae j 10.3 10.2 
Region: 
a a cr cama a ee at da a eS | 10.9 | 10.3 
PEMGEP APNE piokado od osescepetatasaeceke Ped nintpren casanm omarion | 10.8 | 10.7 
a ee ee EA a awtabd aauaea : 11.0 | 10.6 
West _. pra etatednt oa aac nek is aia ahaneth aides cata ek ake ncaa a 11.2 11.3 








1 Effective annual finance rates calculated by ‘‘constant-ratio’”” method. Excludes contracts in which 
finance charges were not incorporated in total amount of credit, contracts in which finance charges were 
not ascertained, and ‘balloon notes’’ and other installment contracts with monthly payments scheduled 
in unequal amounts. 


2 Includes some cases omitted from 1 or more of the breakdowns below. 


Note.—Data for effective downpayment ratio groups based on personal interview sample. Other data 
based on lender report sample. 


Source: Consumer Installment Credit, Financing New Car Purchases, pt. IV, table 49, p. 74. 
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Mr. Hentz. If consumer credit rates have not moved up as rapidly 
as other rates, it is because they have always been very high, now 
averaging according to one source about 20 percent but often ranging 
substantially higher. 

Senator Doveras. Do I understand that the source you refer to is 
the statement by Mr. Nutter, who is president of the National Associa- 
tion of Real Estate Boards, reported in the Washington Post of 
March 26 of this year? 

Mr. Hentz. Yes. 

Senator Dovucias. He would seem to be a responsible witness on this 
point. Did he say that the average rate was approximately 20 percent? 

Mr. Hente. Yes, he did. I believe I have the clipping with me, Mr. 
Chairman. Would you like to have it? 

Senator Dovetas. Yes, I would like to have it. 

Mr. Hentz. Would you want this for the record ? 

Senator Doveras. Yes. The Washington Post is generally ac- 
curate—almost uniformly accurate, I would say. 

(The editorial referred to follows:) 


{From the Washington Post, Mar. 26, 1960] 
NAREB CHIEF URGES CONSUMER CREDIT RESTRAINT 


If persons who extend and use consumer credit will exercise greater selec- 
tivity there will be a great improvement both in the availability of mortgage 
money and in national economic soundness, Washington realtors and lenders 
were told this week. 

Cc. Armel Nutter, president of the National Association of Real Estate Boards, 
said “a far greater degree of responsibility and restraint in the use of consumer 
credit is in the interest of a healthier personal and national economy.” Nutter 
spoke at the Statler Hotel at a meeting sponsored by the Washington Real Estate 
Board and the District of Columbia Chapter of the Institute of Real Estate 
Management. 

Nutter said that consumer credit on January 31 totaled more than $51 
billion—an increase of $6 billion in the last year and the largest aggregate 
on record. He termed the situation “dangerous” but said it was not one that 
called for compulsory controls. 


He quoted estimates that have been made placing the average cost of consumer 
credit at “at least 15 percent simple interest, and probably closer to 20 percent.” 
He said he doubted that many consumers who “buy now, pay later,” are fully 
aware of the cost of buying credit. 

Mr. Hente. However, it is not simply the increased volume of 
consumer credit or the higher rates of interest that constitute today’s 
most pressing problems. The real cause for alarm is that the busi- 
ness of providing consumer credit. has become so complicated and 
so confused that the average user of such credit has no idea how 
much he pays for it and has become an easy victim of deceptive 
practices of many types. It is this aspect of the problem that is 
demanding more and more attention not only from Congressmen, 
but also from union officials, business firms, and welfare agencies. 
While general economic issues are involved, the problem is more 
human than economic. 

Consider the situation that confronts the average young wage 
earner and his family. On the one hand, he wants to provide his 
family with as many aspects as possible of what is optimistically 
called the American standard of living. On the other hand, his 
ability to do so is limited by his income. Here is where the credit 





240 CONSUMER CREDIT LABELING BILL 


process has a genuine function to perform. This young family does 
not find it difficult or embarrassing to use credit. In fact, depart- 
ment stores, mail-order houses, automobile dealers, appliance stores, 
hotels, restaurants and now airlines advertise their wares in terms 
of easy credit. Competing systems of credit cards now vie for the 
dubious honor of carrying the individual’s credit. 

All the emphasis is on how easy it is to use credit and how little it 
costs. No one takes advertising space in newspapers or magazines 
to warn the prospective customer that he should think twice before 
spending a large part of next year’s income to pay for last year’s 
vacation. 

Of course, there is no way to legislate against temptation. Ad- 
mittedly, the Federal Government cannot undertake to budget each 
family’s income. We must assume that individuals and families 
themselves know best how to spend their own money. 

Ilowever, the Government does have an obligation to make certain 
that the consumer is protected against deceptive selling practices and 
is provided with the information on which he can make a reasonably 
intelligent choice as to how he wishes to spend his money. 

This has been roughly the guiding principle in other types of 
consumer-protective legislation. For example, the average consumer 
does not have the equipment available to test foods or medicines 
for their chemical composition. Consequently, Congress has enacted 
legislation requiring that food and drug ingredients either be 
clearly disclosed or conform to official standards of composition. 

Consider another example. The average consumer has difficulty 
distinguishing among the many different types of fabrics. Conse- 
quently, there are a series of laws requiring appropriate labels for 
clothing, upholstered furniture, and other products. Only in this 
way is the consumer in the position to make an intelligent choice. 

The situation is similar with regard to consumer credit. Does 

the average buyer today have adequate information on which he 
can base an intelligent decision regarding his use of credit? On 
the contrary, it seems that every conceivable obstacle has been placed 
in the path of such an informed choice. Let me cite the following 
roadblocks. 

(1) Advertising by consumer-loan companies, automobile dealers, 
and others who sell goods on credit is often quite deceptive and very 
confusing. We have been conducting a special review of such adver- 
tising in several newspapers, from which we have selected the few 
examples attached to this testimony. 

Those are given on what is called appendix 1 up through appendix 
8. 

Senator Doveras. You have blacked out the name of the company? 

Mr. Hente. On the advertisements; no, sir. On the credit instru- 
ments that I have also attached; yes. On the advertisements, they 
are included as they appear in the newspaper, and it seems to me they 
are, therefore, in the public domain. 

Senator Doveras. Yes. 

Mr. Hentz. Do you want to look at the advertisements? My 
favorite is the first one, appendix 1. Here is an automobile dealer 
who advertised reductions in automobiles, and the reductions are in 
the terms of the weekly payments. 
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Here is a model car that was $11.99 a week; now it is $9.79 a week. 
But there is no indication as to the price of the car or how long the 
payments are to be kept up. 

I feel that is a particularly striking example. 

Senator Doveras. May [say that ‘these ads state : 

Do not bring any money ; do not bring any cosigners ; do not own any property ; 
just have a steady job— 
but do not have any statement about what the principal was. There 
is no statement of what the interest was and no statement as to how 
many weeks the payments were to continue. Is that right? 

Mr. Henve. That is right. 

Senator Dovctas. So far as the advertising goes, there is no state- 
ment about the total amount to be paid and, therefore, no segregation 
as between payments for the automobile and payments for the credit ? 

Mr. Henue. We have found such ads generally indicate the rate of 
repayment, but seldom if ever mention the price of the loan either in 
terms of the total charges or as an annual rate on the principal. In 
many cases the amount of weekly or monthly payments to buy a car 
is included, but not the price of the car or even the length of time 
during which the payments are to be made. In any case it is ab- 
solutely impossible for even a conscientious shopper to obtain sufli- 

cient information on which to compare the cost of credit. 

Senator Doveias. Mr. Henle, if we may review these advertise- 
ments, which tend to get lost in the record of the hearings, appendix 2 
again merely states that the weekly payments are to be $11.99. But 
it does si ay $135 down and 36 months. 

Mr. Henue. Yes. 

Senator Dovuaias. But it also says that the finance and insurance 
charges are to be extra. 

Mr. Hentz. With no indication of what those are. 

Senator Dovexas. That is right. 

Senator Busu. I quite agree that the inference is here, except, in 
an effort to be fair to this ‘advertiser, this type of fellow, what this 
is is an invitation to come in and see what you can do. He has men- 
tioned one significant thing, which is $11.99 a week, which is probably 
the first thing th: at the buyer is going to think about. 

He has not mentioned other things there that will be disclosed, pre- 
sumably, when the man comes in. So I do not think we should be 
too severe, necessarily, on this appendix 2 advertiser. The real ques- 
tion is what is shown the fellow when he makes the buy at the store, 
at the dealer’s place, is it not? That is where the danger is. That is 
where the harm is usually done. 

Mr. Hentex. Senator, we certainly recognize that advertisement is 
only part of the story. 

Senator Busu. Yes. 

Mr. Hente. I am just trying to sort of 

Senator Busu. I am in complete agreement with your general posi- 
tion on this, but I do think, in fairness, that is not too bad an 
advertisement. 

Senator Dovetas. It has been some time since I studied the law of 
torts, but I believe there is a certain amount of puffing advertising 
permitted. 

Senator Busy. What? 
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Senator Dovetas. Puffing advertisement permitted. 

But what about the advertisement in the lower right-hand section 
of appendix 2? This says: 

Sensational financing, no payments until May, 3% percent. 


Three and one-half percent is lower than the prime rate on the bor- 
rowings by the companies in the country with the highest credit 
rating. I suppose United States Steel would have to pay more than 
3 percent. 

Senator Busu. The U.S. Government does. 

Senator Doveias. We hope not too much more. 

Senator Busu. But more. 

Senator Dove as. But more. 

Here, the consumer who says he lacks the resources of United States 
Steel is being told that all he has to pay is 314 percent. Would you 
think this was proper advertising ? 

Mr. Hente. Well, no. And, of course, there is no indication what 
this is—well, it is probably 314 percent per month on the unpaid 
balance, which would make it 42 percent a year. Maybe that is doing 
him an injustice. 

Senator Doveras. And then there is always the possibility of fi- 
nance charges and tied in credit life insurance, also, is that not true? 

Mr. Hente. Yes. 

Senator Doveias. And other charges. 

Senator Busu. That is definitely misleading. 

Senator Dove.as. Let us take ms look at appendix 3, the right-hand 
side. The ad says: “as low as $295 down with approved credit.” 
There is no statement of what ye approved credit is. Also it says: 
“$59.75 per month.” 

I do want to comment on this. This ad says: “Including finance 
charges and insurance,” but not a statement as to how much. 

Senator Busn. “With approved credit,” Mr. Chairman, presum- 
ably means the dealer reserves the right to approve the credit of the 
man who is going to buy this, which is also all right. 

Mr. Hente. I am not trying to indicate that all such advertising 
is for used cars. 

Senator Dovenas. I may say we are collecting advertisements also. 
I think we have about 150, and we are going to have them blown up. 
At a later hearing, we will open them for inspection. But I want to 
commend you for collecting these ads. It is something that is inter- 
esting and certainly reflects on the District of Columbia and on 
Congress. 

This is an advertisement for Coral Hills, Md. It says: 

Why pay high District of Columbia finance charges? Step across the District 


of Columbia line into Maryland and save hundreds of dollars. Name your own 
downpayment. Low, low Maryland regulated finance and rebate rates. 


Mr. Hentz. We put in some advertisements for personal loans 
which are somewhat different from the automobile. Here is one prob- 
lem, if I might point out to the chairman, on appendix 5, the advertise- 
ment to the left. 

This advertisement follows a procedure that many finance com- 
panies do. They do provide you with information showing if you get 
so much cash, you pay so much in monthly payments. But the prob- 
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lem is, if you look at any newspaper advertisements, the various 
finance companies will place their advertisement in different ways 
so that you are unable to compare, unless you are a mathematician, the 
rates quoted in one ad with the rates quoted in another. 

You notice in this ad, the emphasis is on the monthly payments. In 
the first case, you pay back monthly $8 a month. 

Senator Doveias. There is not any statement as to how many 
months the payments were to continue. 

Mr. Henze. That is right; and the cash you get is $135.48. Other 
companies will advertise their rates to give you $100 cash, but you have 
to pay back rather odd amounts of dollars and cents. Again, you 
see, there would be no way to compare, no way to get sort of a shop- 
ping comparison. 

Senator Doueias. And no statement as to whether there were so- 
called service charges, discounts. There must be some discounts be- 
cause there are, in these two cases, uneven amounts. In this case, it is 
$135.48. One normally does not go in to borrow $135.48 or $254.03. 

Mr. Hentz. That is right. 

We have just sort of put in a sample here of different types of things. 

Senator Dovucias. This ad has an aliterative come-on—Arrange 
a loan by phone.” 

I may say, appendix 6, the upper right-hand ad, is an approach 
to what we are saying, stating the balance in the first column, the 
new payments, “Samples from our ‘80-months’ chart.” Evidently 
they are figuring this. 

Mr. Hen. That is right; and the one below it as well. 

Senator Dove.as. Yes. 

Mr. Hentz. If you are familiar with your higher mathematics, you 
can figure out what interest rate you are getting. But it requires 
some knowledge of higher mathematics. 

Senator Douaias. Appendix 8 seems to indicate a discount, although 
it is not directly delat because the advances are $193.32, $499.41, 
$85.50, $1,514.34. 

Thank you very much, Mr. Henle, for assembling these. Will you 
continue with your testimony. 

Mr. Hentz. Turning now to the point Senator Bush made: 

(2) The credit instruments themselves turn out to be even more 
confusing than the advertisements. The credit instrument, of course, 
will clearly give the amount of the loan and the repayment schedule. 
However, it does not necessarily list the various charges that are being 
made to the prospective buyer. Sometimes insurance is lumped in 
with the finance charges, sometimes there are special fees for certain 
services which the finance company may be rendering. In no case 
are the finance charges expressed in language simple enough for the 
aren to recognize whether he is paying a reasonable amount for his 
oan. 

A sample of credit instruments is attached to this testimony. 

Senator Doveuas. And here the names of the personal finance com- 
pany and the borrower are blacked out ? 

Mr. Hentz. That is right. 

Four of these credit instruments are photostatic copies of actual 
transactions—those on appendixes 9 to 12. All of these indicate the 
total financial charges which the individual is asked to pay, but none 
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of them indicate the annual rate at which these charges are being 
made. By using the appropriate mathematical formulas, it appears 
that the true annual rates for the finance charges in these four cases 
are these: Appendix 9 is 21 percent, appendix 10 it 22 percent, ap- 
pendixes 11 and 12 are both 36 percent. In appendix 9, we try to sort 
of get a variety here. We did not want to burden the committee. 
Appendix 9 is for a gas range; appendix 10 is a Lincoln automobile; 
11 isalsoa car; and appendix 12 isa personal loan. 

I do not think I need to burden the committee with the mathematics 
of the four cases. 

I am also attaching a series of four standard contract forms used in 
the State of New York. That is appendixes 13 to 16. These are the 
forms which have been generally tad in one of the States most 
watchful on behalf of consumers. While each of these forms pro- 
vides for an itemization of the various charges which the consumer 
has to bear, the form still leaves the buyer completely in the dark 
about the annual rate at which he is paying charges on his loan. If 
he is interested in obtaining the best buy in the field of credit, there 
is no way he can tell without elaborate calculations whether the bank, 
the automobile dealer, the sales finance company, or the credit union 
will charge him the least for financing a particular transaction. 

Senator Busn. Mr. Chairman, could I interject on that point about 
the finance charges ? 

Looking at page 3, lines 4 and 5 of our bill, it seems to me that our 
bill could be pointed up a little more clearly there on this question of 
finance charges. The regulations, whoever they may be offered by, 
should be set forth; itemized finance charges, and the total thereof. 

Senator Doveras. I think that is a very good suggestion. 

Senator Busu. Take this question of insurance. That seems to be 
lumped in with finance charges. And take the question of a service 
fee for arranging the contract. It seems to me our language is too 
general to cover it. 

Senator Dovetas. I quite agree, and the Senator has made a very 
constructive suggestion. 

Senator Busy. Excuse me. Thank you. 

Mr. Hentz. As I say, the difficulties of trying to comprehend either 
the advertisements for credit or the credit instruments themselves are 
compounded by several different ways in which the finance charges 
are presented to the customer. The finance charges may be stated as 
a monthly percentage on the declining balance. But 3 percent a 
month charged by a small loan company, for example, is a true 36 
percent a year. The 114 percent a month charged by a department 
store or mail order house under the revolving credit arrangement is 
a true 18 percent. 

The finance charge may be expressed as a percentage of the original 
debt, either subtracted from the loan amount (the discount method) 
or added on to the amount to be repaid (add-on method). But a bank 
that charges $6 per $100 actually charges a true rate close to 12 percent 
7 annum. A finance company that charges 7 percent on the original 

valance for a car Joan really charges about 14 percent per annum. 
When a debt is repaid monthly the fact is that only about half the 
original debt has been borrowed for the full length of the loan. 
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In none of these cases does the advertised rate or the rate men- 
tioned by the salesman correspond with the commonly understood 
definition of an interest rate. Thus, faced with such confusing ad- 
vertising and credit instruments, as well as these varying methods of 
presenting finance charges, the consumer is lost in the woods. Is it 
any wonder htat many ‘families go further into debt than they orig- 
inally wished to go? ‘Is it any wonder that the rate of delinquencies 
on many consumer items were higher for January 1960 than for any 
January in recent years? Is it any wonder that the number of per- 
sonal bankruptei ies have skyrocketed from less than 20,000 in 1949 to 
almost 89,000 in 1959 # 

Senator Doveras. For instance, we find that the bankruptcies in 
Federal courts in Chicago amount to 10,000 a year. 

Mr. Hentr. The figures I have are labeled for district courts, and 
f assume that means U.S. district courts. 

Senator Dovua.as. Federal courts. 

Mr. Hente. Yes. 

Senator Doveias. Federal district courts. 

Senator Proxmire. Mr. Chairman? 

Senator Dovuetas. Yes, Senator Proxmire. 

Senator Proxmie. I would like to say at this point that the argn- 
ment that Mr, Henle has made is exceedingly important to this bill. 

Mr. Hente. I think so. 

Senator Proxmire. What the witness is stressing is that even in 
the States that are most watchful—and the chairman of the committee 
himself cited the State of New York as a model—the consumer is 
still a victim. He still does not know what the situation is. There 
is stilla very great need for this bill. 

The Senator from Connecticut has been properly pointing out, and 
I have been receiving the same kind of inquiries from my colleagues, 

“Why pass this bill ‘when the States alre ady have something of this 
kind?” Ths at. is why this testimony goes right to the heart, I think, 
of the opposition we have encountered so far. 

Mr. Hente. Thank you, sir. 

The evidence is clear that this problem is becoming more serious. 
Union officials are more aware of the widespread nature of deceptive 
credit practices because union members, although generally reluctant 
to discuss their personal problems, come more frequently to union 
officials for help. Because of the interest of our members, the com- 
munity services committee of the AFL-CIO has instituted a special 
consumer information program to help educate our membership con- 
cerning the pitfalls of installment buying and other credit purchases. 

But education is not enough. It is true that an individual can 
learn how to calculate the simple annual interest given the terms of a 
loan that he has been offered by a credit company, but why should 
a Ph. D. degree in mathematics or even specialized training in alge- 
bra be a prerequisite for an individual to buy an automobile or other 
article on credit terms? 

Senator Dovucias. You know, Mr. Henle, that Mr. George Katona, 
who is head of the consumer research center at the University of Mich- 
igan conducted an investigation on this point. He found that college 
graduates were approximately as ill informed about the terms of credit 
as the average person and that, as a matter of fact, Negroes tended to 
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be the best informed on credit terms largely because they had more 
experience. 

Mr. Hen te. Incidentally, Mr. Chairman, you were talking with 
Chairman Martin and briefly mentioned the study the Federal Re- 
serve Board had done in the field of consumer credit. We went through 
that study, not thoroughly, but we tried to review it in preparation for 
this testimony, to see how much material was in there on this general 
question, and we found very little. There are some small sections in 
there which bear out specifically this particular point that the con- 
sumer generally is not aware of the cost of the credit he is getting. 

I might say, Mr. Chairman, that when the Federal Reserve Board 
first undertook this study, which resulted in something like a five- 
volume work, we at the AFL-CIO urged the Board to devote con- 
siderable time and attention to this problem right here, because we felt 
that it was increasing in importance, even at that time. 

But we found them generally unreceptive, although there are a few 
sections in the report that deal with this problem, the bulk of the re- 
port is not concerned with this issue. 

Senator Dovetas. You did not think that the report was responsive 
to the type of inquiry which you wished them to make? Is that cor- 
rect ? 

Mr. Hentz. That’s right. 

It is our contention that the problem is sufficiently serious to require 
action by the Federal Government. The bill you are considering, 
S. 2755, introduced by Senator Douglas, and cosponsored by many 
other Senators, provides an excellent approach to this problem. It 
does not attempt to regulate the terms of any consumer financing con- 
tract. It does attempt to simplify consumer finance contracts by re- 
quiring full cost disclosure in such a way that the consumer himself 
can make an intelligent choice regarding the credit that is being fur- 
nished him. 

Senator Bus. On that point, Mr. Chairman, may I ask a question! 

Senator Dovenas. Certainly. 

Senator Busu. Appendix 12. Have you that? 

Mr. Hentz. Yes. 

Senator Bus. You have a form of a note there, and it shows prin- 
cipal amount of the loan at the precomputed interest and then the total 
with the interest added. It speaks of 24 monthly installments, and 
these apparently continue at the rate of $16 a month. ; 

If the interest rate is clearly shown in accordance with the terms 
of this bill—which it is not in this case I believe—do you see any ob- 
jection to lumping the interest rate with the principal repayment so as 
to make equal monthly payments of a given amount? 

In other words, in this case it would be $16. Do you see what I 
mean? If the interest rate that he is paying is disclosed, you do not 
see any objection to that being lumped in equal monthly payments for 
the convenience of perhaps the borrower and the lender‘ 

Mr. Hentz. No. I would have no objection to the notion of amor- 
tizing the debt in equal monthly installments over a period of time. 

What you are suggesting is that you should use the same method 
as in an FHA mortgage? Use the same system as under a normal 
FHA mortgage of paying an equal amount? Of course, when you 
do pay your mortgage you can find out each month, if you are paying 
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$80 a month, that this month $23.62 went for interest and the next 
month it is only $23.54, and so forth. 

I do not know that it has to be carried out that finely, but certainly 
for the convenience of the borrower it would be satisfactory to have 
equal monthly payments. 

Senator Busn. As well as the lender, probably. 

Mr. Hentp. Yes. 

Senator Busu. I just wanted to make that point, that so long as 
there is the full disclosure of what the interest burden is that there 
appears to be no objection to finally reducing the thing to equal 
monthly payoffs. 

Mr. Henze. No objection on our part. 

Senator Busu. All right. Thank you. 

Mr. Hente. Because of the importance of this legislation—— 

Senator Busu. May I have just one more question on that same 
point, Mr. Chairman ? 

Senator Dovetas. Yes. 

Senator Busu. On the same appendix 12 exhibit it does set forth, 
under the figures that I quoted, an agreed rate of interest of 3 percent 
per month, 2 percent per month, and 1 percent per month on various 
amounts. 

Does that impress you as a satisfactory disclosure of the interest 
burden ? 

Mr. Hentz. No; it does not, Senator, because I feel that the bor- 
rower should be able to have presented to him what the interest rate 
is he will be paying for his loan. 

Senator Busu. Our bill calls for stating the percentage that such 
amount bears to the outstanding principal obligation or unpaid bal- 
ance expressed in terms of simple annual interest. Of course, this is 
not simple annual interest. It is simple monthly interest. 

Mr. Henig. That is right. 

Senator Proxmire. Would the Senator from Connecticut yield at 
that point? 

‘Senator Busn. Yes. 

Senator Proxmire. I would just like to point out in Wisconsin we 
do the same as in appendix 12. After 3 percent per month, it would 
be necessary to put in parentheses “36 percent annual interest.’ ’ 

Senator Busn. It would be? 

Senator Proxmire. At the present time. That is correct. Every 
one of this kind of loan. 

Mr. Hentz. I would still say that the borrower ought to know 
what he is paying for this particular loan. 

For example, in this loan the principal amount is $278.99. That 
falls between the first line and the second line. It presumably has 
some amount at 3 percent a month and some at 2 percent a month. 
But he does not know. In annual terms, it is somewhere between 24 
percent and 36 percent, but he does not know exactly what it is. 

Moreover, when I figured this out on our calculator, I came out to 
36 percent for the whole loan. Maybe I am wrong, but this is just one 
indication of some of the problems you get into. 

Senator Busy. But what is missing is a disclosure of the simple 
annual rate. 

Mr. Hentz. For this particular loan. 
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Senator Busn. This particular case, yes. 

Senator Dovcias. There is also missing, is there not, the fact that 
the statement of the interest rate is on slices of the loan rather than 
on the total loan? That is, it is 3 percent on the first $150, 2 percent 
on the amount between $150 and $278.99, but not the average for the 
$278.99. Is that not true? 

Mr. Henie. There is one other puzzling feature of this loan to me, 
and I will not try to explain it to the committee, but as long as we 
are discussing appendix 12 I might call your attention to the little box 
on the second line that is called “interest unit.” This is for com- 
puting rebates and deferment charges. 

i am not clear as to how this fits in. It fits in with some of the 
fine print down here. In case the borrower should prepay the loan in 
full, the amount of interest rebate that he gets is determined not by 
the precomputed interest but by this interest unit over here, and I am 
not sure that the borrower is getting his fair share in this case. 

Senator Doveras. Is there not also implicit in this an unstated dis- 
count’ For instance, the principal amount of the loan is declared to 
be $278.99. Can vou picture a borrower going in and saying, “I want 
to borrow $278.99" ? 

Mr. Henue. I just do not know. 

Senator Doveias. You do not? 

Mr. Henie. Nobody I know is 

Senator Doveras. As a commonsense presumption, did you ever 
hear of a man going in and borrowing $278.99 ¢ 

Mr. Henir. No. However, a man, Senator, could have gone in 
and said, “I would like to borrow some money, and I can only repay 
at the rate of $16 a month.” If he did that, this might be where it 
comes out. 

Senator Busu. Mr. Chairman, I would say that that is not an ex- 
traordinary situation. This is a finance company that lends money on 
small personal loans. That comes within the Uniform Smal] Loan 
Act. Frequently customers of this company will take their bills that 
they have not been able to pay, and they would go down to the loan 
company and say, “Look, I have these seven bills. They are unpaid. 
Figure them up. I want to borrow th: at much money.” 

So they add them up, and it comes to $278.99. 

Senator Proxmire. Would the eatin yield at this point? I 
think the point the chairman is making is exceedingly i important, be- 
cause what these loan companies are doing is saying $278.99 in one 

case, some other odd amount in another case, and it is understandable 
oe at they have to do this kind of thing if they are going to figure out 
what you can borrow if you make a $16 per month payment. 

This is exactly why we need an annual interest rate, a simple an- 
nual rate of interest, so the consumer can make these comparisons, can 
know what he is being charged, can know what he is paying. 

The only other way would be to require them all to say how much 
they would loan $300 or $200 or $100 for, make it a standard amount. 
But that would not work out on the payment basis. 

That is why this interest charge which is in the bill should be kept 
in the bill. 
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Senator Busu. Oh, I would agree with that. 

Senator Doucias. Continue, Mr. Henle. 

Mr. Hente. Because of the importance of this legislation, a recent 
meeting of the executive council of the AFL-CIO devoted consid- 
erable attention to the problem of consumer credit and in a special 
policy statement gave its clear endorsement to this bill. 

Foremost among the bill’s provisions is the requirement that the 
consumer be furnished a clear statement setting forth the amount of 
the finance charges that he is being asked to pay, and stating the ratio 
of this amount to the outstanding principal in terms of simple annual 
interest. This should not be an onerous requirement. After all, such 
a standard is not unknown in the business world. 

In fact, the cost of consumer credit to the borrower represents about 
the only occasion on which the price of money is not clearly expressed 
in terms of simple annual interest. 

This convenient method of calculating interest or finance charges is 
used as the basis of measuring the cost of any borrowing by business 
firms, the cost to the U.S. Treasury of its bonds and notes, the cost 
of borrowing money on a mortgage by a householder, and by just about 
every other conceivable transaction involving money. In fact, when 
the sales finance companies have to go to the bond market to raise 
funds, the interest rate for any issue of their securities is expressed in 
terms of a simple annual rate. 

It therefore does not seem unreasonable to ask that the sales finance 
firms explain their charges to the consumer in the same manner that 
they explain the charges they are willing to pay for the use of other 
people’s money. 

Senator Dovucias. Mr. Henle, I think you have made a very im- 
portant point there. What you are saying, in effect, is that the rate 
of interest is expressed as an annual rate upon the outstanding balance 
on the wholesale level, and in every other field of finance, except upon 
the retail level in the field of consumer finance. Is that not true? 

Mr. Henie. Yes. 

Senator Doveras. You are saying that the precedents on the whole- 
sale level and in industrial borrowing and governmental borrowing 
and so forth are as applicable in the field of consumer finance on the 
retail level as elsewhere? 

Mr. Henze. They should be, yes. 

We do not consider ourselves experts in the field of consumer credit. 
We are, therefore, in no position to comment on each individual pro- 
vision of S. 2755. We do think that the enactment of a law embodying 
the principles set forth in this bill will do more to put the operations 
of the consumer credit industry on a sensible basis than any other 
possible action by the Congress. 

It may well be that the bill before you may require certain clarifying 
provisions regarding, for example, the scope of its operations or the 
method of its administration. We hope the committee will not be 
dissuaded from favorable action on the bill by technical objections 
that may be raised on particular points. We are certain they can be 
worked out. The primary objective should be clear: to make available 
to consumers full information on credit finance charges and the true 
annual interest rates they represent. 
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(The data compiled on the percentage of disposable personal income 
follows :) 


Consumer credit as percent of disposable personal income, 1959 
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Senator Doucias. Senator Proxmire, would you like to ask some 
questions ? 

Senator Proxmire. Yes. 

Mr. Henle, I think this is very splendid testimony, very, very help- 
ful and useful. I am particularly happy to get it, because I am a 
cosponsor of Senator Douglas’ bill. 

L would like to ask some questions which may seem as if I am talking 
the other side, because I would like you as a very competent witness 
to help arm me with some of the arguments I might expect. 

You do really expect this to have an effect on the 16 million mem- 
bers of the AFL-CIO? How would you envision this effect taking 
place? Will they be inclined to spend less? Will they be inclined 
to borrow less? Will they be less inclined to buy automobiles and 
homes ? 

Mr. Hente. Well, now, I do not think that the enactment of this 
legislation would have a major effect on the volume of outstanding 
consumer credit, but I do think that if union members, other wage 
earners, or members of low-income families were presented with the 
actual rates on the money that they feel they need to borrow, this 
may mean that they recognize more ‘clearly the cost of credit to them 
and that in the future they are going to be a little bit more careful. 

Senator Proxmire. If you are simply saying they are not going 
to buy any less but just going to be informed, and depressingly in- 
formed, as to how much interest they are paying, the psychological 
pain would seem to me possibly to outweigh the practic al benefit. If 
they are still going to go into debt, but instead of saying they are 
borrowing at 314 pere ent find they are borrowing at 42 percent, but 
they are still going to do it, what is the benefit ? 

Mr. Hente. I said I did not think there would be a major substan- 
tial effect. There is going to be some effect, but I do not feel that any 
fears that this is going to put the consumer credit industry out of 
business—any fears of that sor varranted. 

I think it would be a healthy thing for the economy for people who 
borrow money to know the rate of interest they are being charged. 

This may mean, and I think it will mean, that in a number of cases 
families who have been too eager to go intq debt will think twice 
about it. 

Senator Proxmire. This brings us to the main objection that may 
not be voiced but which I think is in the back of the minds of a lot of 
people. It does not take a very large percentage of the millions and 
millions, tens of millions, of consumers to change their borrowing and 
buying habits to have a serious effect on the automobile industry, 

homebuilding industry—perhaps less in the homebuilding industries, 
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because they are on a different basis—but in all this consumer area. 
An effect that might result in less buying, an effect that might con- 
ceivably result in recession at a time when even the Wall Street Jour- 
nal is pointing out that we may be moving into a period of less eco- 
nomic activity. 

This morning I noticed that steel capacity is down far below what 
they thought it would be at this point and that next week it is going 
to be even lower. 

[s this going to be something that might contribute to that situation ? 

Mr. Hente. I would say as a general rule my philosophy would be 
as follows: That a boom in the automobile market, say, based on the 
extension of easy credit to people who do not understand the cost of 
that credit is a very poor way for this economy to have a boom. 

It would seem to me a far more healthy situation for individuals 
who are buying automobiles to realize the cost of that credit. 

It may mean, let me point out, that a particular individual decides 
that he cannot buy that higher priced car. He might have to buy 
a medium or a lower priced car. It may not necessarily mean fewer 
jobs or fewer credit transactions or fewer sales in the automobile 
industry. 

Senator Proxmire. You know it probably will mean that, will it 
not? It is a question of how much fewer. Certainly if people are 
going to be more realistic about their purchasing and if this enormous 
expansion we have had in consumer credit. is going to be modified at 
all in this way, it would seem to me that the effect would be that there 
would be less consumer activity than there would have been if we had 
not told the consumer how he is being imposed upon. 

Mr. Hente. Well, I would say two things. I would say in view- 
ing, say, the overall prospects for the automobile industry, it seems 
tome that there are many factors—the age of the current automobiles 
on the market, the general level of disposable income, the interest of 
consumers in the new automobrle models, whatever they may be—that 
factors such as these are far more important in judging the level of 
automobile sales in any given year than the available credit terms. 

It is true that in 1955 the boom year for autos was particularly en- 
couraged by the loosening of credit terms on automobiles for that year. 
That. was a sort of a one-shot affair. But since then credit terms I 
do not think have had much effect. 

Senator Proxmire. You mean it might be possible then that this 
would tend to stabilize our economy instead of causing booms such 
as in 1955, which was a boom, as you say, based on easy credit to 
some extent, and was followed by a recession in 1958. That we might 
have a more stable growth if we did not have periods like 1928 and 
1929 and 1955 and 1956? 

Mr. Hentz. There is no doubt in my mind—agreeing with you, 
Senator—there is no doubt in my mind that the automobile industry 
would have been in a far healthier position in 1956 and 1957 had they 
not sold on such easy credit terms the cars they sold in 1955. 

I think, yes, that our economy would be in a more stable position if 
we know that the otustanding amount of consumer credit in the 
country is based on the consumer’s knowledge and awareness of the 
cost of that credit. 

Senator Dovetas. May I be permitted to reply to the question which 
the “professional Devil’s advocate” has raised ? 
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My first comment would be that I cannot believe that the industrial 
prosperity of a nation depends upon deception. To advance this seri- 
ously as an argument denies the reality of the moral law. 

Senator Proxmire. Let me just interrupt at this point 

Senator Doveias. Oh, I understand you do not personally believe 
this, that you are getting this argument out into the open so that it 
may be faced. And I said that I think the Devil is entitled to have 
an advocate. You have made a very able case, and I am not replying 
to you but I am replying to the Devil. 

I would say that if the prosperity of a nation depends upon de- 
ception, this seems to me to be a complete denial of the moral law. 

Moral law is presumed to be based on truth. And if you say that 
you cannot operate on the basis of truth, I think this virtually im- 
pugns the reality of the moral law. 

While I do not believe in quoting scripture for professional pur- 
poses, I have always found there was a lot of truth in that parable of 
Jesus in which He spoke of the foolish man who built his house upon 
the sand and the rain desended, the wind blew, and the storms came 
and beat upon that house, and it fell. 

That is not merely a figure of speech. I think it is a reality. It 
may well be that modern life has departed from this and regards this 
as old fashioned, something to be disregarded. If so, I think it is 
desirable we get back to fundamentals. 

Moral law is not merely for Sunday. It is not merely for personal 
relations, ‘The moral jaw really should apply to all fields of 
relationships. 

The able Senator from Wisconsin, wishing to give the Devil his due, 
very properly threw out the theory that possibly the moral law could 
be a variable. That in periods of recession where you wanted to 
boom business you would not tell the truth, and this would lead to 
more purchasing and help stabilize business by building up consumer 
demand, and in periods of high prosperity you should tell the truth 
because this would dampen down consumer credit 

I do not regard truth as an economic variable. Let me put it 
that way. Let the record clearly indicate that I know that you do not 
personally either believe in this or act on it in any sense. I am one 
who believes that the Devil is entitled to counsel, and to good coun- 
sel. But paraphrasing the words of Milton, let Truth ‘and Error 
contest and meet in an athletic contest. I am confident Truth would 
prevail. So I am not answering you; I am answering the arguments 
of the Devil. 

Senator Proxmie. May I now simply say, Mr. Chairman, that you 
and I, of course, agree completely on the moral aspects of this situa- 
tion. I suspect that an overwhelming majority of our colleagues in 
the Senate would, too, if they were pressed on it. 

Senator Dovexas. I think so. 

Senator Proxmire. However, I think we have every responsibility 
for seeing what the consequences of this may be. 

Senator Doveras. That is right. 

Senator Proxmire. We may still decide to do the moral thing even 
if it is costly. 

Senator Doveras. That is correct. 

Senator Proxmire. But I am addressing myself—and I think I 
would appreciate it if the chairman would address himself just for 
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a minute—to what the consequences of this may be. Does the Sena- 
tor from Illinois not agree that the overall effect in a relatively brief 
period of time might be equally beneficial as well as morally right ? 

Senator Dovetas. Oh, I think this may be adopting too much the 
Bruce Barton theory of ethics. But I do believe that what is mor: ally 
right is in the long run most beneficial, not necessarily in every in- 
dividual case, but in the long run the best ‘policy. 

If I may bring out an illustration, I hope I may be forgiven for 
what may seem to be sectarian prejudice. When the Quakers started 
in being merchants, there was no uniformity of price as between per- 
sons, Retail merchants would charge e: ach person what they could 
get, and there would be a wide variety of prices as between customers. 

This matter was taken up in the Friends’ meetings, and the Friends’ 
meetings decided this was unethical. They adopted the practice of 
a uniform price, and they expected to fail. They were confident that 
the result would be that they would not be able to meet their costs 
and that they would go out of business. 

Quite the reverse happened. The reputation for fair dealing which 

the Quaker merchants obtained led customers to come to their doors 
in large numbers, and they became extremely prosperous—so prosper- 
ous indeed that a large proportion of them left and became members 
of the Church of England. 

I think this is very tangible proof of the beneficial effects of truth- 
telling and fair dealing. 

Senator Proxmire. May I just conclude by saying that it would 
seem to me that the better informed the consumer is, the more he un- 
derstands exactly what he is buying, and the more the lender under- 
stands what the consumer is borrowing the more competition we will 
get, the more efficiency we will get in this whole lending operation, 
the more productivity we will get, and the better off the economy is 
going to be. 

Senator Dovetas. The Senator from Wisconsin has knocked down 
the Devil’s Advocate more effectively than the Senator from Illinois 
could do. 

Senator Proxmire. Thank you. 

Mr. Hentz. May I add one thing on this issue? When we are 
judging economic effects, it is obviously important not to center solely 
on those particular industries that might be atfected—say automo- 
biles—because it may well be that today’s system in which deception 
plays such a large role tends to distort true consumer choices and that 
consumers would actually prefer to get this car at a somewhat lower 
price or not to spend the money that is now going for credit charges, 
but, rather, to buy additional items in the food line or the apparel line 
or in terms of travel or other types of consumer expenditures. 

Simply because the effect of this bill may be to reduce by what I 
think would be a rather small number the amount of automobiles sold 
does not necessarily mean it would be unhealthy for the economy as a 
whole. 

Senator Proxmrire. I do not want to diminish the problem here, of 
course. If the consumer is going to stop credit borrowing, if he is 
going to stop buying now and paying later, the impact on the econ- 
omy ‘at the time would tend to be somewhat depressing perhaps, if that 
is going to be the effect. Nevertheless, I do think that in a relatively 
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short time it would iron itself out, and the efficiency we would get in 
this area of lending and borrowing would be much greater than the 
cost. 

Mr. Henue. That is certainly true. 

Senator Dovug.as. Is it not also true that some of the great talents 
which are now devoted to deception might be used toward construc- 
tive work and constructive ends? 

Mr. Hentz. Certainly. 

Senator Doveias. I am continuously appalled by this—the inge- 
nuity which is spent in trying to make a nee: or a deceptive 
dollar. If applied to honest and constructive ends, it would almost 
remake the world. 

But there are many people who seem to prefer a dishonest or de- 
ceptive dollar to an honest 10 dollars. Whether they get satisfaction 
out of the process and hence produce a surplus, psychic surplus, I do 
not. know. 

You are not expected to comment on that. ‘Those are the rumina- 
tions of a hard-boiled politician. 

Have you finished your testimony ? 

Mr. Henue. Yes. 

Senator Doveras. Thank you very much. 

(The material attached to Mr. Henle’s statement follows :) 
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wndersigned selier be ed buyer (whether one or more) bereby purchases, subject to the terms and conditions 


here! ter set forth, the following property, complete with sttacuments and equipment, delivery and acceptance of which im good condition aad 
repair is hereby acknowledged by the buyer 








Make | Mouel a Size Serial No a ee fear 
_Flymouth | P25 _| 2 Dr. Sed. 13566749 _ ’ { _P25 987341 6 1195h_ 








1. CASH SELLING PRICE at ____ 1050.00 __ 
2. TIME SELLING PRICE____ ee he olb36040 


A. Trade Allowance:* $__=—>_ 


ORM 





















3. DOWN PAYMENT ___$_l20.00 
{B. Cash Down Payment— 3120.00 _ | betwe 
4. UNPAID BALANCE OF TIME SELLING PRICE_______s1016,),0 _ hérei 
5. DESCRIPTION OF TRADE-IN: cities ees sO smevenmm 
Make Body Serial No of 
Said Purchaser agrees to make said deferred payments in accordance with the terms of a certain promissory note of the 
. he 
face value ot_______* One Thousand Sixteen and _0/100...ssscceccesececee Dollars ($1016.40 5 ae 
of even date herewith executed by said Purchaser and made payable to the Seller in monthly installments, ‘ae —. 
To induce the Seller tg, deliv, jon of said car to the , the Purchaser hereby agrees, covenants and 
warrants as follows viz: ‘Boy Loess ist. Pymt. Due 1/6756 : iF 
(1) The title to the above described automobile and extra equipment, if any, placed on sald automobile by the Purchaser, shall net pass te * 
the Purchaser untli ali installments of anid note are paid in full and until such payments shall have been made, said automobile shall remain the - 
Preporty of the Seller. Said autem bile shall not be scld by the Purchaser o> taken out of the State of Iilincia without the written eccwnt ef the « 
Seller until all of the paymente shall have been made and title vested in the Purchaser. 
(2). The purchaser shall keep al) the taxes and legal assessments against eaid omobile paid, and he shall pot use or permit sald automobile —— 
te be used for or in connection with the transeportation, sale, barter, Uquor or other substance is violation of any law or erdi- 
mance, State, Federal or Municipal ANI 
(2) «If the Purchaser falie to make the aforesaid payme on Que, or to observe or perform any of t malts: an4é agreements herein by 
Purchaser to be observed or performed, or if the Purchaser s! i be adjudged a bankrupt or tf a ree shall be appointed for the Purchaser's For 
nese or property, or if the Purchaser shall make an assignment for the benefit of creditora, or if sald automobile shall be stolen, or damaged by 








aceident, Gre or otherwise or wrongfully diwpored of by the Purchaser, or if the Seller shall feel insecure or fear removal of sald automobile, then 
the Seiler, at bis option (1) may declare the entire sum remaining unpaid bereunder to be immediately due and payable, and elect te sue for the 
amount due; or (2) Seller may enter, with or without legal process and using such force as may be necessary to take immediate and exclusive possession 
of said property with or without process of law, or sell same at public or private sale, with or without notice to the Purchaser (the statutory notice 
of sale and result of sale each being expressiy waived), at which sale the Sellor may be the Purchaser, and from the proceeds of said sale to pay all 
attorney's foes, corta, and expenses of searching for, taking, removing, keeping. repairing, storing, bond premiums, advertising and selling said prep- 
erty, and the amount unpaid on such note together with the interest thereon, rendering the surplus, if any, to the Purchaser; the Purchaser agrees te 
pay any deficiency forthwith after euch eale; Purchaser may buy tm at such sale. Seller may take possession of any other property tm the above des- 
eribed motor vebicle at the time of repossession and hold the same temporarily for the Purchaser without liability on the part of the Seller. 
Tt ls expressly agreed that this contract shal! not be countermanded, that It covers all agreements between the parties relative to this transaction, 
nd that all the terms and conditions of t Purchaser and the personal representaClves, successors 
4 eestgns of the Purchaser, end shal! tn representa’ successors and assigns of sald Seller, 
T execution ef sald note ail be conclu proof of the delivery of sald automobile to sald Purchaser; and that eid Purchaser is of lawful age. 
Purchaser herein hereby appoints the owner of this contract as the purchaser's agent for the purpose of compromising and settling any 
insurance claim resulting from the loss or destruction of the vehicle described herein, and does further authorize the owner of this vontract to 
endorse the name of the purchaser herein on any insurance settlement check and to apply the said pence towards reduction of the obliga- 
tion due from the purchaser herein; provided. however, that if the —- of such proceeds shall exceed th3 unpaig bajance. due on 














~ 


contract and the note executed therewith, then such surplus shall remitted directly to the purchaser. 


Executed and delivered this 6th, =» day 
ell 


Signed, sealed and delivered in the presence of: 









NOPE Appendix 1p 
LOAN HO 4371 







BORROWERS iwawes ano 20 






















4s 
ae 
© OF Tus Nore: INSTALLMENT DUE DATE ] OTHERS | FINAL INSTALLMENT DUE pave: a 
__August 20, 1959 _| September 20, 1959 | “| August 20, 1961 
PRINCIPAL AMOUNT | PRECOMPUTED | TOTAL T TOTAL AMOUNT PAYABLE IN ] INTEREST Unit] First Peas | OTWERS 
OF LOAN INTEREST | tree commu ra 


$ 278.99 |$105.015 364.00 | 2h moms msrasnenrs! 4500 1$ 1f,00 18 16,00 ; 


3% PER MONTH ON THAT PART OF THE UNPAID PRINCIPAL BALANCE NOT EXCEEDING $150; 
< 2% PER MONTH.ON ANY PART THEREOF EXCEEDING $150 AND NOT EXCEEDING $300; AND 
1S PER MONTH ON ANY PART THEREOF EXCEEDING $300 


AGREED RATE 
OF INTEREST 





= UNDERSIGNED, in consideration of a loan made to 


them jointly by the corporation named in print above at its above office 





hereby jointly and severally promise, subject to the terms hereof, to pay to the order of said corporation at its above office the Principal & 
Amount of Loan above stated with interest anc charges as hercin provided tte 
The total of the Principal Amount of Loan and Precomputed Interest (computed on scheduled unpaid principal balances subject to due 
the provisions of Sec. 13(c), Illinois Consumer Finance Act as to rebate for prepayment in full and to additional interest for deferment) ¢' 
is payable in consecutive monthly installments as above indicated beginning on the stated due date for the first installment and contin- buy 
uing on the same day of each succeeding month to and including the stated due date for the fina! installment. Payments may be applied to the 
the combined total of the Principal Amount of Loan and Precomputed Interest. Payment in advance may made in any amount Sie 
Default in paying any installment shall, at the option of the holder cao and without notice or demand, render the entire sum remaining | the 
unpaid at once » and payable, less any required rebate or credit of Precomputed Interest anc 
The borrower may prepay the loan in full and receive a rebate of precomputed interest equal to one interest unit for each month | ad 
that cach installment is prepaid as the result of prepayment in full. It is agreed that if any installment is delinquent more than five | cat 
days, the company, at its option, may defer payment of all then unpaid installments one month or more and charge additional interest fi 
equal to one interest unit for each unpaid installment for each full month from the date of default until one full installment is paid | ae 
When such additional interest is collected the due date of each unpaid mstallment shall be deferred by the number of months for which 
additional interest is collected, and thereafter any required rebate of interest shall be computed from the deferred due dates instead of bee 
the due dates originally contracted for 
To secure the payment hereof, the undersigned jointly and severally irrevocably authorize any attorney of any court of record to 
appear for any one or more of them in such court in term or vacation, after default in payment hereof, and confess a judgment without 
process in favor of the holder hereof for such amount as may then appear unpaid hereon; to release ll errors which may intervene in 
any such proceedings; and to consent to immediate execution upon such padgment, hereby ratifying eyéry act of such attorney hereunder 
Cause of action shall arise hereon only with respect to the entire sum remaining unpeid hereugder. The undersigned severally 
waive demand for payment, notice of nonpayment, protest and notjce of protest of this note and congent to extension of time of pay 
ment without notice. A statement of said loan has been delivered to the borrower as required by law., The construction, validity, and 
efiect hereof shall be governed by the laws of Ilinois - 







MV tness; 


S_. 
THIS NOTE IS SECURED BY A CHATTEL MORTGAGE AND A SALARY AND WAGE ASSIGNMENT 
Oem WOTE 4. 22. (OEY. Rae 
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Appendix 19 


ORIGINAL. 7 eld by Dealer or sent Assignee RETAIL ..A4STALMENT CONTRACT 
THIS AGREEMENT, made the day of 19 --, by and 
between of nae 
(Seller's Name) A r { Se er e of business) 
héreinafter culled “Seller,” and inecmetilia 
(Buyer's Name) 
of 7 hereinafter called “Buyer.” 


(Residence of individual buyer or place of business if corporate buyer) 


The Seller hereby sells and the Buyer hereby purchases, subject taj the terms and conditions stipulated in EXHIBIT “A” hereto 
annexed and printed on the other side hereof and made part hereof, the following Motor Vehicle, complete with standard attach- 
Mients and equipment (and such special equipment as is hereinafter specified herein) the delivery and acceptance of which in 
the condition as represented after examination by thé Buyer ig.hereby acknowledged by said Buyer 








Serial Motor 


Make No. of Body Ty cor Year Number Number 


Cylinders | (If Truck, Give Tony 





AND SPECIAL EQUIPMENT LISTED 


(Specify radio, heater, etc., giving seria] numbers and make) 










For the price calculated as follows: 
Which Time Buyer promises to pay the 
(1) Cash Sale Price £ i assigns, in equal 
2) s ie le ily instalm f each (and a 
(2) Sal ax, if any nequal instalment of $ ) the first to 
(3) Item (1) plus item (2) . $ oe peld on and one instalment 
n even date of each successive month thereafter, until 
(4) Down payment: paid at the office of th 


(a) Trade In $ 
(Make, Yeer & Model 
(b) Cash $ $ Buyer agree vehi I] garaged at his 








address above given unless otherwise stated herein. 
(5) Deferred Balance $ THIS WRITING, INCLUDING EXHIBIT “A” ON 
(Item 3 minus item 4) BACK HEREOF, CONSTITUTES THE ENTIRE 
7 AGREEMENT BETWEEN THE PARTIES HERETO, 
(6) Insurance Premium (check coverage) = LIABILITY INSURANCE THERE BEING NO WARRANTIES OR REPRE- 
hensive [j or Fire and Theft [J COVERAGE FOR BOD- SENTATIONS BY THE SELLER EXCEPT AS SET 





Deductible Collision } FORTH HEREIN 















cial Genk’ Covers : ILY INJURY AND 
coverage payable to buyer PROPERTY DAMAGE NOTICE TO THE BUYER 

t ‘cali aia Paece eee CAUSED TO OTHERS 1. Do not sign this contract before you read it or 
Lin ited Sarsenal Acckautt = IS NOT INCLUDED. if it contains any blank space. 2. You are entitled toa 
Payable to buyer) — — completely filled in copy of this contract when you 
Creditor Life Insurance $ sign it. 3. Under the law, you have the following 
pubis We setter or amsignes of coller rights, among others: (a) To pay off in advance the 
Insurance Pren $ full amount due and to obtain a partial refund of the 
Insurance to be procured by Buyer! ] Setler{ } credit service charge; (b) To redeem the property if re- 
(7) Official Fees $ possessed for a default; (c) To require, under certain 

conditions, a resale of the property if repossessed. 

(8) Principal Balance $ 

(Sum of items 5, 6 and 7) IN WITNESS WHEREOFP, the parties hereto have 

») ‘Credit Service Charge -$ signed this contract in quadruplicate the above date. 

5 BUYER HEREBY ACKNOWLEDGES RECEIPT, AT THE 
(10) Time Balance § TIME OF EXECUTION OF THIS CONTRACT, OF AN 
(Sum of items 8 and 9) EXACT COPY HEREOF, COMPLETELY FILLED IN. 

(11) Time Sale Price $ RETAIL INSTALMENT CONTRACT 

(Sum of items 4 and 10) 
Life Insurance, | a) (L. 8.) 
bs (L. 8S.) if checked, Buyer Sign Here 
= (Seller) | covers buyer 
on line No. 1 ao (L. 8.) 
it ‘\ Buyer Sign Here 





(Owner, Officer or Firm Member 





{lf Moret! in One Buye n of each is several) 


° ga 
p . 7 
‘tn MUsy BE EXECUTED THE DEALER 
edged, Ke undersigned he y sells, assigns, transfers and sets over unto the 
3 heer i 
. - signe Vigkintefest in and to the property therein described and all moneys 
due to ts and remedies under said contract, with power in gid pi assign the same and either in sasignee's ow me or in the name 
ef the undersigned, for the Bank's exclusive benefit, to take all such legs! yectink? as undersigned might have taken save for this assignment. To induce the 
Bank to purchase said contract mentioned therein, the undersigned wets at (1) said contract correctly sets forth the description of the property delivered to the 
buyer therein named, the amount of the selling price, the amount of down payment made fo undersigned by buyer in CASH and not its equivalent (except as specifically 
shown in said contract) the amount allowed by undersigned for any properseywalion in’trade (2) that no part of the down payment was loaned to the buyer by the under- 
signed or anyone connected with undersigned (8) that the property descr’ as subject of the sale is new and unused (unless otherwise stated in the contract) (4) that 
title to said property was, at the time of entering into said contract, vested in the undersigned free and clear of all liens and encumbrances (5) that undersigned now has 
the right and power to assign said title (except for the rights of buyer under the above contract) to Bank 6) that the buyer(s) named is (ere) over 21 years of age 
and has (have) the legal capacity to contract and their signatures above are genuine (7) that to the best of andersigned’s knowledge and belief (as) the representations 
on buyer's statement are true (b) that the buyer(s) is (are) of good reputation (¢) that the buyer(s) will not use or permit the use of said property in viclation of any 
laws. Undersigned agrees that if ay of the foregoing warranties be breached or if any of the rey «ntations be untrue, or if the undersigned has executed any certifi- 
eate of sale to the property described to anyone other than the buyer(s) named, the undersigned will upon demand repurchase the said contract from the Bank and pay 
ft in CASH an amount equal to the entire unpaid balance due on the within contract. with accrued interest. The undersigned agrees that repossession of the property 
from the buyer, for any cause, shail not release undersigned from the obligations of this agreement. The Bank is hereby authorized to correct any and all patent errers 
id contrect 
aa rhe undersigned represents that the above contract is a correct statement of the above transaction. and that a copy of the same, signed by the undersigned has 
been given the buyer 
IN WITNESS WHEREOF, sald undersigned has hereunto subscribed his, its, or their name, this day of Se 19. 





ASSIGNMENT AND DEALER'S RECOMMENDA TIGN 
FOR VALUE RECEIVED, receipt whereof Is hereby’ ack 



















ter refer to as “Bank” the above contrac 














Dealer 


53615—60——18 
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Appendix 14 
ORIGINAL RETAIL INSTALMENT CONTRACT 
(Caattel Mortgage) 


Buyer’s Name 





Date ——————---— ———-- (Mortgagor) ——~-—___________ ee 
It (Please Print) 
ScHer 
Buyer’s 
DIGI siccinninstnestnsicnihsictinepceeintrnnineamencincninnaamenaiieaaaiats 
(Number) (Street) 





Installation Address, 
if different — 
{ (nieaning™ the” undersigned Mortgagor-Buyer) for securing payment of the indebtedness hereinafter specified and in 
consideration of the sale of the following goods to me on or before the execution and delivery of these presents, have granted, 
bargained, sold and mortgaged and by these presents do grant, bargain, seli and mortgage to the Mortgagee the following goods: 


Upon condition that, if the Mortgagor shall, well and truly pay to the Mortgagee at the address indicated above (or 











at such other address as the Mortgagor may be notified in writing) the sum of “ » 
including a balance of $ owing under prior agreements, in instalments as follows: $ on 
and an equal amount every th fter 1 alment of $ until the said 
Time balance” shall have been fully paid, together with any and all other s herein agreed to be paid, these presents shall be 
rid. 
The foliowing is a statement of the particulars of the indebtedness secured hereby. 
1. (A) Cash aale price —......___ ee, 
- (B) Cash sale price of any accessories and/or 
services not included in (A) —_—____ 5 
(separatec:y itemized) 
NOTICE TO THE BUYER ae a y) $ 
2 es — —_ si tiaaatieiiiiapiepil a cian 
(Mortgagor) 
ee Diccitmnaiainante 
1. De not sign this agreement be- 4. Total items 1, 2 and $3 — scanned Quncensennce 
-_ a” or if it contains 5. Down payment: 
” (A) Cash Dep. ( ) COD ( ) CBD ( Sia cmoniel mean 
3. You are entitled to a completely (B) Trade-in Allowance (description of goods) $3 
filed in copy of this agreement. (C) Unearned Credit Charge (former sales) Ee 
3. Under the law, you have the 6. Item 4 minus item 6 ~~ om . Geen 
right to pay off in advance the fall 7. Balance Owing Under Previous Agreements — pilates adnate oad 
amount due and under certain con- SF f 
ditions to obtain a partial refund 8. Official fees (if any) ————______ ———_—_——-—— $ —_-_— 
of the credit service charge. 9. Principal balance (sum of Items 6 and 7-8) —....- —- ——~->SSESs‘ FC 
i ee | Dietetics Be. 
1l. Time balance (sum of Items 9 and 10) —_. a 
12. Time sale price (sum of Items 6 and 11) — $ 








If the payment of any instalment should become due and continue in defauk for a period of ten days, the Mortgager 
agrees to pay a delinquency charge of five percent (5%) of the amount of each instalment in default or the sum of Five Dollars 
($5.00) whichever is less and to make such payment not later than one month after such default. In the event of this Contract 
becoming due and payable and being referred to an attorney for collection the Mortgagor shal! pay, in addition to the amount 
then remaining to be paid hereunder, a further amount equal to twenty percent (20%) thereof. 


Acceptance of payments in lesser amounts or after they are due shall not be a waiver of mortgagee’s rights under this 
mortgage. 

If this purchase is consolidated with any prior balance, such balance may be inserted later. The maximum credit service 
charge on the consolidated total shall not exceed $10.00 per $100.00 per annum by a sum in excess of $12.00 and, either the 
amount of and the period between the instalments to be paid shall be the same as in that contract, included in the consolidated 


total, which provides for the highest rate of repayment, or the due date of the last instalment to be paid and the period between 
the instalments shall be the same as in that contract, included in the consolidated total, which is the last to mature. 


A lien on the goods purchased under this and prior contract(s) shall be retained by the Mortgagee until all amounts 
due shall have been paid, subject to allocation of payments and release of security as provided by law. The Mortgagor will 
nav all taxes on the goods, keep the goods safely and will not sell, remove or encumber them. 


ORIGI 


Date 
Seller: 


I/we 


EPs 5 


eS shan | 


Se 8666 
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Appendix 15 


ORIGINAL RETAIL INSTALAAENT CONTRACT Ace’t. No 
(Cenditional Sale Contract) 






























































Buyer’s Name 
Date a annem » 19 (Please Print) 
Seller: Buyer's 
Address SD 
(Namber) (Street) 
_ (City) (State) 
Installation Address, 
if different 
I/we (meaning the undersigned buyer or buyers) buy from you and you sell, the following goods: 
DESCRIPTION OF GOODS 1, (A) Cash sale price as 
(Itemized) (B) Cash sale price of any accessories and/or 
services not included im (A) Diresiecsinimmans 
iiss ecisasiacannnaniaienansees (separately itemized) 
I I IANS cecceiscieneacctinceensninceipmicitaiteis' nisin 
i a ance aa ama Di Ta a ON OID icccieisinceiceaieccensemntnsinceen aieamanns 
ees i a . i EE a 
5. Down payment: 
_———— detalles ina aaa iaeshtiait (A) Cash —_ i 
een (B) Trade-in Allowance (description of goods) 
en ‘antiinehinn er ¢.. 
6. Item 4 minus item 5 — lacing mcinlgadapieantaa 
a 7. Official feer (if any) a $ 
stilseiiindies tbagnipeeiidetelcgs seammnoceustowets 8. Principal balance (sum of Items 6 and 7) —.__ $ 
ee 
_ aie a "10. Time balance (eum of Items 8 and 9) ss 
ae museca ——_——----——----—--—- 11, Time sale price (sur of Items 5 and 10) __.._._ — 
which (including balance of $_______payable under prior contracts) I/we, jointly and severally, agree to pay in 
instalments of ————_—$___ each and a final instalment of $ _.._______at 
er such other address as I/we are notified in writing, on the -______.__.________day of each __________commencing ene 
from date or on 19 
month 








Should U/we default in payment of any instalment and such default continue for « period of ten days, L/we agree to pay « delinquency 
charge of five percent (5%) of the amount of each instalment in default or the sum of Five Dollars ($5.00) whichever is less and to make 
such payment not later than one month after such default. In event of this Contract becoming due and payable and being referred to an 
attorney for collection, L/we shall pay, in addition to the amount then remaining to be paid hereunder, # further amount equal te twenty 
percent (20%) thereof. 

Acceptance of payments in lesser amounts or after on oe due shall not be « waiver of any of your rights under this contract. If you 
consolidate this purchase with my/our prior balance such balance maybe inserted later. The maximum credit service charge on the consoli- 
dated total shall. not exceed $10.00 per $100.00 per annum by « eum in excess of $12.00 and, either the amount of and the iod betwen 
the instalments to be paid by me/us shall be the same as in that contract, included in the consolidated total, which provides for the highest 
rate of repayment, or the due date of the last instalment te be paid by me/us and the period between the instalments shall be the same as 
in that contract, included in the consolidated total, which is the last to mature. 

Title to the goods purchased under this and prior contract(s) shall be retained by you until all amounts due shall have been paid, sub’ 

to allocation of payments and release of security as provided by law, I/we shall pay all taxes on the goods, keep the goods safely and will 
not sell, remove or encumber them. If L/we should default in Go prgues of any sum payable under this Contract or in the performance of 
any of the other terms and provisions hereof, any and all amounts remaining unpsid hereunder, shall at the option of the seller, become 
due and payable forthwith. 
You may assign this contract. If you do so my/our claims against you shal] not be affected. Unless I/we notify the assignee within ten (10) 
days after aotice of assignment has been mailed to me/us, I/we shall not assert such claims against the assignee. Identifying numbers or 

ef the goods aad the due date of the first instalment may be inserted later. This is our entire agreement and cannot be changed orally. 
Te avoid delay and expense, both partics agree that any litigation hereunder shall be tried by the court without « jary. 


NOTICE TO THE BUYER 


1. Do not sign this agreement before you read it or if it contains any blank space. 
2. You are entitled to a completely Siled tn copy of this agvecmen 


t. 
8. Under the law, you have the right te pay off in advance the full amount due and ander certain conditions te obtain a partial 


refund of the credit 
THIS IS A RETAIL INSTALMENT CONTRACT. 
THE RECEIPT BY THE BUYER OF AN EXECUTED 
Accepted: COPY OF WHICH IS HEREBY ACKNOWLEDGED. 

















Seller's Name main 

Buyer's 
By Signature 
Witncess GoSavefe 
Form Ne, 71 


New York Conference on instalment Selling €e- is 
H. L Levine & Sons Printers, 13 E. 19th St, NY. C. - OR 3.5500 SBow 
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Senator Doveras. The next witness is Mr. Jerry Voorhis, who is 
executive director of the Cooperative League of the United States of 
America. 

Mr. Voorhis, may I say we are very glad to have you back in Wash- 
ington. You served with distinction in Congress for 10 years, and 
you were universally regarded, except by a few, as one of the most 
conscientious men who ever came to W ashington. 

In recent years we are very pleased with the fact that you have 
now become a resident of Dllinois. What is Washington’s loss is 
Illinois’ gain, 

Will you proceed ? 


STATEMENT OF JERRY VOORHIS, EXECUTIVE DIRECTOR; ACCOM- 
PANIED BY DWIGHT TOWNSEND, DIRECTOR, WASHINGTON 
OFFICE, COOPERATIVE LEAGUE OF THE UNITED STATES OF 
AMERICA 


Mr. Vooruis. Thank you very much, Mr. Chairman. 

I appreciate that, and I am proud to be a citizen of the State that 
you represent in the Senate. 

1 would like to ask, Mr. Chairman, whether Mr. Dwight. Townsend, 
who is the director of our Washington office, might sit with me here. 

Senator Doucias. Yes, indeed. 

Mr. Vooruts. 1 would like the committee to see him. He is better 
looking than I am. 

I might start out by saying, Mr. Chairman, I am a member of the 
Church of England, and just where that puts me with reference to 
the story you told a little while ago I do not know, but I think I ought 
0 

Senator Dovetas. No discredit, except I have noticed that the 
Church of England has a great attraction for prosperous people. 

Mr. Vooruis. My name is Jerry Voorhis, and I am executive direc- 
tor of the Cooperative League of the United States of America, which 
is a national federation of consumer, supply, and service cooperatives 
with headquarters at 343 South Dearborn Street, Chicago. 

About half of our neater are farmers and rural people; the other 
half, city people. 

Senator Proxmme. Mr. Chairman, would Mr. Voorhis for just 
a moment tell us by what authority he speaks for the organization ? 

I realize you are executive director, but did anyone act on your 
statement or on the bill in the or ganiaztion ? 

Mr. Vooruis. No. If you had let me say two more sentences I 
would have been ready for your question, Senator. 

Senator Proxmire. I beg your pardon. 

Mr. Vooruis. Our organization is committed to the “ nse of the 
interest of the pees as consumers and, I would add, as farmers and 
small producers. We have a general policy statement. Our board 
of directors comes from all over the United States. It is not possible 
to call a board meeting every time a piece of legislation arises. 

I am perfectly confident that as I am appearing in favor of this 
bill, I am doing something in defense of the interest of the people as 
consumers, and I have not the slightest doubt. or concern that any 
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member of my board will question it or will not feel that I did the 
right thing. 

Senator Proxmire. This statement then is based on your interpre- 
tation of the policies that have been adopted in the past by the Co- 
operative League ? 

Mr. Vooruis. With which I have had considerable to do, having 
been executive director for 13 years. 

Senator Proxmire. Thank you. 

Mr. Vooruis. I think it is a little bit more than my personal inter- 
pretation. I think it is the result somewhat of our experience over 
this period of time. 

Senator Proxmire. I think that you have qualified yourself very 
well to speak for the cooperative organization. I am simply follow. 
ing the policy of asking everyone, whether they are the National 
Association of Manufacturers, or the AFL-CIO, or the cooperatives, 
the basis on which they speak. 

Senator DoveLas. Senator Proxmire was not singling you out. 

Mr. Voornis. No, I know. I have heard him do it before. But 
the only point I am making is that this is not just my interpretation. 

Senator Proxmire. Fine. 

Mr. Vooruis. It is, I think, the result of considerable experience. 

I will report this to my board when it meets in a couple of weeks, 
and I am sure that I will not get in any trouble. 

Senator Proxmire. Thank you. 

Mr. Voornis. I have already dealt with the rest of this first para- 
graph. 

I would like to_say, Mr. Chairman, that I was most interested in 
your discussion that just went on, and with great respect I think the 
main point was missed. I think that the effect of this bill, the one 
that we would hope for and the one that I would expect, would not 
be to discourage people from buying things but would be to encourage 
people confronted with 36 percent interest rates to go to work and 
borrow the money directly in a forthright manner whether they bor- 
rowed it from a bank or credit union or an institution that was in the 
business of lending money and where there would be no problem of 
finding out what the interest was and then paying cash for the goods. 

I think the effect of it would be to get people who have no real 
business in the finance business out of it and people who are supposed 
to be in the finance business back into it. 

Excuse me. 

Senator Proxmirr. I was just going to say you are saying it far 
better than I said it. I simply said it would make the economy more 
competitive and would provide credit on a more equitable and reason- 
able basis. Your examples, I think, are far more persuasive than 
mine. 

But I had that point in mind. It would get these people out. It 
would mean waa: would borrow but they would borrow on more 
favorable terms. 

Mr. Voornis. All T mean is, if I am talking about buying an auto- 
mobile and I find out the finance terms are going to cost me 22 percent, 
I think I am more likely to go and borrow the money from a credit 
union that I belong to at an effective 12 percent rate, and buy the car 
than I am to go home and tell my wife I am not going to buy it. 
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Senator Doveias. You would not rule out his going to a private 
bank and borrowing it; would you? 

Mr. Vooruis. No; of course not, if he could get the same interest 
rate, which I expect he might do if he had considerably better security 
than the credit union would necessarily require from its own member- 
ship. 

One of the important and least understood consumer interests today 
is the interest of people as debtors or consumers of credit. 

We are here today because we believe 8S. 2755, introduced by the 
distinguished Sentaor from Illinois, Mr. Douglas, is one of the most 
timely, statesmanlike, and necessary measures to be brought before 
the Congress in recent years. This bill would require disclosure in 
simple, understandable terms of the actual rate of interest being 
charged and the full financial burden being assumed by installment 
purchasers and other borrowers. 

Debt has become a most important factor in our national economic 
life and in the lives of a very large proportion of the families of the 
country. 

In fact, we are just about nuts about debt. If you are not in debt 
you are not really in good form any longer. 

Senator Doveias. Do you know the new definition of money ? 

Mr. Vooruis. No. 

Senator Doucias. A poor man’s credit card. 

Mr. Vooruis. And even the advertisements that one hears on tele- 
vision and radio are half advertising goods and half advertising debt. 
You are supposed to buy debt in order to be a good American or 
something. 

Well, 1 am not here to argue whether this is a good or a bad thing. 
But I cannot refrain from remarking that the larger the debt the 
more vulnerable the economy becomes to any slight downturn in 
activity and employment. Nor can I refrain from the parallel ob- 
servation that the higher the interest rate on such debt the greater 
the burden of repayment becomes, and the greater the likelihood that, 
under adverse economic conditions, it will never be paid at all. 

I think you can get to a point of no return where your economy 
is dependent upon a continuous increase in debt all the time where 
you have got to go on multiplying it forever till you get to the point 
where it is literally impossible for the average family to carry this 
burden and pay it back, and I think 

Senator Proxmire. Do you have any fear that we are at the point 
now where we have to increase our debt ? 

Mr. Vooruis. Officially; no. 

According to Federal Reserve Board figures—— 

Senator Douetas. Mr. Voorhis, you are becoming more discreet 
with the years. 

Mr. Voornis. You do not want me to say something that is going 
to cause misunderstanding. 

I do not know, of course. I do not think anybody does. I only 
say I think there is such a point. 

I doubt if we are there. 

According to Federal Reserve Board figures, about 15 percent of 
all current family income in the United States was obligated for 
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installment purchases in 1959. Senator, that was corrected to 19. I 
do not know. This is the only figure I have. 

Senator Doveras. Mr. Voorhis, I know it is irritating to be con- 
stantly interrupted. 

Mr. Voornis. Not at all. 

Senator Doveias. As Mr. Henle said, the figure on percentage of 
current family income which was obligated for installment purchases 
was 13 percent. Now you say 15 percent. This is based on Federal 
Reserve Board figures ? 

Mr. Vooruis. Yes, sir. 

In September of that year the amount of such debt was 26 percent 
more than it had been the previous year. Further, it is reliably 
estimated—and this is not a Federal Reserve Board figure—that 
somewhere between 30 percent and 40 percent of the income of lower 
income families is obligated for debt payments. 

I mean this is not the same for all families, and I think it has got 
to be considered from that point of view. 

Between 1950 and 1959 the volume of consumer debt increased from 
$18 billion to $48 billion. In simpler words, in 1959 American fam- 
ilies were buying three times as much more than they could actually 
atford than they were in 1950. 

If it be said that our economic prosper ity depends on this vast in- 
crease in the people’s debt, then S. 2755 becomes all the more 
important. 

If we add mortgage debt on homes to installment purchase debt, 
the total today is about $120 billion. An increase of 1 percent in the 
interest rate on that debt adds $1.7 billion to the debt burden. Con- 
versely, a 1 percent decrease in the rate would subtract a like amount 
from that burden 

Senator Doveras. Mr. Voorhis, our statistics show the volume of 
mortgages at the end of 1959 amounted to $131 billion, consumer credit 
to $52 billion, a total therefore of $183 billion. We believe -these 
figures to be correct. Therefore, the total is even greater. 

Mr. Vooruis. Yes; it would be. 

My figures are only mortgage debt on homes, Mr. Chairman, which 
may make a difference. I do not know. Or else I may be wrong. 

Senator Doveras. This is on 1- to 4-family units. 

Mr. Vooruts. I see. 

Senator Dovetras. Therefore, it is broader than merely personal 
homes. 

Mr. Vooruts. The cemmittee’s figures are probably better than 
mine. 

But my immediate point is that with a debt of this magnitude if you 
effectively brought about a 1 percent decrease in the rate, about a 
billion and three-quarters dollars would be available for expendi- 
ture for goods and services which is not now available for that purpose. 

While it is true that S. 2755 would not directly have the effect of 
reducing interest rates, it certainly would militate i in that direction. 
For if people knew precisely what they were paying, their resistance 
would certainly stiffen against some of the charges now being levied 
against them. And if the agencies of various sorts which offer financ- 
ing, installment credit, or other forms of opportunity for people to go 
into debt knew that their effective interest rates had to be stated in 
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clear, understandable terms, they would hesitate to impose as harsh 
terms as some of them do now. 

I would like to pause here for a minute to say I am in favor of the 
bill not just from the consumer’s point of view, because I think it 
would be better for business. I represent the cooperative segment 
of our economy which has traditionally stood for cash trading. It 
is not able to compete in the modern world without extending certain 
credit opportunities, particularly in the farm supply field and others 
like that. And it does. 

But we are in possession of all kinds of figures to show how much 
it increases the cost of doing business when you do extend credit and 
how, as a matter of fact, you have got to increase prices to everybody 
in order to pay the cost of extending credit. 

I expect that the businesses of the Nation would, a lot of them, 
welcome the fact if they could do a larger volume of cash trading. 

I have some stuff in here pretty soon about retail stores, and I know 
that retail stores have to charge monthly charges on credit accounts 
probably because it is a costly proposition. I also expect they do not 
maybe even cover that cost and that the people who pay cash are sub- 
sidizing the people who are getting the credit in many cases. 

But I do not think this is good for the economy. I think it raises 
prices unduly. 

This bill is highly desirable for another reason. The competition 
and examples of credit unions and other consumer-owned savings and 
credit institutions has had its effect. Some of the commercial lending, 
financing, and credit-extending agencies have reduced interest and 
carrying charges to reasonably decent figures. Such agencies would be 
greatly benefited by this bill. They would have little reason not to set 
forth the facts about their own charges and by contrast with the real 
usurers they should gain business. 

There is ample evidence of the need for the bill. Let me give 
a very undramatic and commonplace example. A few days agoa lady 
friend of mine went to buy a home freezer. The price tag on the one 
she wanted was $340. The salesman offered it to her at $30 down, 13 
months to pay, with payments at $27 a month. It sounded reasonable. 

But what the salesman did not tell her was that she was actually 
borrowing $310 for 13 months at a cost of $41, which figures out to an 
effective annual interest rate of about 22 percent. 

Had my friend been told that, it would have been completely evident 
that she could buy her freezer for half the interest cost by simply 
borrowing the money she needed at 12 percent from her credit union or 
a bank and paying cash for the freezer. 

That was the main point I was trying to make a while ago. 

Retail department stores inform their customers, whom they urge to 
open charge accounts, that if bills are not paid monthly there will be 
a small, time price differential, or service charge. Seldom is the actual 
rate mentioned. The charge varies from 114 percent to as much as 3 
percent or 4 percent per month. So far as I know, credit departments 
of stores do not tell their customers that the service charge is actually 
at an annual rate of interest of 18 percent or 3314 percent or 50 
percent. If they were required to do this, I think more people would 
pay their bills on time, and more of the stores’ business would be in 
sale of useful goods and less of it in sale of debt. 
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Senator Doveras. Mr. Voorhis, the inquiries which we have made 
indicate that the common credit charge in the reputable department 
stores is 114 percent a month or 18 percent a year. 

Mr. Vooruis. Yes; I think that is so. 

Senator Doveias. We have not run across true annual interest rates 
as high as 3314 or 50 percent from those stores. Have you run across 
such ¢ 

Mr. Voornis. I had two instances where it ran that high. 

Senator Doveras. You have two instances? Were these door-to-door 
salesmen ? 

Mr. Voornis. They were not major reputable retail businesses. 

Senator Dovatas. Yes. 

Mr. Voornis. And I want to try to make it clear that I am not blam- 
ing the retail stores for charging 114 percent. 

Senator Dovetas. Oh, I understand. 

Mr. Vooruis. I think maybe they have to charge that much because 
I think maybe the credit costs them that much. 

Senator Doveras. I understand. 

Mr. Vooruis. All I am saying is I think they would be better off 
if they told people, “This is 18 percent a year,” and maybe more 
people would pay their bills on time. Maybe more of them would 
pay cash. Maybe more of them would borrow the money at 12 per- 
cent in order to pay their bills. And I think the stores would be 
better off. 

Only last month the New York City papers were filled with stories 
of how the 1 esidents of public housing projects were being fleeced of a 
large proportion- of their meager incomes by installment purchase 
peddlers. Everything from weddings to funerals, and from airplane 
tickets to furniture and television sets is apparently being sold to 
these people, sometimes at markups for delayed payments of as much 
as 100 percent of the proper price. Settlement workers have found 
breadwinners unemployed, their wages granisheed, their families 
broken up as a result of this “buy now, pay later, at double the cost” 
racket. 

Indeed, in this New York City situation a consumer study and 
action program has been inaugurated by some of the settlements in 
the lower East Side. These abuses will be studied; consumer clinics 
and credit unions will be considered as remedial measures. But these 
efforts would be tremendously strengthened by the passage of S. 
2755. For it would make it possible to bring deception of these people 
to an end and to assure them of fair warning as to the burdens being 
assumed by them. 

In conclusion, I submit a number of actual cases of installment pur- 
chases by people in Illinois communities, in order to further illustrate 
the need for S. 2755. 

Mr. A contracted with a Chicago building firm to consolidate all 
his debts and to have cert: alumi- 
num siding, a new porch, salou welans, and sO forth, The total 
amount involved was $4,644. The sales contract signed by Mr. A 
declared that the— 


Owner agrees to pay the contractor the sum of four thousand six hundred and 
forty-four dollars ($4,644.00) as follows: Terms: None as a deposit, none on 
delivery of material, none on completion of said work. The balance $4,644 
plus interest stipulated in X Co. plan payable in 60 equal consecutive monthly 
payments of $104.74 (interest is included in monthly payments). 
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No mention is made in the contract of the total dollar cost of financ- 
ing the improvements, nor is the rate of interest specified. Actually 
the total financing charges amounted to $1,640. The true interest 
rate was 13.9 percent. 

Mr. B contracted with a local builder to remodel his bathroom for 
$729. He agreed to pay for the improvements in 60 months with 
canis payments of $15.18. Again no mention is made in the con- 
tract of total dollar interest cost nor of the rate of interest. 

Senator Dovucias. Mr. Voorhis, have you been able to compute 
what the real interest was ? 

Mr. Voornis. Yes; I have a formula that I can do it with, but I 
did not do it in that case. 

It takes me a little while, incidentally, to do it, but we have a 
formula gotten out of the University of Michigan that we think is 
a reliable one. 

Senator Doveias. Go ahead. 

Mr. Voorntis. Mr. C bought a 1958 Rambler from a local used car 
dealer who had financing arranged through a local auto finance com- 
pany. The principal amount of the installment contract was $1,855. 
The finance charge was $722, making the total amount to be repaid by 
Mr. C, $2,577. In this instance, the figure shown as the finance charge 
includes a charge for collision insurance for the automobile, and 
credit life insurance, making it impossible to determine the cost of 
these items separately. 

That was the point that I think Senator Bush made a little while 
ago. 

“Mr. D financed a 1958 Ford through an auto finance company. 
Payments were set. up for 30 months at $78.81 per month. In this 
case, the amount paid for insurance was shown, but the cost of financ- 
ing the automobile was not. Mr. D would have to multiply the 
amount of each payment ($78.81) by the number of monthly pay- 
ments (30) and from this figure ($2,364.30) subtract the amount of 
his insurance premium ($171. 30) and the amount he was financing 
($1,777.68) to get the dollar cost of financing his car ($415.32). The 
true interest rate would figure out to 16.5 percent. 

Mr. E. purchased furniture from a store, the price of which was 
$530.45. He paid $50.45 cash and financed the balance of $480.00. 
His terms were 24 monthly payments at $26.40 each. The total 
finance charge was $153.60. Again, while the total cost of financing 
the purchase was stated, the actual rate of interest was not. On this 
deal, the true interest rate was 30 percent. 

In each of these cases it was either impossible to determine the cost 
of financing or else the person would have to perform some fancy 
arithmetic to arrive at the dollar cost of borrowing or buying on time 
and then he would have to apply a complicated formula to figure out 
the true interest rate. 

Few people indeed will ever find out how much they are actually 
paying for their purchase over time unless S, 2755 is enacted into law. 

It is hard for me to see how anyone can oppose this bill. To do so 
would seem clearly to indicate that the opponent of the bill has some- 
thing to hide. After all, the bill does not compel any changes in pres- 
ent practices. It only requires that the people be informed as to what 
they are getting involved in and as to just how heavily mortgaged 
their financial future is. 
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So my final argument isa very simple one: “Why not?” 

Senator Dovucuas. Thank you very much, Mr. Voorhis. 

You have given us a number of illustrations. We want to do two 
things. We want to protect ourselves against the charge that these 
are fic titious examples, and at the same time we do not w vish to single 
out individuals for appropriate and popular dislike. 

So we have followed the practice of asking witnesses to submit 
affidavits or photostatic copies of the documents upon which the state- 
ments are based. 

We have these sealed in envelopes with identification as to whose 
testimony they refer to and placed in a safe, so that if the authen- 
ticity of these examples is challenged we can come out with the actual 
facts. 

But we do not wish to do this unless it is absolutely necessary and 
unless the opponents of the bill allege that we have been bringing up 
fictitious cases. 

I want to ask if you have photostatic copies of these contracts. 

Mr. Vooruts. Not in my possession. Idonot. No,sir. I gleaned 
these and I deliberately selected some that I thought were not par- 
ticularly sensational. But the material is in the hands of other 
organizations. 

Senator Doveras. I wondered if you would be able to get them. 

Mr. Voornis. I imagine I probably could. 

Senator Doveras. Would it be too much trouble ? 

Mr. Vooruis. I do not think so. 

Senator Doveias. Thank you. 

Mr. Voornis. But in preparing my testimony I asked a number 
of consumer credit organizations to try to help get together some 
examples. 

Senator Doveias. Mr. Voorhis, your word is good enough for me 
under any conditions, but 

Mr. Voornis. It would be their problem rather than mine, you see. 

Senator Doveras. I understand. Your word is good enough for 
me, but this is a realistic world, and the correctness of these state- 
ments may be challenged. So if it would not be too much trouble I 
would appreciate it if you would ask these groups, or if it would make 
it easier for you I would be very glad to write letters to them and we 
could assume the burden of collecting the material. 

Mr. Vooruts. All right. 

I cannot furnish any photostatic copy about the lady and the home 
freezer because she did not buy the home freezer on those terms. She 
borrowed the money from a credit union and paid cash. 

Senator Doveras. All right. 

Mr. Vooruts. So there is not any document. But for the others at 
the end there would be I think. 

Senator Doveias. Thank you very much, Mr. Voorhis. 

Mr. Voornts. Thank you, sir. 

Senator Doveras. I regard you as one of the finest citizens in the 
Nation I may say. Very happy to have you here. 

We are very happy to welcome Miss Sally Butler representing the 
General Federation of Women’s Clubs. 

Miss Butler, may I say that the General Federation of Women’s 
Clubs has been one of the strongest forces for informing the consumer 





eeeeestt 
eC LL 


as t 
cert 
y 
y 


and 
‘ 


Gel 


os 
nm 


ST! 


to | 


era 
ha 

nai 
me 


U. 
Ine 
an 
ti 
In 
ci 
fo 
di 
st 


SU 
te 
ol 


cc 


d 


Tr 


r 
ie 


it 


og 


CONSUMER CREDIT LABELING BILL 277 


as to what she is buying. You were the driving force, along with 
certain writers, behind the original Pure Foods and Drugs Act. 

You have been the body which has protected that Bureau. 

You were the strongest force for informative labeling of textiles 
and furs. 

And so you speak from a wealth of experience in a field in which the 
General Federation has rendered conspicuous service. 

So we are delighted to have you here this afternoon. 


STATEMENT OF MISS SALLY BUTLER, DIRECTOR OF LEGISLATION, 
GENERAL FEDERATION OF WOMEN’S CLUBS 


_ Miss Burier. Thank you, Mr. Chairman, and we are likewise glad 
to be represented. 

I am Sally Butler, for the record, legislative director for the Gen- 
eral Federation of Women’s Clubs. And I believe I should like to 
have in the record that our policy is formed by resolutions passed at 
national conventions by the delegate body so that I do speak for the 
membership. 

~ General Federation of Women’s Clubs was chartered by the 
U.S. Congress in 1901. Today there are approximately 5 million 
aoe in the United States working together for the mutual benefit 
and for promotion of the welfare of the people and for the preserva- 
tion of a well-adjusted family life. 

The General Federation has always been interested i in the consumer. 
In our American Home Department, there is a division dealing spe- 
cifically with consumer interests. This division has generally w orked 
for legislation dealing with foodstuffs and other commodities related 
directly to family welfare help. 

Today, however, when credit buying is prevalent, the economic 
stability of the home is jeopardized in many instances because the con- 
sumer does not know or understand the terms of a credit contract. 
Families buy beyond their ability to pay because they believe the 
terms of credit are easy. They do not always understand the terms 
of the contract nor do they read the fine print included in said 
contract. 

Perhaps that is an indictment against the consumer because he 
does not read it, but it is a fact. 

The personal debt of the consumer in the United States today is 
said to be over $175 billion, and since 1950 personal debt has in- 
creased or advanced 160 percent whereas the consumer’s personal dis- 
posable income went up only 60 percent. This is frightening to those 
who are concerned not only with the family economic status but 
certainly with the economic stability of our country. 

The clubwomen of this country are concerned about the labeling 
of the food we eat, the materials and fabrics we buy. We have long 
worked to secure proper labeling on these articles in order that the 
consumers may know what they buy and that they get proper value 
for their money. 

However, today it is very disturbing to hear that some are advocat- 
ing less inspection of certain foods, such as meats and poultry, be: 

cause they say it is too expensive for our Government to do it. Yet 
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millions of dollars are spent on items of much less importance, in 
our opinion at least, to our consumers. 

Clubwomen want to know what they buy and in what condition 
it is, or how sanitary and safe it is for consumption when they 
buy it. 

Since the women of the family have a great deal to say and have 
much influence in regard to how the family income is spent, they 
have as a result a great responsibility for the family economic status. 
‘To show the interest of the women in consumer problems I shall read 
a resolution called “Protection of consumer interests” as follows: 


PROTECTION OF CONSUMER INTERESTS (CONVENTION, 1951) 


Whereas there is no committee of the U.S. House of Representatives or the 
Senate particularly charged with the safeguarding of the interests of the 
American consumer: Therefore 

Resolved, That the General Federation of Women’s Clubs recommends that 
a permanent joint standing committee of the House and Senate be formed 
whose purpose shall be to inquire into all matters affecting the health, welfare, 
and protection of the consumer and to recommend appropriate legislation. 

To show that clubwomen really want some helpful legislation, I shall read 
a resolution suggesting, in 1955, that there should be a U.S. Department of 
Consumer Interests, as follows: 


U.S. DEPARTMENT OF CONSUMER INTERESTS (CONVENTION, 1955) 


Whereas the General Federation of Women’s Clubs recognizes the fact that 
the well-being of the home and family are dependent upon consumer education 
and skills in buying wisely and using effectively consumer goods and services; 
and 

Whereas the General Federation of Women’s Clubs has long been seeking 
a solution to the problem of the consuming public; and 

Whereas the interests of business and of labor are protected and advanced 
by a department headed by a Secretary in the Cabinet of the President of the 
United States, and the consuming public whose welfare is equally important 
to a sound economy, is not so represented and protected: Therefore 

Resolved, That the General Federation of Women’s Clubs recommends the 
establishment of a U.S. department dedicated to the education of consumers, 
good management by the consumers, and protection of the interests of the 
consuming public, which is headed by a Secretary in the Cabinet of the President 
of the United States ; and further 

Resolved, That such Government agencies as the Bureau of Standards, the 
Food and Drug Administration, Education and Inspection Services of the U.S. 
Department of Agriculture, the Federal Trade Commission, and Information 
Bureau, and other such bureaus, agencies, and boards as can render services, 
be contributing agencies to the proposed Department of Consumer Interests. 


While neither resolution specifically mentions credit buying, the 
women do recognize that there are many consumer problems, of which 
this is one, and “recommends appropriate legislation.” 

It is in recent years that credit buying has become so extensive. 
With so much of the family income spent in credit buying today, it is 
natural for the clubwomen to support legislation now that would re- 
quire those selling on credit to inform the purchaser of all the facts 
about interest rates and all finance charges, so they will know how 
much they are paying over and above cost prices. 

We believe that this Congress will be doing our people a great 
service if it enacts legislation which makes it necessary to list the 
actual cost of any article plus all other charges itemized on the sales 
ticket so as to be certain the purchasers do know all the facts contained 
in the credit contracts. This procedure, we believe, would be very 
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helpful to the family welfare and would be for the good of the economy 
of our Nation. Certainly we urge passage of such legislation now. 

We are very anxious and we are supporting you 100 percent. 

Senator Doveras. Thank you very much, Miss Butler. We appre- 
clate your testimony. 

We had scheduled three representatives of the National Retail 
Merchants Association for this morning. The hour is late. It is a 
quarter of 1. I would like to give them full opportunity to be heard. 

I wondered if it would be satisfactory to them if we recessed to 
reconvene at 2 o'clock. 

Mr. Beckman. That will be satisfactory, Mr. Chairman. 

Senator Doveias. Thank you very much, 

We will reconvene at 2 oclock, with the understanding that the 
situation on the floor is such that if there should be rollcalls there may 
be some interruptions, but subject to that we will reconvene at 2 
o'clock. 

(Whereupon, at 12:45 p.m., the hearing was recessed, to be re- 
convened at 2 p.m. this date.) 


AFTERNOON SESSION 


Senator Doveias. The committee will come to order. We appre- 
ciate the courtesy of the representatives of the National Retail Mer- 
chants Association in being willing to have their testimony go over 
from the morning to the afternoon. 

I am now going to ask Mr. Duncan McC. Holthausen, Prof. Theo- 
dore N. Beckman, and Mr. A. Leonidas Trotta to come forward and 
sit at this long table. 

I wish to apologize to you gentlemen for being 5 minutes late. I 
tried my best to get here. 

I wonder if each one of you would identify yourself for the benefit 
of the reporter. 


STATEMENT OF THEODORE N. BECKMAN, NATIONAL RETAIL 
MERCHANTS ASSOCIATION 


Mr. Beckman. I believe, Senator, that the arrangement is for me to 
speak first. I am Theodore N. Beckman, professor of business organi- 

zation at the Ohio State University, and consulting economist. 

Senator Dovetas. I am very glad to have you here. I notice that 
your toghimeny runs to 32 pages. The testimony of Mr. Holthausen 
runs to 23, plus 3 pages, and Mr. Trotta’s runs to 15 pages. I wonder 
if you would be willing to have all of these made part of the record, 
and then each one of you to develop the matter informally. 

Mr. Becxman. If T may, Senator Douglas, I have been w orking on 
this analysis studiously from the middle of March, almost every spare 
moment, and I believe that I have some very exc eedingly important 
material to present which should prove most enlightening and quite 
different, perhaps even shocking, to some people. 

Senator Doveias. We cer tainly do not want to shut you off. If you 
would like to deliver the statement, we will be very glad to listen. 

Mr. Beckman. I shall, therefore, appreciate it, since I have gone to 
the trouble of preparing 8 charts and 14 tables. Y et, in order to make 
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the presentation as interesting and informal as possible, I would like 
to speak from notes, if I may, and then have the rest of the material 
introduced into the record. 

Senator Doveias. You are professor of marketing at the Ohio State 
University ¢ 

Mr. Beckman. I am a professor of business organization, with em- 
phasis on marketing and economics, and I have been engaged in a lot 
of statistical work. In fact, I had charge of the first wholesale census 
of business ever taken, as well as the second and prepared for the third, 
and I was chief consultant of the Office of Civil Supply during the 
war. I have had, I believe, a considerable amount of experience in 
the field of credit. 

You may be interested to know that the first book I ever had pub- 
lished—and this was published by McGraw-Hill Book Co., Inc., was on 
“Credits and Collections in Theory and Practice,” in 1924. That book 
now a textbook in the sixth edition and is used in a number of uni- 
versities. I have written approximately 20 books and many publica- 
tions for the U.S. Government, and have done a considerable amount 
of work in the field of credit, including testimony for the attorney 
general of the State of Ohio in support of the Ret: ail Installment Sales 
Act in the State of Ohio, which is quite appropriate to the subject 
matter under discussion. 

It might be helpful to indicate briefly my philosophy about our 
economy before I proceed to what we have on hand. 

My philosophy about our economy consists first in an abiding faith 
in the aims of workable competition developed by J. B. Clark origi- 
nally, as you well know. It consists, secondly, of the fact that I believe 
that small business is an essential part of such competition. I believe 
in consumer welfare. In fact, the book on “Principles of Marketing,” 
of which I am senior coauthor, and which is used in over 200 universi- 
ties at the present time, states specifically that it has been written from 
the standpoint of the consumer. I have appeared many times in 
behalf of consumers. Above all, I am dedicated to the seare h for truth, 
to which you referred this morning, which I am convinced must tran- 
scend all other considerations in any democratic soc lety, certainly ina 
society like ours. For that reason, T am sort of an iconoel: ast, and you 
will find that I do not agree with a great many figures which have been 
commonly accepted, and I will give ‘the reason for that. 

I do not believe in sacred cows, but I believe in a very thorough 
examination of the facts. In other w ords, that is my main objective, 
the search for truth. 

Now, if I may come to the economic analysis, there are a few pref- 
atory remarks, ‘and one is that consumer credit has vast subject to 
debate and controversy for many years, especially since installment 
credit became a factor in the middle 1920's. 

I find that the position of the opponents to consumer installment 
credit has not changed a bit since the late 1920’s. In fact, in my first 
book on “Credit and Collections in Theor y and Practice” I devoted 
only two pages to installment credit because it was only in its in- 
cipiency. In the second revision which appeared in 1930, the book 
which I have before me here, the interesting thing is that there is a 
discussion and a whole chapter on installment credit, including ob- 
jections to the installment plan. I find every one of those objections 
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is exactly the same as being advanced today, 30 years later; namely, 
that installment credit causes consumers to buy luxuries and to over- 
consume; that it hampers thrift; it is often abused because of the 
general ignorance of the public in ‘figuri ing costs and percentages; and 
that it is costly. As a matter of fact, in this book I have a formula 
which I first developed and published i in our “Principles of Market- 
ing” book in 1927—and that, I believe, was the original work—for 
converting a nominal rate into an effective rate. Thus I have been 
interested in this subject for many years. 

Some new and irrelevant wrinkles have been added to these abuses 
which were enumerated in this book in 1930; like, for example, wife 
desertion or other ailments of our society, or going on relief. I was 

very much surprised to read some testimony the other d: ay in the press 
about the blame for wife desertion in the State of Mlinois, despite 
the fact that in the State of Illinois there is an exemption law, just 
as we have in every State in the Union, which exempts the first $40 of 
sarnings every week that cannot be taken away by anybody. In the 
State of Ohio we have an exemption law which exempts 80 percent of 
the first $200 and 60 percent of any amount above that earned during 
the month. So there is no reason really for a fellow deserting his 
wife because he can’t make a living, or going on relief, unless the re- 
lief pays a lot more than what is provided for by the exemption laws. 

The point I am making is that we have the same arguments today 
against installment credit as we had in 1930 or the late 1920’s. 

The other point before I proceed with my analysis is this. I am 
referring to Congressman Patman’s statement in the report of the 
Joint Economic Committee, in which he said : 

The nature of the agitation for standby consumer credit controls which has 
been coming from certain sectors of the financial community since 1955, in re- 
cession periods no less than in prosperous periods. 

Well, I want to correct the Honorable Congressman Patman by say- 
ing that that agitation goes back for some 8 years more. 

In the proceedings of the National Conference of Consumer C redit, 
which was held at the Ohio State University and initiated under my 
general chairmanship, I delivered a paper on the “Federal Regula- 
tion of Consumer Credit,” in which I pointed out some of the agita- 
tion at that time, and I referred specifically to an article in the Fed- 
eral Reserve Bulletin in July 1947, which gave us one of the four 
reasons for control of installment credit the following: 

Substantial credit is the volatile sector of consumer credit; it is subject to 
the widest fluctuation and, therefore, contributes to economic instability and 
unemployment. 

They had three other reasons, and they are exactly the same as are 
being used today. 

Now, as an educator I feel that it is high time to search for the 
truth. to find out just what are the facts. 

While I am appearing here as representing the National Retail 
Merchants Association, I want you to know that I am speaking for 
myself on the basis of what I-have found. I will not compro: ise 
myself for anybody or anything and never have done so. 

{ honestly feel, Senator Douglas, that there is an urgent need for 
al reappraisal of the best available facts and their use. Because of 
the historical background, it is high time that the subject be treated 

523615—60 19 
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not as an advocate, not in the form of opposition, but in the form of 
exposition. In other words, what I am pleading for is a scientific 
approach to the subject, and the major criterion of a scientific ap- 
proach is rational objectivity. I have been trying my best to be as 

rationally objective as I possibly can. In other words, I wanted to 
look at the facts and find out just what they are, judge their validity, 
and then see how they are to be used objectively. 

When I began to do that, I discovered that the facts which are 
published by the Federal Reserve Board in the Federal Reserve Bul- 
letin on consumer credit outstanding in my judgment have been mis- 
used. They have been misused at least in four ways. One of them 
is that we have used yearend figures as annual figures, and to show 
how wrong that is I have compiled two tables to show what happens 
in December. Those are table 1 and table 2. Table 1 deals with total 
consumer credit, and table 2 deals with consumer installment credit. 

(The tables and charts referred to by Mr. Beckman will be found 
beginning, respectively, on pp. 335 and 344.) 

What is the situation in December? I find that in December the 
outstandings are always higher than the average for the year, varying 
anywhere from 4 to 20 percent higher than the average for the year. 
} herefore, the 9-percent increase in 1959 is not a bit surprising to me. 
It seems quite normal in the light of the facts. 

I find the same thing was true according to the data in table 2 for 
consumer installment credit. The fourth quarter is also not repre- 
sentative of the year. Retail business always is higher in the fourth 
quarter. Therefore, outstandings should be higher. Why use those 
figures as average for the year / 

I am convinced that the inevitable conclusion is that the use of 
yearend figures as annual figures results in a biased treatment of 
statistical material on consumer credit outstanding. 

The interesting thing is that the same agency has not done the 

same thing for any of the other selected indexes of business activity. 
If you take the industrial production index, if you take the manu- 
facturing and employment index, the wholesale price index, the con- 
sumer price index, anything at all which is used as an indicator of 
business activity, you will find that for the year they average the 
monthly figures. My question is: Why is it not being done for con- 
sumer credit outstanding? I thing that it is wrong. 

The second reason why I think those things are wrong is because 
there are constant changes and revisions in the monthly figure. Now, 
let me illustrate just two of those changes to show you their 
magnitude. 

In this manuscript, I illustrate that total consumer credit outstand- 
ing at the end of December 1947 is shown in the October 1950 issue 
of the Federal Reserve Bulletin as $13,673 million. In the April 
1953 issue the same figure is shown to be $11,570 million, a reduction 
of $2,103 million. 

Again, consumer installment credit outstandings as of the end of 
December 1955 are shown in the April 1956 issue of the bulletin as 
$27,895 million, and in the October 1956 issue as $29,020 million, an in- 
crease of $1,125 million, and later on it showed a decrease of $62 
million in the same figure. 

What I am saying is that I have no criticism. I think estimates— 
and that is all these figures are, they are estimates. This morning 
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you asked Mr. Martin how those estimates are prepared. I think 
[ have more information on that subject. I know how they are pre- 
pared, approximately, but they are at best estimates, and 1 think all 
credit is due to the Federal Reserve staff in attempting to make those 
estimates as accurate as possible. But what I am trying to get at 1s 
that to use any monthly figure out of which to build whole theories 
is pretty flimsy stuff, and I wind up by saying that it is like making 
a phantom mountain out of a probably nonexistent molehill. 

Senator Doveras. Do you think that the volume of consumer credit 
in the country is a molehill ? 

Mr. Beckman. In any one month. The change in any one 
month, Senator. That is what I am referring to. 

Senator Doveias. I am not very much interested in the month-to- 
month changes. Take the figures of January, which is a month after 
December. That was $39,359 million, plus noninstallment credit 
of $11,998 million. That was a fall from December, or you could say 
that carried over some of the Christmas purchasing and go back to 
October, when the total for both forms was $49,872 million. 

Of course, there are inaccuracies from month to month, and I grant 
you that December is probably the highest figure in the year because 
of Christmas shopping, but I am sure you would not want to leave 
the impression that this is an economic molehill that we are discussing. 

Mr. Beckman. What I am saying though, sir, is that to build a 
whole theory around what is happening in any one month, which may 
be erroneous in the first place, and later on corrected, is entirely wrong. 

Senator Doucias. May I say that we are not building our case 
along the figures for any one month. We are taking a broad sweep 
of the years. Asa matter of fact, in the statistical supplement which 
we have prepared—I do not know whether you have seen it. 

Mr. Beckman. I have studied it. 

Senator Dovueias. We do use monthly figures from 1959. In the 
main we are interested in the comparison with previous years. While 
December may not be typical for any one year in comparison with 
another December, it would seem to be roughly comparable. 

Mr. Beckman. No, sir; they are not, for this reason. As shown in 
table 1 and table 2, the variation of December to the average of the 
year is as much as from 4 to 20 percent higher, and that is why I insist 
that for the sake of truth and accuracy we have to deal with figures. 
that are average for the whole year, just as is being done for all other 
indexes. And the charts which I hope to have the privilege to present 
are based on that. These charts are based on that and I hope, for the 
first time will reveal, I believe, the real truth about those figures and. 
their proper use. 

Senator Doveias. Do I understand you to say that we should not 
pay much attention to this problem because the volume of consumer 
credit is not great? 

Mr. Beckman. No. sir; I am not saying anything of the sort. AI] 
I want to say is that figures are not used properly and properly 
interpreted. 

Let me make the third point. I believe you will get that in a 
moment, Iam sure. I know your mind is agile enough. 

For example, we always try to compare the consumer credit out- 
standings with disposable personal income—as I am going to show 
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in these charts—with gross national product, also with personal con- 
sumption expenditures. All of those things are estimated four times 
a year on a quarterly basis. But when it comes to determining the 
year’s figure, what do they do? They do not give the estimate for 
any one quarter, but they average all four quarters. 

Now, I am saying that if we are going to use disposable personal 
income, which is an average for the year, we ought to use the same 
kind of a figure for consumer credit outstandings for comparison pur- 
poses. Otherwise, we are comparing cats and dogs—apples with 
potatoes. 

Senator Dovetas. Have you made your views known to the Fed- 
eral Reserve ? 

Mr. Beckman. How is that? 

Senator Doucias. Have you made your views known to the Federal 
Reserve ¢ 

Mr. Beckman. Not on this particular point. This was just pre- 
pared for this testimony. 

Senator Doveias. Have you computed » yearly averages? 

Mr. Beckman. Yes, sir; and they are in these tables and they are 
onthecharts. And Iam willing to defend my position. 

You might be interested, gentlemen, that when that reduction of 
$2 billion was made in consumer outstandings in 1947 it was as a re- 
sult of our conferences with the Federal Reserve Board. I was chair- 
man of a committee, and we proved to their satisfaction that in the 
consumer credit outstandings they included more than $2 billion of 
— loans in the form of single payment loans, loans made in one 

‘ase to a businessman of almost half a million dollars, who was not a 
inti ation; so that it was included in consumer credit. In justice to 
the Federal Reserve, they did take the thing after the proof was sub- 
mitted and revised the figures and they cut down over $2 billion from 
consumer credit outstandings. That was the reduction in 1947. 

So I worked with the Federal Reserve Board and am familiar with 
the work they are doing and they are doing a nice job. All I am 
trying to do is to use their figures as honestly and sincerely as ¢ 
scientist could possibly use them. 

The final point I want to make before I proceed with my analysis 
is that we really cannot go beyond 1947 in making any use of the 
Federal Reserve Bean figures. The data were rev ised in 1956, and 
that revision carried it through 1948. At a later time they revised 
those data in such a way as to carry them through another year, but 
they stopped with 1947. It means, therefore, that the consumer cred- 
it outstandings beyond 1947 are not comparable at all, and I have 
their bulletins to prove, sir, that they are not at all comparable with 
what has happened since 1947. That is the reason why all my com- 
putations begin with 1947, and they go through a span of 13 years, 
through 1959. 

With that introductory statement about how widely the figures are 
used fallaciously—and I myself have been guilty in this regard—in 
some of my books I have used them that way. We are always learn- 
ing—I address myself to the bill known as S. 2755, commonly known 
as the Douglas bill. 
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I tried to analyze it to the best of my ability by looking at the 
bill, and I find that in the preamble of the bill the statement is made 
that the purpose is— 
to assist in the promotion of economic stabilization by requiring the disclosure 
of finance charge in connection with extensions of credit. 

More specifically, the bill states that— 

The Congress finds and declares that economic stabilization is threatened 
when credit is used excessively for the acquisition of property and services. The 
excessive use of credit results frequently from a lack of awareness of the cost 
thereof to the user. It is the purpose of this Act to assure a full disclosure of 
such cost with a view to preventing the uninformed use of credit to the detri- 
ment of the national economy. 

Now, it seems to me that in studying the bill I find that it is predi- 
cated on the premises and assumptions that, first, consumer credit 
has been and is being used excessively. Then, of course, the question 
is What are the facts, and that is what I want to proceed with very 
shortly and see whether it has been used excessively. 

Second, that excessive use of consumer credit threatens economic 
stability. Well, does it? I have something to say on that. 

Third, lack of awareness of credit cost to the consumer frequently 
results in the excessive use of credit and, finally, that a statement of 
the finance charge as proposed in the bill will remedy the whole 
situation, 

Now, it also implies that the consumer has been generally over- 
loaded with debt and that there has been widespread abuse. 

Senator DoueLas. Mr. Beckman, may I say that while the economic 
effects are important, in my mind the ethical principles are more im- 
portant than the economic effects. I think you heard in the colloquy 
this morning that the main case for this bill rests on the desirability 
of telling the truth. 

Mr. Beckman. The thing that surprised me was that the state- 
ments made by some of the witnesses this morning, which I was 
privileged to hear, did not bear directly on the subject, in my opinion. 
Of course, you will differ with me, but it will not, In my opinion, do 
the things which are contemplated by the bill; in other words, stabi- 
lize our economy, make for economic growth, and do all the other 
things which the bill is intended to do. 

Senator Dovetas. If we can set aside these economic considerations 
for the time being, do you agree with the ethical principle that the 
buyer or borrower is entitled to the truth about the finance ch: arges 
and the interest rate which he is being asked to pay / 

Mr. Beckman. It isa question of what isthe truth. 

Senator Dovenas. Pilate asked that question and would not stay 
for : an answer. 

Mr. Beckman. Is the truth by saying how many dollars they have 
to pay, or is the truth by saying what the percent is? 

Senator Doveias. We say both aspects of the truth, the total 
amount and also expressed as an annual rate of the outstanding un- 
paid balance. Do you disagree with this as an ethical principle? 

Mr. BeckMAN. It i is one of those questions, Senator, that you can- 
not answer “Yes,” or “No.” Of course, I believe in the truth. 

Senator Dovetas. Then you can answer it “Yes,” or “No.” 
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Mr. Beckman. But it does not necessarily mean I believe in this 
bill. I have come to certain conclusions which you can see for yourself 
after my analysis, and if I am wrong you shall ore me to your 
heart’s content, and you may put me down. But I would like to have 
the privilege of presenting as briefly as I can 

Senator Dovexas. Certainly. I want to clear up some of these 
points. 

Mr. Beckman. I come to three conclusions, but I want to reach 
the conclusions after I have seen the evidence. 

The first thing is: Is consumer credit excessive? Here on this 
chart I—I will try to run through these as fast as I can. 

Senator Doveias. There is a vote coming almost immediately. We 
want to save as much time for you as we can, so you proceed. 

Mr. Beckman. First, I want to say that there is no question that 
the amount in 1959 was larger than in 1947, the year when we first 
started. In the first place, it should be larger. 

This is the total consumer credit outstanding, using the average 
for the year, and comparing it with disposable personal income, which 
is shown in the top part of the chart. There is no question about it. 
It should be larger. In the first place, consumer prices were 3014 
percent higher in 1959 than in 1947. Secondly, the economy has more 
than doubled during the period—the economy as measured by gross 
national product. Tf consumer credit had just kept up with ‘it, it 
should have been more than doubled. The third reason is we ought to 
allow for a change in the ratio of automobile sales. There is one of 
the most interesting tables I think you will find, gentlemen, in table 

4, showing the number of automobiles sold on the installment plan— 
used cars, new cars, and the total. 

In 1947, when people had a lot of ready cash accumulated through 
forced savings during the war and for other similar reasons, only 
35 percent of all the automobiles bought, new and used, were bought 
on installment credit. As you look down the table, you will find the 
more normal thing is 60 to 62 percent. If you allow for that normal 
ratio that in itself would raise the amount a great deal. Despite all 
that, what is the situation? Then we had new kinds of consumer 

credit—revolving credit coming in and growing, revolving bank 

sani coming in recently, and many other types; more goods being 
bought on credit, including even vacations, higher education being 
financed that way, boats being bought that way, airplanes, and so on. 
Despite all that, look at that chart, gentlemen, and you will find a 
relatively constant ratio in the last 4 years of the period, under 14 
percent. People talk about 15 and 19 percent because we are not 
using the correct figures. We are not comparing comparables. We 
are not using the average outstandings. I am using the same Federal 
Reserve figures that you are using, that anybody else is using. I 
simply went to the trouble of averaging the 12 months, just as the 
Federal Reserve is doing with all the other indexes, and compared it 
with the average for the year for disposable personal income, That 
is all I have done. 

Senator Doueias. Mr. Beckman, I do not want to interrupt you 
from time to time, but will you forgive me if I point out that accord- 
ing to your figures in 1947 consumer credit formed 5.66 percent of 
disposable personal income, and in 1959 it was 14.27 percent ? 
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Mr. Beckman. Yes, sir, that is correct. That is why I tried to 
account for the difference in ratios of automobiles sold on the install- 
ment plan, the new products, and the new types of consumer credit. 
In 1947, we were just beginning to expand the credit economy. We 
were just coming out of the war, It was the first real year of recon- 
version to a civilian ec onomy. We did not have any goods to sell at 
that time. 

There is also a little minor item which I think many people over- 
look. In 1959 for the first time in that whole series have been in- 
cluded data for Alaska and Hawaii. 

Senator Dovcias. What proportion does that account for? 

Mr. Beckman. I figured out about a half a billion in installment 
eredit. Alaska came in in January and the Hawaii figures came in 
in August. As for the total—I do not know whether I have it readily 
available here—it is pretty close to a billion dollars for the year. 
And yet it is not taken into account. The figures for 1959 are not 
comparable unless you do that. I can work it out to your satisfaction 
and present it ina memorandum if you want. 

Senator Doueias. The population of those States is less than one- 
half of 1 percent of the total population of the Nation. It would 
seem extraordinary if they absorbed 2 percent of the amount of con- 
sumer credit. 

Mr. Beckman. Half a billion in installment credit, Senator, would 
be half a billion of 39 billion. That would be a pretty small percent- 
age of it, would it not? 

Senator Doveuas. It is 1.3 percent, with less than one-half of 1 
percent of the population. 

Mr. Beckman. I can work it out because I ran it down. I simply 
felt I ought to call that to your attention. 

Senator Doucias. We have to go to a rollcall, and we will come 
back just as soon as we can. : 

(Whereupon the subcommittee recessed for a short time.) 

Senator Douetas. I am terribly sorry, Professor Beckman. We 
had a rolleall and a series of quorum calls, the full purport of which 
Ido not yet understand, and that delayed us. 

Will you continue? 

Mr. Beckman. All right, sir. 

I was commenting on the total consumer credit outstanding as a 
ratio of disposable ‘personal income. Unless there are any further 
questions, I would like to show chart II, which relates the total con- 
sumer installment credit to gross national product. 

As you know, GNP is a measure of all goods and services produced 
in the United States during the year. In each case they are averages 
for the year. 

It will be noted from this chart that there is even a more constant 
ratio the last 4 years varying between 9.5 and 10 percent, and rela- 
tively little change from 1950 through 1952. 

Even during the highly touted fabulous automobile year of 1955 
the increase from the preceding year was only thirty-three hundredths 
of 1 point of the gross national product. 

Senator Dovetas. Mr. Beckman, I am sure you will forgive me 
if I again point out that the percentage of outstanding consumer 
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credit in relationship to the gross national product increased accord- 
ing to your figures from 4. 11 percent in 1947 to 9.96 percent in 1959. 

Mr. Beckman. That is right, sir. 

The important thing, as I see it in analyzing the bill and its ob- 
jectives, is the thing dealing with consumer installment credit, be- 
cause anything referring to the effect on the economy obviously— 
charge accounts, single-payment loans—would not play a very im- 
portant part. They are too short in duration. 

So I prepared a table, table 5, and a chart, chart II, showing the 
ratio of consumer installment credit outstanding as a percentage of 
disposable personal income. 

There I find that this ratio in the last 4 years hovered around 1014 
percent, with very little fluctuation, and even during the fabulous 
automobile year 1955 it increased only sixty-eight hundredths of a 
point compared with eighty-six hundredths of a point increase in 1956. 

In other words, there was nothing unusual, either striking or alarm- 
ing, as I can see as an economic analyst, in what has happened in 
1955 when the whole year is taken into account. 

Senator Dovecias. You will forgive me if I introduce my favorite 
obligato to your symphony, but your figures seem to indicate that 
this} percentage rose from 3.15 in 1947 to 10.89 in 1959. 

Mr. Beckman. I realize that, and I am reminded of the growth 
that takes place from the time a baby is born until it reac hes adult- 
hood. The growth is pretty fast. But after that the growth, the 
increase in weight, and so on, proceeds at a smaller rate. 

I remember I debated the cooperative movement years ago when 
it was just: beginning to grow, and I pointed out to my opponent, 
“Look how small it is.” 

“Well,” he says, “we are just beginning.” 

And I think he had a point. 

We are just starting in. Naturally we are going to grow. And 
I do not want to be facetious, but you have all heard the s story about 
the tremendous increase in crime in a given community, and upon 
investigation it was found that there was 100 percent increase, to be 
sure. The year before they had one fellow in jail. Now they have 
two. 

I do not mean to be facetious. I apologize. 

The percentages are likely to be high when you start with nothing 
or with very little, 

And so in 1947 we were just beginning to come out of the war. We 
were reconverting to a civilian economy. Few goods were available 
and people were buying for cash which they had available at that time. 

So I do not think that the comparison is quite as good as when 
we look at it in the last few years. When we look at that and find 
nothing alarming or nothing striking, certainly nothing threatening. 

The next chart, chart IV, shows the consumer installment credit 
outstanding as a percent of gross national product. And there we 
find that the results are very similar. 

The surprising thing to me was that in 1955 the increase was only 
thirty-two hundredths of a point, whereas in 1954 the increase from 
the preceding year was thirty-eight hundredths of a point. 

In 1956 the increase was sixty ‘five hundredths of a point. 

The most significant thing is that in the last 4 years it hovered 
around 71% percent of the gross national product. 
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This leads me to read a conclusion on tne basis of the four charts, 
if I may. I have written this with considerable thought and 
deliberation, 

From the data on consumer credit outstandings so far presented 
in what is believed to be proper perspectives, the : surprising thing is 
that it has not expanded much more, especially in the light of the de- 
velopments and innovations mentioned above. 

We have technological innovations in the field of consumer credit 
just as we have in the factories. 

Indeed, there is grave danger to our economy if consumer credit 
should fail not only to keep pace with an expandei economy, which 
it has done the last few years, but to move ahead of it, for the higher 
our standard of living and the more productive our economy becomes, 
the greater the need “for increased consumption of the type of goods 
and services to which consumer credit, especially of the installment 
type, is particularly adapted. 

Senator Proxmire. May I ask the witness to yield at this point? 

Senator Dougias. Yes. 

Senator Proxmire. Are you saying at this point, sir, that it would 
be a danger to our economy if consumer credit didn’t continue to 
increase ¢ 

Mr. Beckman. That is right, sir. 

Senator Proxmire. And our people get more and more in debt 
privately? That this would be dangerous if they did not do this? 

Mr. Beckman. Senator Proxmire, I will go with you on the first 
part but the second part was an inference and I would not take that 
inference. 

Senator Proxmire. All right. Then you are telling me that when 
consumer credit is expanding the consumer does not owe more? Is 
that correct ? 

Mr. Beckman. The consumer may not be any more in debt at all. 
As a matter of fact, studies made by the research center in the Uni- 

versity of Michigan to which reference was made this morning, you 
will find, show that the savings of consumers increased in about the 
same proportion as the consumer debt expanded. 

Senator Proxmire. Now you are saying something else. Al] I am 
saying is that consumer debt is moving ahead, and what that means 
to me when the consumer credit is moving ahead is that the consumer 
owes more. 

You are saying that this has to proceed at a faster pace than the 
growth of our economy. 

Mr. Beckman. It has to— 

Senator Pastore. I would believe there are all kinds of other things 
that can come in. Whether savings can increase at the same time at 
a faster pace is something else. All I am asking you to answer is 
whether you are not telling me that we are in danger if our consumers 
do not incur a greater and greater debt. Is that not saying in other 
words what you are saying? 

Mr. Beckman. What I am saying is this, if I may paraphrase it: 

In connection with one of the long-range planning speeches I had 
to prepare for presentation a couple of months ago, clear through 
1970, I arrived at a certain gross national product which we will 
probably have by that time. And on that basis by 1970 personal con- 
sumption expenditures will have to increase tremendously, by much 
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credit in relationship to the gross national product increased accord- 
ing to your figures from 4. 11 percent in 1947 to 9.96 percent in 1959. 

Mr. Beckman. That isr ight, sir. 

The important thing, as I see it in analyzing the bill and its ob- 
jectives, is the thing dealing with consumer installment credit, be- 

cause anything referring to the effect on the economy obv iously— 
= wai accounts, single-payment loans—would not play a very im- 
portant part. They are too short in duration. 

So I prepared a table, table 5, and a chart, chart III, showing the 
ratio of consumer installment credit outstanding as a percentage of 
disposable personal income. 

There I find that this ratio in the last 4 years hovered around 10144 
percent, with very little fluctuation, and even during the fabulous 
automobile year 1955 it increased only sixty-eight hundredths of a 
point compared with eighty-six hundredths of a point increase in 1956. 

In other words, there was nothing unusual, either striking or alarm- 
ing, as I can see as an economic analyst, in what has happened in 
1955 when the whole year is taken into account. 

Senator Doveias. You will forgive me if I introduce my favorite 
obligato to your symphony, but your figures seem to indicate that 
this} percentage rose from 3.15 in 1947 to 10.89 in 1959. 

Mr. Beckman. I realize that, and I am reminded of the growth 
that. takes place from the time a baby is born until it reaches adult- 
hood. The growth is pretty fast. But after that the growth, the 
increase in weight, and so on, proceeds at a smaller rate. 

I remember I debated the cooperative movement years ago when 
it was just beginning to grow, and I pointed out to my opponent, 
“Look how sm: all it is. 

“Well,” he says, “we are just beginning.” 

And I think he had a point. 

We are just starting in. Naturally we are going to grow. And 
I do not want to be facetious, but you have all heard the s story about 
the tremendous increase in crime in a given community, and upon 
investigation it was found that there was oe oo increase, to be 
sure. The year before they had one fellow in jail. Now they have 
two. 

I do not mean to be facetious. I apologize. 

The percentages are likely to be high when you start with nothing 
or with very little. 

And so in 1947 we were just beginning to come out of the war. We 
were reconverting to a civilian economy. Few goods were available 
and people were buying for cash which they had available at that time. 

So I do not think that the comparison is quite as good as when 
we look at it in the last few years. When we look at that and find 
nothing alarming or nothing striking, certainly nothing threatening. 

The next chart, chart IV, shows the consumer installment credit 
outstanding as a percent of gross national product. And there we 
find that the results are ver Vv similar. 

The surprising thing to me was that in 1955 the increase was only 
thirty-two hundredths of a point, whereas in 1954 the increase from 
the preceding year was thirty-eight hundredths of a point. 

In 1956 the increase was sixty- ‘five hundredths of a point. 

The most significant thing is that in the last 4 years it hovered 
around 714 percent of the gross national product. 
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This leads me to read a conclusion on the basis of the four charts, 
if I may. I have written this with considerable thought and 
deliberation. 

From the data on consumer credit outstandings so far presented 
in what is believed to be proper perspectives, the : surprising thing is 
that it has not expanded much more, especially in the light of the de- 
velopments and innovations ment ioned above. 

We have technological innovations in the field of consumer credit 
just as we have in the factories. 

Indeed, there is grave danger to our economy if consumer credit 
should fail not only to keep pace with an expandei economy, which 
it has done the last few years, but to move ahead of it, for the higher 
our standard of living and the more productive our economy becomes, 
the greater the need “for increased consumption of the type of goods 
and services to which consumer credit, especially of the installment 
type, is particularly adapted. 

Senator Proxmire. May I ask the witness to yield at this point? 

Senator Dougias. Yes. 

Senator Proxmire. Are you saying at this point, sir, that it would 
be a danger to our economy if consumer credit didn’t continue to 
increase ? 

Mr. Beckman. That is right, sir. 

Senator Proxmire. And our people get more and more in debt 
privately? That this would be dangerous if they did not do this? 

Mr. Beckman. Senator Proxmire, I will go with you on the first 
part but the second part was an inference and I would not take that 
inference. 

Senator Proxmire. All right. Then you are telling me that when 
consumer credit is expanding the consumer does not owe more? Is 
that correct? 

Mr. Beckman. The consumer may not be any more in debt at all. 
As a matter of fact, studies made by the research center in the Uni- 

versity of Michigan to which reference was made this morning, you 
will find, show that the savings of consumers increased in about the 
same proportion as the consumer debt expanded. 

Senator Proxmire. Now you are saying something else. All Iam 
saying is that consumer debt is moving ahead, and ‘what that means 
to me when the consumer credit is mov ing ahead is that the consumer 
owes more. 

You are saying that this has to proceed at a faster pace than the 
growth of our economy. 

Mr. Beckman. It has teo— 

Senator Pastore. I would believe there are all kinds of other things 
that can come in. Whether savings can increase at the same time at 
a faster pace is something else. All I am asking you to answer is 
whether you are not telling me that we are in danger if our consumers 
do not incur a greater and greater debt. Is that not saying in other 
words what you are saying ? 

Mr. Beckman. What I am saying is this, if I may paraphrase it: 

In connection with one of the long-range planning speeches I had 
to prepare for presentation a couple of months ago, clear through 
1970, I arrived at a certain gross national product which we will 
probably have by that time. And on that basis by 1970 personal con- 
sumption expenditures will have to increase tremendously, by much 
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more than 50 percent of what we have now. What will those expendi- 
tures be increased for? Certainly not so much more for food. 
Engel’s laws of consumption tell us that the proportion spent for food 
is going to decline. 

It will have to be for the kinds of things that make for a higher 
and higher standard of living. 

Senator Proxmire. Such as education? Such as research ? 

Mr. Beckman. And travel. 

Senator Proxmire. Such as all kinds of government services ? 

Mr. Beckman. Boats. 

Senator Proxmire. I would like to have you make this kind of com- 
parison with our public debt—the public debt compared to percent 
of disposable personal income and public debt compared to gross na- 

tional product. You would find it going in precisely the “opposite 
direction. 

And I wonder if you would say that this is a desirable end. 

Mr. Beckman. No; I am not dealing with public debt. I am sorry. 
Public finance is an entirely different consideration from what we 
have here. 

What I am saying here is that our standards of living are going to 
rise. More and more of that standard will consist of the kind of 
things that are in the form of durable goods, in the form of services, 
of which we have seen as yet. relatively little. And in order to sup- 
port, as I said, full employ ment, and if that is to be maintained, and 
if expected economic growth is to be realized, increased consumption 
and more substantial credit expansion, both absolutely and relatively, 
are inevitable concomitants. 

Now, the-question is: How good is that increase in credit going to 
be, Senator Proxmire? 

That leads me to my out discussion. 

Senator Proxmire. I do not want to interrupt you too much, but 
at this point I would simply say that nothing that you have said so 
far would persuade me that there is any argument to be given against 
the bill. If you are correct that the consumer is going to or is likely, 
when we have prosperity, to increase consumer credit, then I think the 
arguments for this bill are greatly improved and incr eased. Because, 
then, he certainly ought to know what he is doing. He ought to be 
armed with some kind of measurement. so that he knows whether he 
is borrowing on a fair basis, to wit: An interest rate that is related to 
the average ‘annual balance. 

Mr. Beckman. In the first place, Senator Proxmire, I did not come 
with any intention here to argue either for the bill or against the bill. 
I came here to present what I would consider an economic analysis 
which is based on the premises as specified in the bill itself. 

In other words, maybe I made a mistake by taking those premises 
spelled out in the bill at face value. Maybe I should have discounted 
them some. But maybe I would have had to express it as a simple 
annual rate of interest. I donot know. 

Senator Proxmire. You are addressing your remarks primarily to 
the preamble and not to the 





Mr. Beckman. I am addressing this first to the basic things because 
it is my conviction that if those basic things are unsound there i is no 
reason forthe bill. But there are other things to follow. 
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In other words, the justification for this kind of a measure is that 
consumer credit has been and is being used excessively. That is one 
of them. 

Senator Proxmire. May I simply say at this point that not one- 
tenth of the testimony has been to this effect. Certainly this has not 
been in my mind at all, I do not know what is, of course, in the minds 
of any other sponsors. But in my mind the real purpose of the bill 
is so the consumer will know what he is getting—at least he will have 
some notion. 

Mr. Beckman. Then the bill should be of an entirely different char- 
acter, and in that case I would say it is not justified because we al- 
ready have means of preventing that very thing from happening. 

Senator Proxmire. I will ask questions about it later. 

Mr. BeckMan. That is a question, of course, to be determined. 

But I am addressing myself to the premises "and assumptions upon 
which this bill is founded. If I am wrong in that, then maybe there 
should be a different bill. 

But if these premises are not justified, I do not see the basis for 
this bill as far as I am concerned. 

The next thing I wanted to show is the quality of consumer credit. 
As to whether it is excessive, one way to determine it is by the amount 
in relation to something that is relevant, like disposable personal 
income, like the gross national product, or personal consumption 
expenditures—in other w ords, to basic economic factors. If the 
economy has grown four times and consumer credit has remained 
where it was, of course, we are going back. And if we are simply 
growing with the economy or a little ahead; what is the excitement? 

So the next thing is to determine the quality. Whether the amount 
of consumer credit is excessive depends upon how good it is, it seems 
to me, and I have developed two measures for that. One of them is 
based on the data from the Federal Reserve Board in comparing 
repayments to extensions. 

By the way, in this case you may be interested to know that the 
Federal Reserve Board used repay ments for the whole year. It did 
not use a monthly figure, although it also gives monthly figures. And, 
by the way, when it uses monthly figures it makes an adjustment for 
seasonal variations as well as for the difference in the number of busi- 
ness days. . But for the year it gives the total, which is as it should be. 

The extensions are also given in the same way. 

So these are bona fide comparisons. 

The lower part of this chart, chart V, shows the repayments, and 
the upper part of the curve shows the extensions during the year. 
This is only on installment credit. This information is not available 
for charge accounts or single-payment loans. It is available only 
for installment credit. 

The interesting thing here is the consistent and remarkably high 
ratio for total consumer installment credit in relation to repayment, 
in relation to extensions, Repayments never went below 85 percent. 

It means there was not a single year during the 13-year period, even 
when we had three recessions, in 1949, in ‘1954, and in 19: 58, not a 
single year when the repayments went below 85 percent of what it 
was extended. And in one year, 1958, the repayments were greater 
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than the extensions. We paid back more than the credit that was 
obtained. 

In 2 years, in 1956 and 1957, they were in the high nineties. Even 
in 1955 and in 1959, which are the 2 suspicious years referred to in 
literature here and there by people who do not like consumer install- 
ment credit, even there the repayments were over 86 percent—86 and 
89 percent, respectively. 

If repayments should get better, I say that would not provide for 
growth, for economic growth, and I personally think»we would. be in 
terrible shape if we paid back more than what we got. 

You will notice there is no dip in 1949, and the two small dips in 
1954 and 1958 were not in repayments. They were in extensions. 
Maybe because the sellers and lenders were a little bit more cautious. 
And maybe the consumer, who is a pretty darned good credit manager 
himself by and large, may have become a little more wary and did 
not obligate himself quite so much. 

The next chart, chart VI, shows the repayments by using exten- 
sions as 100 percent. And the repayments are shown separately, 
gentlemen, for automobile paper, separately for other consumer goods, 
and total. 

You will be interested in seeing that the big fluctuations are to be 
found only in automobile paper. Even there the repayments never 
went below 78 percent of the extensions. In one year they were 108 
percent of the extensions, that is, in 1958 they repaid more on auto- 
mobiles than they obligated themselves. 

If you take the total or if you take all goods outside of automobile 
paper, you find the_repayments run very, very high in relation to the 
total extensions. 

There is one other way of looking at the quality of consumer credit 
and that is in terms of losses from bad debts. How much money do 
businessmen lose when they sell on credit ? 

Table 7, 1 would like to refer you to. I have prepared that table 
on the basis of “Statistics of Income” for corporations from the In- 
ternal Revenue Service for all retail trade and for certain classes of 
retail trade. 

In the bottom part of that table I have information on bad debts as 
a ratio to sales taken from surveys made by Dun & Bradstreet, Inc., 
being, as you no doubt know, the leading mercantile agency in the 
world. 

But taking the material for all corporations from the statistics of 
income involving $103 billion and some, you will find that for all 
retail trade the loss from bad debts was only twenty-three one-hun- 
dredths of 1 percent. 

And that loss varied from twenty-four one-hundredths of 1 percent 
for general merchandise types of stores to seventy-six one-hundredths 
of 1 ‘percent for furniture and housefurnishings stores. 

If you look at the figures taken from Dun & Bradstreet. you will 
find there were only two kinds of stores in which the losses from bad 
debts were 1 percent or more, and all the others were around two- 
tenths of a percent or three-tenths of a percent. 

Now, what this means is simply this: If for all retail trade the loss 
from bad debts is twenty-three one-hundredths of 1 percent, the ulti- 
mate repayments being the reciprocal of the bad debt loss, that would 
mean that the ultimate repayments are 99.77 percent. 
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That would be true if all retail sales were on credit. But from the 
information we have, the best information we have available, we think 
it is closer to about 35 or 40 percent of all retail business being on 
credit. 

All right. Suppose you express that in terms of credit sales. It 
would still mean that about 99- point-some percent is still ultimately 
collectible. 

So that whether you look at it in terms of the statistics of income 
from the Internal Revenue Service—no, for bad debt losses—or 
whether you look at it from the standpoint of repayments to exten- 
sions from the Federal Reserve Board statistics, I would say the ver- 
dict in favor of retail installment credit or retail consumer credit as 
given by retailers is mighty, mighty high in quality. 

Senator Doveras. Mr. Beckman, if the bad debt losses amount to 
only about two-thirds of one percent, is this not an argument why the 
so-called finance charges or service charges should have a lower load- 
ing than they sometimes have ¢ 

It is sometimes said that dealers have to load the service charges or 
finance charges because of the bad debt question. If on the average 
they only lose two-thirds of 1 percent, is this not an argument for a 
low-loading factor rather than a high-loading factor ¢ 

Mr. Beckman. Provided that were a sound reason, Senator. 

Senator Douaias. I understood 

Mr. BeckMan. I do not accept that reason. 

Senator Deveias. These are your figures that I am taking. 

Mr. Beckman. No, I mean the reason why there has to be a higher 
loading charge is not because of bad debts. 

Senator Douctas. It is sometimes said that it is. 

Mr. Beckman. | do not agree with that, because it happens that 
the most important item of expense in operating on a credit basis in 
a retail store—Do you know what it is? Payroll. Payroll is the 
most important single item. Bad debts are third in size as a rule. 
Then you have second in size imputed interest, in which you include 
a good interest. on all your capital invested on receivables. And then 
comes a whole host of other things which make up the total cost of 
operating on that basis. 

So to base this on bad debts I think would be true only of a store 
that does not have a credit manager or that has one who ought to 
be fired. 

Senator Dovetas. I am glad we are together on this point. 

Mr. Beckman. Oh, yes, we will be together on a lot of points, I 
believe. 

The next thing, it seems to me, in following the bill and the state- 
ment at the beginning of section 1, refers to economic stability. I did 
not do much work on that, but I did prepare one table, table 8, show- 
ing an index of industrial ‘production as prepared by the Federal Re- 
serve Board, which includes manufacturing, mining, and utilities. It 
is the revised index. Also one on manufacturing employ ment. And 
then alsoone on gross national product. 

And those indexes-each and every one of them show a dip in 1949, 
another one in 1954, and another one in 1958. 

Then I made a similar index for consumer installment credit out- 
standings, and I find no dips during those years or in any other period. 
It is going in a straight upward line. 
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In other words, I do not see any destabilizing factor on the basis of 
the data which I presented very, very briefly. 

Senator Doveias. As a matter of fact, you say that consumer 
spending bailed us out of the recessions both of 1954 and 1958, do you 
not ? 

Mr. Beckman. They bailed us out. If it had not been for consumer 
purchasing the recessions would have been worse. 

Senator Doveias. You view installment credit as a cyclically sta- 
bilizing factor? 

Mr. Beckman. More stabilizing than destabilizing. 

Senator Doveias. Would you not say then you could have a cyclical 
variation in truthtelling? That you could use deception during 
periods of recession in order to stimulate demand and then switch to 
truthtelling in periods of prosperity ? 

If you are to make the function of consumer credit to stabilize the 
economy—this bill deals with truthtelling—are you arguing that we 
should have cyclical variation in truthtelling and apply truthtelling 
only in periods of high prosperity, and when you want to dampen 
things down we could indulge in deceptive practices or nondisclosing 
tactics in periods of recession as a source of business stimulus? 

Senator Proxmire. Or, as one other alternative, do you want to 
oppose the bill and have no truthtelling at either the upturn or the 
downturn ? 

Mr. Beckman. I think, gentlemen, you are reaching conclusions 
that are not warranted by this presentation. 

Senator Brennetr. This proceeds on the theory all business auto- 
matically lies about its credit problems. 

Senator Dovetas. Not at all. 

Senator Bennett. It is my argument there is a very minimal prob- 
lem here and most American businesses tell the truth a hundred per- 
cent of the time. And we are concerned here with the antics. of a 
very minor group, and I think they probably tell the same lies when 
business is good as they do when it is bad. 

Mr. Beckman. That is right. 

Senator Doueias. This question came up in the morning, Senator, 
when you were not here, and I was simply exploring it a little bit 
further. 

Mr. Brecxman. I am the last person as an educator and as a stu- 
dent of economics and credit in particular to say that I am in favor 
of deception. I am against all kinds of deception, whether it is pay- 
ola or whether it is in advertising, whether it is in credit or in any- 
thing else. 

Our problem is to eliminate those cases of deception wherever we 
find them. 

I am talking about big factors, cyclical factors, dealing in aggre- 
gates affecting our economy, things that have an impact on our 
economy. 

I say these occasional abuses have nothing to do with the impact 
on the economy. 

Senator Doveras. Mr. Beckman, I think there is one source of 
ambiguity which has perhaps caused the Senator from Utah to mis 
understand what we are trying to do. Iam not saying that businesses 
deceive. I am saying that a considerable fraction of those who sell 
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on the installment plan do not tell the full truth about what they are 
selling—the terms on which they sell. 

When a man takes the witness stand, he swears not only to tell the 
truth but to tell the whole truth. 

Mr. Beckman. That is right. 

Senator Dovexias. And I think this is important. 

Mr. Beckman. I am coming to it if you do not mind. The next 
point is this: 

If it is assumed that sellers of merchandise generally take advan- 
tage of consumers’ ignorance—it is along this line—generally take 
advantage of that, of credit costs and charges, that should be re- 
flected in extraordinarily high earnings. Otherwise why are they 
doing it if they are not gong to profit from it? 

That assumes that there is very little or no competition among re- 
tailers. How that can be assumed in the face of the fact that we have 
in the United States 1,700,000 retailers, according to the census, and 
2 million retailers according to the Internal Revenue Service, which 
has bigger coverage, is bey ond me, because, as you know, one of the 
most essential criteria to effective competition is a large number of 
sellers. And where do you have a larger number of sellers than 
among retailers? 

That is a basic criterion. 

At any rate, what are the facts? If you gentlemen will look at 
a couple of tables, table 9 was prepared metic ulously I might say 
showing the net profit of retailers as revealed by corporate income 
tax returns with balance sheets for the years which I selected starting 
with 1947 and 1948 as the first 2 years, which I used in all my com- 
putations, and then I took the last 3 years in order to include 1955, 
and then 1956-57 and 1957-58. That is the last year for which those 
data are available. 

So I have the first 2 years of the series and the last 3 years for 
which I could get them, and I computed net profits of retailers as a 
whole and compared them with net profits of manufacturing as a 
whole, After all, you have to have some kind of a comparison for 
each of those years in two ways, first as a percent of sales, which is 
the commonest of all, and then as a percent of total assets employed 
in the business. 

The significant thing is that for all retail trade the net profits as 
a percent of sales started from 6 percent of sales in 1947, when goods 
were scarce and profits were relatively high, went on down and down, 
until the last year they were 2.2 percent of sales, whereas profits in 
manuf: wcturing were 9.4. They went down some but they went down 
only to 7 perc cent. 

Senator Doveias. Do you have the figures for 1952? 

Mr. Becxman. I did not take them. They are available. 

Senator Doveras. I wonder if you would supply them for the 
record ? 

Mr. Beckman. If you wish, yes, sir. 1952? Do you want the other 
years in between’ 

Senator Dovexas. 1952 and 1953. 

Mr. Beckman. I will be glad to. (See table 9A, p. 341.) 

Then I got the data as a percentage of assets, and there I find again 
we wound up in the last year for which the data were available 
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I never thought of any of the other years. I just started with the 
hypothesis of the first 2 years and the last two or three. I was going 
to take the last two but I wanted to include 1955 because that is 
supposed to have been such a tremendous year, and I wanted to see 
what the situation was there. 

There we wound up with a percentage of net income on assets of 
6.2 percent for all retail trade as against 10.1 for manufacturing. 

I did that for several lines of retailing. You might be interested 
in knowing how I chose those lines. I chose those classifications in 
which credit is normally used substantially and made no exception 
unless there were some difficulties in the figures being mixed as to 
between two and three different lines of business. 

Senator Bennetrr. May I ask a question, Mr. Chairman é 

Senator Dove.as. Certainly. 

Senator Bennerr. A lot has been made in these hearings about the 
automobile industry, and I do not see automobile dealers in your list 
of retailers. 

Mr. Beckman. You will see in the next statement, sir. The next 
table. 

Senator Bennetr. Thank you. 

Mr. Beckman. This next table, table 10, is based on my material 
which I just received from my good friend in the Internal Revenue 
Service who is the Director of the Statistical Division. He said he 
sent me a copy right hot off the press of material which was never 
made available to the public. This is the first year. 

That is material, data, on business proprietorships and partnerships. 
Up to now all the data we had about businesses were on corporations, 
the rest of. them appeared with the individual income tax returns. 

On the basis of that I prepared table 10, and there they had auto- 
motive dealers. But this information is available only for 1 year, 
1957-58. 

If you want it for the record, I can show you the letter I received 
from the Director of the Statistical Division showing this is the first 
time that that information was available. And it shows that they had 
1,805,000 retailers of the noncorporate type. And if you add the 
167,000 retailers of the corporate type shown on table 9, then you have 
pretty close to a couple million retailers. 

Here it shows that automotive dealers as a percentage of sales had 
net profit in 1957-58 of 2.2 percent of sales. But here is the rub: 

They actually lost money because this 2.2 percent includes compensa- 
tion in the form of salaries of proprietors and partners. All of the 
data for partnerships and proprietorships include the compensation 
of the proprietors and partners, whereas in the corporate enterprises 
that is part of expense. 

So if you included that you would find a deficit for automotive deal- 
ers, and you would find all the other percentages considerably reduced 
if you make them comparable to what I have in table 9. 

The conclusion, of course, is obvious. Where are the net profits if 
they have taken advantage of the situation or whatever they did! 
They have not been earning any money, or very, very little. It is not 
reflected in any extraordinary earnings. 

Then I did something else which I thought you might be interested 
in with special reference to the bill under consideration. 
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Table 11 was prepared from survey data by Dun & Bradstreet. I 
included as many lines of business for which I had the information 
and in which I felt people were buying on credit. 

For example, there are other lines ‘of business covered like bakeries. 
We know the credit business there is insignificant or none at all, so I 
did not have it here. 

But I covered all the stores, all the types of stores that I felt would 
be sellmg on credit, either charge account or installment, revolving, 
or what not. And here is what I find: For all the stores included in 
these samples—of course, these are sample studies so you may take 
them for what they are worth. Dun & Bradstreet think they are 
pretty good. Businessmen think they are pretty good as a guide. 
Chey were made during the years 19: 54, 1955, and 1956, two of them in 
1953. 

Here is what we find: For all the stores the net profit percentage 
varied from 2 percent of sales or 114 percent of sales to installment 
credit. jewelry where it went up to 5.8. Outside of that, all the rest 
were under 4 percent and usually about 2 or 3. 

But. here is the interesting thing. Let me give you an illustration, 
gentlemen. Take family clothing : stores in that table. All the stores, 
the 192 stores covered in the survey, had a net profit of 2.7 percent of 
sales. Some of the stores sold only for cash. What was their net 
profit? 2.7 percent. Those stores which sold 

Senator Bennett. I am afraid you are on the wrong line, Dr. Beck- 
man. Family clothing stores had a profit of 2.4 percent. in all stores. 

Mr. Beckman. Lhave2.7. Maybe that was copied wrong. 

Senator Bennerr. The 2.7 is above for cameras and photographic 
supplies. 

Mr. Beckman. 2.4 percent is for cameras. 

Senator Bennert. My copy says—— 

Mr. Beckman. Maybe it was copied wrong. That thing was just 
copied. I have the correct table. 

Senator Bennerr. These figures were reversed ? 

Mr. Beckman. I have the correct table. 

Family clothing stores. A study was made in 1956 that covered 
192 stores.. For all stores, the net profit was 2.7 percent. No cred- 
it—for those that did not sell for credit—it was 2.7. Those whose 
business was under 20 percent on credit had a profit of 3.5 percent. 
And those whose business was over 20 percent on credit had a profit 
of 2 percent. 

Less profit to the stores selling on credit than to those who sold for 
cash. 

That is shown in several other types of stores. 

So as to credit business you might ask me a question legitimately, 
“Why do they sell on credit?” Well, it increases their volume. And 
you will find that the stores selling on credit are probably twice as 
large. So even though they get a smaller percentage of profit on 
sales, it is the total amount of profit that is significant to them. Of 
course, that is what they are after. As an economist, Senator Doug- 
las, you will appreciate their thinking on that score. 

But that has been borne out all the way through this analysis. 
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The next point is asking ourselves what are the sectors of the con- 
sumer credit picture in which legislation of the type proposed might 
be most useful. For that purpose I prepared chart VII and, of 
course, I have the data in table 12 using Federal Reserve statistics. 
I used the first year for which such information was available. 

By the way, when they revised the figures the 1947 figures were re- 
vised only in totals but not for components. So 1948 was the first 
year for which I had revised data of this kind. 

I wanted to include 1955 because it is that big year about which 
there is a lot of discussion and controversy. I wanted to include the 
last year, 1959, the most recent experience. 

And then I took a year in between maybe to balance the chart or 
for whatever reason. 

This chart shows roughly this: That if you take the consumer credit 
installment dollar owed in, let’s say 1959, you will find less than 43 
percent—42.80 percent—is in the form of automobile paper. Other 
consumer goods paper is 25.20 percent. Repair and modernization 
loans, 6.85 percent. And personal loans are 25.15 percent. 

Then I thought I ought to analyze each segment and see whether 
there is a need for the type of legislation which is under consideration. 

Take for example the automobile paper, that segment, which repre- 
sents over 42 percent of the total. I think that information was 
handled this morning, and I used the same source for the table which 
I prepared, table 13. 

My good friend, Dr. Tom Rogers, who is heading up the organi- 
zation, is very meticulous in his research, and he has been doing this 
work for years. I have his information, and I know it is the same 
table that was prepared and on which Senator Douglas commented 
so favorably this morning—prepared for the Federal Reserve Board, 
the same source. I have that publication here with me. 

I find on the basis of what we now know there are 31 States which 
have special laws for disclosures on automobile paper. And these 
31 States comprise over 73 percent of the population. Of course, 
I had to use the 1950 census for that purpose, because the new one 
is not available as yet. But the proportion I think would be approx- 
imately the same. 

So we have 31 States with 73 percent of the population having 
special laws. And not a single one of them, not even including Wis- 
consin, Senator Proxmire, specifies an expression as a simple rate 
per annum interest. They are all dealing in amounts. They ask 
for full disclosures, the detail 

Senator Proxmirr. At this point would the chairman permit me 
to insert in the record the provisions in the Wisconsin law with rela- 
tion to this and indicate the practice also in Wisconsin? Because it 
is my understanding, which could be in error, that in some respects 
we do require a simple annual rate of interest with reference to our 
small loan laws particularly. 

Mr. Beckman. I am not arguing with you. I will be the last per- 
son to argue with a Senator or a C ongressman. 

Senator Doveras. Without objection it will be inserted. 

(The information referred to follows :) 
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WISCONSIN SMALL LOAN LAW 
* * * * * * * 
214.18 Duties to borrowers. 

Every licensee shall: 

(1) Deliver to the borrower at the time any loan is made a statement in the 
English language showing in clear and distinct terms the amount and rate of 
the loan and of its maturity, the nature of the security, if any, for the loan, 
the name and address of the borrower and of the licensee, and the agreed rate of 


interest or charge per annum clearly and plainly expressed as nearly as such 
rate of interest or charge will permit; 


* * * * * * * 


Mr. Beckman. But do you know what the percentage is in Wis- 
consin? Of course, I do not expect you to know all these things. 

Senator Proxmire. What the limit is? 

Mr. Beckman. Two and a half percent on the first $100 in case of 
personal loans, consumer loans; 214 percent on the first $100, 2 percent 
on the second $100, and 1 percent a month on any amount in excess 
of $200. That is the law in Wisconsin. So there is no 36 percent in 
Wisconsin. 

Senator Proxmire. No, I am talking about something else. What 


. . . . > . 
I am talking about is the requirement that the simple annual interest 


rates with small loans to be stated on the 

Mr. Beckman. Only on a per month basis. 

Senator Proxmire. The annual rate. 

Mr. Becxman. I have never seen it. 

Senator Proxmire. We differ on it, and if I am wrong 

Mr. Beckman. We have some experts here who know that business 
pretty well, so that is not a question of any importance. 

Now, t hen, here we have these 31 States, 73 percent of the popula- 
tion, having these laws providing for disclosures. Then look at the 
recency of the enactment of many of them. ‘To me it means that many 
others are going to come in ‘because so many of them have come in 
recently. 

Then the other thing you will find in this table is the number of 
amendments that have been made in these law s, which means, just 
like in the physical sciences, they are experimenting. We are experi- 
menting to find out what is the best way of protecting the consumers. 
And apparently the legislatures in the 31 States are not in complete 
100 percent agreement and they are still feeling their way. But 
more and more of them are coming in, and I feel that is one area that 
is pretty well taken care of. 

Senator Proxmire. Mr. Chairman ? 

Senator Dovetas. Go ahead. 

Senator Proxmire. If the witness would yield at this point so I 
could pat in the record now the reference to the statutes which require 
what I said they require. The Wisconsin consumer credit laws re- 
quiring disclosure of interest and finance charges, chapter 214, which 
covers small loans of less than $300, section 214. 13(1) requires that 
each licensee shall deliver to the borrower at the time any loan is 
made a statement in the English language showing in clear and dis- 
tinct terms the amount and the date of the loan and of its maturity, 
the nature of the security if any for the loan, the name and address 
of the borrower and of the licensee, and the agreed rate of interest 
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or charge per annum clearly and plainly expressed as nearly as such | ) 
rate of interest or charge will permit. Iv 
Mr. Beckman. If that is what the law says, I will have to abide by bel; 

it. Sta 
Senator Bennerr. May I make an observation? As I listened to mal 
that language, it gives the seller an alternative. He can show the s 
‘ate of interest or he can show the charge, and the charge may be, I whi 
assume, stated as a single figure. d 
Senator ProxMire. May I simply say the way this law is admin- an 
istered the monthly rate is put down and then, in parentheses, the law con 
requires the annual rate. S 
The authority for this is John W. Reynolds, attorney general, State N 
of Wisconsin, by Roger Tulane, assistant attorney general. And, of don 
course, he is the : authori ity on Wisconsin laws. S 
Mr. Beckman. I studied the laws of Wisconsin at the time I testi- N 
fied on behalf of the attorney general of the State of Ohio in support law 
of the retail installment sales act, and we found there nothing contrary beet 
to what we had in Ohio. We thought they had some very “good law. foll 
Senator Proxmire. I agree with you. by t 
Mr. Beckman. So I will agree with you, but that percentage has not! 
never come up in all the discussions we have had. max 
Senator Proxmire. In many ways you know we are leading the ann 
pack. Maybe I should not mention this, but we had an income tax 49 s 
2 years before the Federal Government did. tern 
‘Mr. Beckman. Let’s take the next segment. Take the personal I 
loans. Lets work around that way. On personal loans, 38 percent. S 
If you take the personal loans which make up about one-fourth of Stat 
the total consumer dollar owed, and let’s divide it up into three parts. M 
Thirty-eight percent of that is in the hands of personal finance com- Ss 
panies. That is according to the Federal Reserve figures. You can M 
check them for 1959. Of the personal loans, 38 percent are in the S 
hands of finance companies. These finance companies all operate Sait 
under laws which we have in 42 States, which are very, very specific. M 
I get their annual reports and know just what they have to show. % 
They provide a rate per month, but not an annual rate of interest, M 
unless Wisconsin is the exception to that. Se 
Senator Proxmire. If you can cite an authority that can supersede mee 
the attorney general of the State, I will be glad to hear it. M 
Senator Bennett. There isa voice vote on the floor. preh 
Senator Doveias. We will return. i Ta 
(Whereupon the subcommittee recessed for a short time.) £O0C 
Senator Dovetas. There is some uncertainty as to what is happen- | ~ q, 
ing on the floor. We want to give the witnesses the benefit of the M 
doubt, so if you will resume. Se 
I have this question, Dr. Beckman. Do you approve of this State M 
disclosure law ? Se 
Mr. Beckman. Yes, sir. pere 
Senator Doveras. Why do you object to a Federal law that would | ayo 
apply to those States that do not have State disclosure laws, or which Mi 
would apply to certain subjects not covered by State laws? passe 
Mr. Beckman. For a number of reasons, which, of course, will be | jg no 
brought out. I am coming pretty close to the end of my testimony, } jg a , 


so I am not going to take up too much of your time. 
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Senator Dove.ias. That is all right. 

Mr. Beckman. But. to answer your question a little bit in advance, 
I wou.d say, in the first place, I believe in a competitive system. I 
believe in as little intervention by the Federal Government or even 
State governments as possible, just enough to prevent abuses and to 
make the competitive system work. 


Senator Doucias. Would you repeal these laws in those States 
which have them ? 

Mr. Beckman. I would not; but not a single one of them requires 
an expression as to the rate of interest per annum, and I want to 
come to that very shortly. I have had a lot of experience. 

Senator Proxmire. You would repeal the Wisconsin law ? 

Mr. Beckman. I am not sure about the Wisconsin law. Please, I 
don’t want to be put in the position of taking issue with you. 

Senator Proxmire. No. 

Mr. Beckman. I want to study that and to find out whether the 
law—this is the first time I ever heard of all the 42 States, and I have 
been studying them for years, having such a requirement. They all 
follow the uniform small loan law, which was recommended in 1916 
by the Russell Sage Foundation, interested in consumer welfare, and 
nothing else, that provided certain things, and one of them was a 
maximum of a certain percentage per month, never dealt with simple 
annual rates, and as far as I knew, up to now, not a single 1 of the 
42 states, to my knowledge, up to now, has required an expression in 
terms of annual simple rates of interest. 

I have some other objections to it. 

Senator Dovuetas. If I read your table 13 correctly, there are 31 
States which have disclosure laws for automobiles; is that correct.? 

Mr. Beckman. That is right. 

Senator Doveias. And 19 which do not. 

Mr. Beckman. That is right. 

Senator Doveias. The next: column consists of all goods and serv- 
ices, and I assume that these are goods other than automobiles. 

Mr. Beckman. Yes; including automobiles. 

Senator Doua.as. Including? 

Mr. Beckman. Yes. 

Senator Doueias. There are only six listed there. That would 
mean 44 do not. 

Mr. Beckman. No, sir. There are six States which are so com- 
prehensive that they cover all goods and services, even a barber shop, 
a beauty parlor, whereas there is a total of 18 States that cover all 
goods, all goods, and 6 of.those 18 cover all services specifically. 

Senator Doueias. Eighteen cover all goods ¢ 

Mr. Beckman. Eighteen. 

Senator Doveias. Cover all goods? 

Mr. Beckman. They represent 46 percent of the population. 

Senator Doveras. Then it follows that there are 32 States with 54 
percent of the pepulation which do not cover goods other than 
automobiles. 

Mr. Beckman. Except for this; 11 of the 18 State laws have been 
passed since 1956. Eleven of the eighteen, In other words, the thing 
isnow for States to come along and provide that regulation, and there 
isa difference from State to State, depending upon the local cireum- 
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stances, and they all provide maximum amounts and disclosures in 
amounts that can be easily understood, so that is quite different. 

Senator Proxmme (presiding). You may proceed. The chairman 
has been called away. He will be back shortly. 

Mr. Beckman. | understand the Wisconsin statute applies to in- 
stallment loans as distinguished from installment credit sales. 

Senator Proxmire. That is exactly my point. It doesn’t apply 
across the board, It is applied in a limited way. 

Mr. Beckman. To loans. 

Senator Proxmire. That is right. 

ee BreckMaANn. We always learn. 

I said of this personal loan part, 38 percent is in the hands of per- 
sonal finance companies, which are already pretty well regulated by 
the statutes of 42 States, requiring disclosure on a monthly basis, 
and 32 percent is in the hands of credit unions which operate either 
under a Federal or State charter, in which the rate is stated, and, 
by the way, I might make this comment. After listening this morn- 
ing to the witness on credit unions, which I have studied, of course, 
as part of my work, if I operated a business and I could get my rent 
free and my help free and heat and light free, and no risk involved 
at all, because the money is taken off from the people who work for 
me and pay little for the money which I get, I could operate on 12 
percent and also make a profit. So the comparison is just not sound. 

Senator Proxmire. May I say at this point there is no attempt to 
limit rates at all. This is simply disclosure. I am not passing judg- 
ree on the notion of whether you should have a 12 percent limit 

>an 18 pércent limit. 

» Mr. Beckman. It is an indirect regulation. Here is a credit union 
that comes along with 12 percent, and here is a bona fide enterprise 
that has to pay “for all these things and asks for 24 percent. It is a 
regulating feature. To borrow from the credit union, you have to 
be a member. 

Senator Proxmire. You would not oppose the right of the credit 
union to have an advantage, would you ? 

Mr. Beckman. Except by Federal law. As a taxpayer I would 
very much oppose anything that might cause an insinuation on the 
part of the possible borrower. 

Senator Proxmire. The only insinuation we are making is that 
the borrower have some idea of how much he is paying. 

Mr. Beckman. He knows the amount. 

Senator Proxmrire. If he knows how much he is paying, why should 
we be afraid of letting credit unions and other commercial credit 
agencies 

Mr. Beckman. I will explain it very shortly, if I may. 

Senator Proxmire. Go right ahead. 

Mr. Beckman. Some 38 percent of the 25 is out; 32 percent by 

credit unions is out. So what do you have left? Thirty percent. A 
certain amount of that 30 percent is by industrial banks. There are 
17 States with laws regulating industrial banks. The remainder is 
in commercial banks, and that is the only place in the personal loan 
field where there may possibly be any need whatsoever for requiring 
them to disclose the amount of the charge or the percentage per an- 
num, if you so wish. The only part in that whole segment of personal 
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loans, commercial banks, because they are not now regulated in that 
aspect of the business, as Mr. Martin pointed out this morning, for 
that particular purpose. 

Senator Proxmire. Are you saying that there are abuses ? 

Mr. Beckman. No. 

Senator Proxmire. By the commercial banks? 

Mr. Beckman. No. 

Senator Proxmire. Why should you discriminate ? 

Mr. Beckman. I am not discriminating. I don’t want to discrimi- 
nate against anybody. What I am saying is that that is the only part 
where there is no State regulation asking them to disclose the amount 
of the charge or the rate of charge, as the case may be. In case of 
personal finance companies, they have to give the rate of charge, but on 
a monthly basis. 

Senator Proxmire. No. 1, State laws apply to commercial banks, do 
they not ? 

Mr. Beckman. Not to installment credit. 

Senator Proxmire. No. 2, isn’t it true that there are some States 
that don’t have disclosure laws, don’t have these credit restrictions? 

Mr. Beckman. Commercial banks are not governed even in the 
States which have laws. 

Senator Proxmire. My point is that there are some States in which 
we don’t have this present protection. 

Mr. Beckman. Seta to 25 percent of the population, and I 
think it will be no time when we have that insofar as automobile sales 
are concerned, judging by the development of the last 3 or 4 years, 
the same would be true of other Sata tliat sales acts which are now 
effective in 18 States, 11 of which have been passed since 1956. 

Senator Proxmire. Can you give us a forecast of when you expect 
these States to have these laws? 

Mr. Beckman. I don’t expect perfection. I would be satisfied with 
40 States. If 90 percent of the population were covered, I would be 
satisfied. I don’t think there is such a thing as perfection. 

Senator Proxmire. Then you would let the other 10 percent suffer ? 

Mr. Beckman. They are not going to suffer. The competition 
is so terrific in the field, as shown by the results in net profits. Why 
aren’t they making huge profits, if they were abusing the people to 
such an extent? 

Senator Proxmire. I will go into the competition point later. Go 
ahead. 

Mr. Beckman I want to go through this. Repair and moderniza- 
tion, that is 6 percent, or so. I think that is out because that is sub- 
ject to certain institutional arrangements, in which the Government 
as quite a hand. We have special regulations about that. So the 
only thing we have left over are the other consumer goods, accounting 
for about another fourth of the consumer dollars owed, and there, as 
I already said, are 18 States with 47 percent of the population already 
having rules and regulations or laws pertaining to ean. And I think 
more of them are going to have them. 

The interesting thing is that not a single one of the 18 States ever 
specified that the charge should be expressed as an annual rate of in- 
terest, for two good reasons. One is that it isn’t interest, as I will 








304 CONSUMER CREDIT LABELING BILL 


prove to you, I believe. It isn’t interest at all; and secondly, it can’t 
be done, and I will prove that, I hope. 

So I am getting to three conclusions. One of them is that the pro- 
posed legislation seems unnecessary, and unduly burdensome on small 
business. In most places we already have State legislation, and we 
are likely to have some in the remaining States, in ‘most of them, so 
there is no urgent need for it. 

And the interesting thing is that many of these abuses, I don’t 
know how many you have heard about, come from States that already 
have laws against those abuses. W hat reason do we have to believe 
that another law is going to make it better? That is why we have 
penitentiaries. There are laws against what those people are doing, 
but they are still filling them. 

Senator Proxmire. You are not suggesting that we would be better 
off without the law ? 

Mr. Beckman. I am saying that a law wouldn't do the trick, not 
just another law. We ought to enforce the ones we have. 

Senator Proxmire. You wouldn't suggest that we do without laws 
against fraud ? 

Mr. Beckman. No; I wouldn't suggest laws against immorality 
or fraud or anything else. I want laws that will make our competi- 
tive system work with its abuses, and let the competitive system take 
care of the abuses, and those who abuse it will fail. 

Senator Proxmire. Fraud and deception 

Mr. Beckman. Are punishable at the present time. 

Senator Proxmire. They are an abuse that the Government for 50 
years has been trying to do something about. 

Mr. Beckman. The Federal Trade Commission has power over that 
right now. 

Senator Proxmire. That is exactly our point. 

Mr. Beckman. They can do it if they want to. 

Senator Proxmire. They have in many, many areas, including the 
food industry. 

Mr. Beckman. In credit they can do it. 

Senator Proxmire. Why not have it in the credit industry ? 

Mr. Beckman. They have that law. They can do it. 

Senator Proxmire. In a way that will make it meaningful to the 
borrower ? 

Mr. BeckMAN. Wait a minute, Senator. You are trying to put in 
a specific way in which it should be done. The Federal Trade Com- 
mission has taken action against General Motors Acceptance Corp. 
and a number of others for saying they are selling at 6 percent inter- 
est, when the actual effective rate is 11 percent; and they said you 
must specify in print of the same size that it is not an annual rate, and 
they have that power right now. 

Senator Proxmiee. All the Federal Trade Commission can do under 
the law now is see they do not advertise the annual rate. They can’t 
require them to tell the truth, but they can keep them from telling an 
untruth. That is the difference. All the General Motors Accept- 
ance Corp. need do is give it on a monthly basis. That doesn’t tell the 
story, anyway. 

Mr. Beckman. Do you mind waiting 5 minutes? 

Senator Proxmire. All right. 
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Mr, BeckMAn. Thank you for the courtesy. 

In order to protect a small segment of the consumer credit public 
not now covered, I am convinced an undue burden would be imposed 
on small businessmen. Of the 2 million retailers we have in the 
United States, according to the Internal Revenue Service, 90 percent 
are proprietorships and partnerships. In 1948, which unfortunately 
is the last year when the Bureau of the Census, of the Department of 
Commerce, made a study in connection with its census of retailers 
selling on credit 1,638,524 analyzed their sales by cash and credit. 
The rest of them didn’t. A certain percentage of the number, 544,514 
sold on credit as well as for cash; 30 percent of these were noncor- 
porate, they were small inainiaaee: 3 (2 percent of them had a business 
volume of less than $100,000. I say that this would place an impossi- 
ble burden on them to try, first, to determine the total finance charge 
and then convert it into a ‘simple annual rate. 

I developed one of those formulas back in 1925-26, and I have been 
using it ever since, for converting a nominal rate into an effective 
rate. That formula is now in two of my books, which are used as 
textbooks. And I am having more trouble with college students— 
seniors and graduates—to use that formula, and more of them are 
flunking it on examinations than you could possibly imagine. 

The thing is so difficult that in 1957 the Household Finance Corp. 
decided to issue a consumer credit cost calculator. I have a copy of it 
here. This was for the purpose of enabling businesses who have some 
sophistication in the field to convert it from one to another. 

They have five steps in the process. And in connection with that, 
you have to use a chart, and they have a number of ex: unples showing 
the difficulty. I want to teach my students, so they won't have to have 
a chart, so their knowledge will be here, in their heads. 
they lose their notes, they will still have an education. 

But it has been a most difficult thing. And I find businessmen, I 
would say of the 544,000 ret tailers selling on credit in 1948, and the 
number is much larger now, and the service establishments selling on 
credit, I would venture to say that over 95 percent don’t know how to 
do it, and you couldn’t teach it to them, unless you gave them a course 
over an extended period of time, and if you have the thing enacted into 
law requiring them to do it, the result will be for the finance charge 
to go “underground.” They will price the merchandise, and they will 
say, “We are not having a finance charge,” or they will somehow try 
to get around it and the chiselers are going to benefit rather than the 
consumer benefiting from it. 

The second conclusion is that the finance charge expressed in terms 
of simple annual interest is misleading for four seasons. 

First, it assumes that the charge is “for interest, and, if I may refer 
you to the Joint Economic Report on page 34, you will find that that 
was the thinking of the Joint Economic Committee, that it is a charge 
for interest. Here isa paragraph that says: 


So even if 


One of our major problems is that when individuals borrow— 
not buy goods on credit— 
they have no specific knowledge of the cost to them of the financing. Rates ex- 
pressed in monthly terms, discount service charges, and interest charges, based 


on the principal instead of the unpaid balance, grossly underestimate the 
amount which consumers pay for their loans. 
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Mind you, loans, not sales, or purchases. 

“In addition, the terms are often hidden,” and so on. 

In other words, the whole concept of interest has arisen in connec- 
tion with the use of money. That isn’t true at all in credit, in the 
credit business. 

I have a table, No. 14, and a chart VIII, that will be the last chart, 
and this doesn’t tell the whole story. This is taking a department store 
doing about $15 million of business, and a specialty store doing about 
$2.5 million in business. Only certain costs have been analyzed, not 
all. For example these costs do not include rent, heat, light, deprecia- 
tion, credit sales promotion, and any number of other expenses. 

Senator Proxmire. You also do not show the profit and loss. 

Mr. Beckman. No. This is the cost. 

Senator Proxmire. You don’t have any computation showing the 
difference between the receipts ? 

Mr. Beckman. Bad debts are included. 

Senator Proxmire. I am not talking about that. 

Mr. Beckman. I am talking about the loss or profit they made. 

There was no information on that. This was taken from a Harvard 
publication, and the rest, then, I applied my technique to the use of 
the thing, but the information is there. 

Take the department store, imputed interest. This includes not 
only interest on borrowed capital to finance the receivables, it also 
includes interest on your own investment, net worth, and at probably 
a pretty good rate, and the payroll, bad debts, and all other expenses, 
you find the interest there was less than a third of the total, and in 
the case of the specialty store was less than a fourth, and my conclu- 
sion is, if all credit costs had been included, the interest would have 
been much less than one-fourth; and yet we want to apply the con- 
cept which grew up in connection with the use of money, and which 
we call interest. We want to apply that to all those other things that 
have nothing to do with interest. 

Senator Proxmire. If you will yield at this point I wonder if I can 
make sure I understand you. You are saying in this chart that in the 
case of a department store with sales of $15 million, the only real in- 
terest item is imputed interest or less than one-third ? 

Mr. Beckman. That is right. 

Senator Proxmire. You are saying the payroll is 34.8 percent and 
bad debts are 12.4. All others are 20.5. And the same of distribution 
obtains for the specialty store. 

Therefore, to ask for an annual rate would be asking for a figure 
which wouldn’t be an annual interest rate, because it leaves out many 
important elements. Is that correct? 

Mr. Beckman. It would include only a small portion of that total. 
The rest would be a finance charge. 

Senator Proxmrre. Isn’t it true that every bank has exactly the 
same problem? They have to pay at least for their time deposits, 
they have a cost on some of the money that they have. Certainly a 
savings and loan association has this kind of a problem. They pay 
dividends, the equivalent of interest, to their depositors. They have 
to charge their payroll, they have to charge their heat, light, depre- 
ciation, promotion, insurance, and advertising. They have to charge 
all of this in computing the interest that they charge the borrower 
who borrows from them. 
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Why is there anything wrong, except perhaps in some kind of 
semantics, in requiring them to call this an interest charge and label- 
ing it as such? 

Mr. Beckman. Yes. I don’t think the comparison is quite fair. 

Senator Proxmire. Why? 

Mr. Beckman. In the tir st place, the banks, as they have grown up, 
as commercial banks, they were dealing in money on a wholesale basis. 
An average loan would run into considerable amounts, quite a few 
thousand dollars. 

Senator Proxmire. It is a difference in degree, not in kind. There 
is nota single cost here that the bank doesn’t have also. 

Mr. Beckman. Yes, there are. The money has been obtained from 
depositors for nothing. I don’t know the time that I have gotten 
anything for any of my deposits, and I have maintained a ‘fairly 
decent deposit. 

Senator Proxmire. In our State you will find in the small banks, at 
least, that about two-thirds of the deposits are time deposits, and they 
pay interest on them. 

Mr. Beckman. It is very small. That is not a common thing in 
commercial banks. 

Senator Proxmrre. It is not a big bank. It is not Chase of New 
York or the Bank of America. 

Mr. Beckman. The banks in Columbus, the Huntington, the Ohio 
National, the City National, haven’t paid a cent on deposits for years 
and years. They are vetting somebody else’s money. 

Senator Proxaire. How about time deposits? 

Mr. Beckman. That is a relatively small part of the total. We can 
compare from the Federal Reserve Bulletin the time deposits com- 
pared to the demand deposits. They get the money for nothing or 
almost next to nothing, and they are dealing in large quantities and, 
as far as the savings and loans are concerned, isn't there a certain 
minimum charge that they make when they make a loan? Don't 
they require a certain unit to cover some of their costs, $50, $500, on 
a mortgage, besides the rate ? 

Senator Proxmire. Of course, it varies. 

Mr. Beckman. Sure, they do. And I don’t think in this case, if 
I may, I have this statement, what the finance charge must. cover 
in this case. 

I will resume my statement. I have to go tothis one. 

“What the finance charge must cover are all the expenses connected 
with credit investigation’ —_here is something that a bank doesn’t have, 
by the way—“collection”— 

Somebody this morning, one witness said, “Why don’t you go and 
borrow from the bank?” He forgot that the risks that the banks 
choose are of a different kind. 

Senator Proxmire. You will agree that the banks are in the con- 
sumer credit field ? 

Mr. Beckman. They do not have some of these. They don’t have 
repossession. 

Senator Proxmire. They certainly do, if they make an automobile 
loan. 

Mr. Beckman. They do not take repossessions. 
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Senator Proxmire. They have to make arrangements that involve 
cost. 

Mr. Beckman. They have to make arrangements with somebody 
else. Reconditioning—they don’t have. Reselling. In addition, 
they must cover such items as those which the bank may have, but 
when you operate on a wholesale basis—— 

Senator Proxmire. May I at this point call your attention to the 
fact that according to the latest index of the Federal Reserve Bulletin, 
the largest holder “by far of consumer credit. is the commercial banks, 
with $15 billion. They have all of the costs involved in commercial 
credit, operations. 

Mr. Beckman. Insofar as—I haven't analyzed that total. Of 
course, vou know what the banks charge. 

Senator Proxmire. This is installment credit by holders, on page 
310 of the Federal Reserve Bulletin, and it shows that the Federal 
banks hold $15 billion of installment credit. Therefore, they have, 
in handling this, every one of these items that you list. here. 

Mr. Beckman. No, when they buy—you mean they discount paper, 
and in that $15 billion there is a lot of paper discounted for finance 
companies, and for dealers. 

Senator Proxmire. I am talking about the retail business itself. 

Mr. Beckman. This is not direct to the consumers. 

Senator Bennett. I am sure, Senator, the $15 billion includes all 
the discount paper. 

Senator Proxmire. Iam sure it does. 

Senator Bennerv. In that case, they have none of these things. 

Senator Proxmtrr. In the case of the paper, that is correct, but it 
also includes a great deal of retail business done by the bank. 

Senator Bennett. I would think their retail business is a very tiny 
part of their wholesale business. 

Mr. Beckman. Let’s look at the next page, installment credit held 
by commercial banks. I have the February issue; the March issue 
just came to me before I left for Washington, so I didn’t want to 
bother with it. You will find that total installment credit for 1959, 
and that was at the end of 1959, was $14,922 million, of which much 
automobile paper was purchased from others. They didn’t go through 
all the work of investigation, and so on, bookkeeping. The amount 
purchased from others was $4,798 million. Direct was only $2.5 bil- 
lion. Other consumer paper 

Senator Proxmire. You have $2.5 billion direct. My point is that 
they do have this kind of expense. 

Mr. Beckman. What is the rate they charge? I figure their rate 
around 17 percent. 

Senator Proxmire. I am not saying their rate is too high. IT am 
not talking about the rate. I am simply saying, when they charge 
this, it is considered by most of us to be interest. While they have to 
cover all of their costs including the interest, it is not pure interest. 
Nevertheless, they have to cover these costs which you say are exclu- 
sively the costs of the retailer. 

Mr. Beckman. Would you mind if I finish my four reasons why 
I think it is wrong, because I think we are a little bit ahead of the 
game. 

Senator Proxmire. All right, go ahead. 





) 
I tl 
mo) 


\ 
i 


the 
or | 
all 
buy 
anc 
in | 
ett 
tra 
for 
I 
tab 
war 
whe 
is. 
pro 
= 
bee 
shi 
tall 
sho 
I 
to : 
the: 
the: 
\ 
asst 
tha 
the 
sma 
for 
ame 
var 
any 
the 
tlen 
per 
mot 
1 
som 
myt 
that 
As 
that 
in a 
rate 
perc 
LI 
fou: 


at 
te 


m 
re 
to 
st. 


hv 
he 


CONSUMER CREDIT LABELING BILL 309 


Mr. Beckman. The first reason is it assumes that it is interest, and 
I think only a small part of it is interest, as payment for the use of 
money which has also been the concept. 

Second, it assumes that all credit transactions are identical. What 
the consumer really buys when he goes to a store to buy a refrigerator 

a television set on credit—the consumer is not buying a box with 
all sorts of wires in it and contraptions and whatnot, the consumer is 
buying a bundle of utilities. In economics, we call it economic values, 
and these economic values that a consumer buys are priced differently 
in the mind of the consumer, depending upon how much time and 
effort he must spend in making the purchase, the flexibility of the con- 
tract, the manner in which complaints and adjustments are handled 
for him, the way he is treated when he falls behind in a payment. 

In other words, the consumer is not buying, as when I am buying a 
table, 1 am not buying a table, I am buying the use of the thing, the 
way I want it, how I want it, the economic values; and, by the way, 
when we think of gross national product, gentlemen, that is what it 
is. It is the total sum of goods and services or all economic values 
produced during the year. 

So when the consumer buys in one store instead of another, it is 
because the consumer like the atmosphere better, he likes the salesman- 
ship better, a likes the way he has a returned-goods privilege. We 
talked about caveat emptor this morning. I think it is high time we 
should start t caus about caveat vendor. 

Look at the returned-goods percentage. Some people return goods 
to a store from which they never bought them, and the store accepts 
them because they consider the consumer is right, and he is given all 
these privileges. Why? Because of competition. 

We are assuming, first, that there is a charge for interest. We are 
assuming that all credit transactions are identical. We are assuming 
that all credit transactions have the same cost. As a matter of fact, 
the cost varies with the degree of risk, with the size involved, and the 
small-loan laws, even your Wisconsin law, recognize it—21% percent 
for the first 100; 2 percent for the second 100; 1 percent for any 
amount thereafter, because the costs do vary with the size. They 
vary with the type of credit, whether it is revolving, charge account, or 
any other kind. They vary with the time of the business cycle, with 
the section of the country, with the type of the product and, yes, gen- 
tlemen, whether the product is new or used. There is a different 
percentage charged on a new car than on a used car, because there is 
more risk involved. 

Then, finally, the fourth reason, as far as interest is concerned, 
somehow over the years there has grown up acertain myth. We think 
mythology belongs to the Greeks. We have it, too. There is a myth 
that interest is 6 percent, that anything over 6 percent is too much. 
As a matter of fact, every State has a law having a legal rate, and 
that legal rate, which is a rate charged in case there is no agreement 
in advance, varies from 4 to 7 percent. But it also has another legal 
rate. We call it a legal contract rate, and that varies from 7 to 12 
percent. 

In one State, I think it is Rhode Island, it is 30 percent. And in 
four States, including Massachusetts, it is unlimited. 
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So, when we talk about rates, 6 percent is all that we can think of. 
You would be interested, Senator, in one thing that happened to me 
just the other day. Our washing machine went bad—as happens in 
most households, something went wrong. And we needed a repair, 
and we called a very reputable concern, because it is a washing ma- 
chine made by one of the finest companies in the United States. A 
man came out and repaired it and left a bill. My wife was upstairs, 
and he didn’t call her down, but just left the bill. 

I came home, and what did I find? That bill said, at the bottom of 
it, “T'wo dollars should be added if, for any reason, the serviceman 
doesn’t collect the money. And if payment is made in 3 days, you 
can deduct $1.” 

Just think how absurd that whole thing is. Here is $1 for a maxi- 
mum of 3 days on an $11.50 bill—$1 on $11.50 is 8.7 percent. How 
many 3 days do we have ina year? Divide 365 by 3, and you have 

Senator Bennett. 121. 

Mr. Beckman. I computed it and it ran to 1,059 percent. Suppose 
that service organization, if this bill should pass—heaven forbid— 
IT am not saying that because I am against the bill. I’m just against 
the thing it stands for. Suppose it should pass. Look what that 
fellow would have to do. He would have to show there, if he could 
figure it, that the charge is 1,059 percent if I pay in 3 days, and if I 
pay in 4 days, it would be $2. That would run into an astronomical 
figure of 3,000 percent. 

“Senator Proxmie. That would be wonderful. 

Mr. Becxman..It is still $1. That is all I am interested in. It 
may be worth to me that amount because I don’t happen to be home, 
don’t happen to have the money just then. It may be worth a dollar. 
Do you know why they said they charge this? I have the bill here. 
I can produce it. It says to cover their costs of bookkeeping. It 

wasn’t for money. I paid that same evening. It doesn’t involve 
money; it involves time. There was no time involved here. 

Senator Proxmire. If this bill passes, it will be a wonderful educa- 
tional process for the lender as well as the consumer. 

Mr. Beckman. Do you want to throw me out of a job? 

Senator Bennetr. Was that figure $2 a standard charge whether 
the bill had been $11.50 or $150 ? 

Mr. Beckman. That is right, or whether it had been $2. 

Senator Bennett. That was printed. 

Mr. Beckman. Printed on the bottom of the bill. I have it here. 
The $2 just to cover that bookkeeping cost. 

Senator Bennett. Under the terms of the bill, the repairman who 
left. that bill would have had to stop and figure out that rate of in- 
terest before he left. the bill. 

Mr. Beckman. That is right. 

Senator Proxmire. And you can see what a lot of fun the ordinary 
television repairman would have if he had that printed on the bottom 
of every invoice slip and had to figure it out for every bill for every 
customer. 

Mr. Beckman. He couldn’t do that. 

Senator Proxmtre. If he had to make that kind of a disclosure, he 
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Mr. Beckman. I don’t know if they still have their expense. My 
wife told me, “Don’t raise any questions, because we won't be able to 
get service next time.” He still has to have it because he has that 
cost. 

Senator Proxmire. That is another problem. 

Mr. Beckman. Let me read just the conclusion, which is only 
page. 

As an educator it would indeed be unseemly for me to go on record 
as opposing knowledge and the promotion of truth in anything. 
After all, the major functions of a university are to search for the 
truth and to teach it. The question is what kind of truth is involved, 
how necessary it is, and what price must be paid for it. 

That the consumer is often ignorant about the finance charges on 
installment credit transactions in terms of simple annual interest, and 
I underscore that, is readily acknowledged. I don’t argue that point. 
He does not, however, possess a monopoly on such ignorance. The 
same is true of many businessmen who might be expect ted to be knowl: 
edgeable in this regard. How many businessmen or other intelligent 
citizens, for example, know what percentage of all new, used, or both 
new and used passenger cars is sold on installment credit? This has 
been tried on many sophisticated audiences and all of them invariably 
had the idea that over 90 percent or more than 95 percent would be the 
correct percentage when as a matter of fact it has been for some years 
around 60 percent. 

The question is whether lack of such knowledge is harmful to con- 
sumers to such an extent that it has an adverse effect on our economy 
and on the major objectives of full employment, economic stability, 
and essential economic growth. That there is no proof for any such 
assumptions has been amply revealed by the foregoing discussion. 
Moreover, there is no area of economic activity in which workable 
competition has been more effective than in retailing and in financing 
consumer’ purchases. The very large number of sellers and lenders 
in this sector of the economy insures that. Finally, the proposed legis- 
lation is not of the same essence as the several fabrics acts adminis- 
tered by the Federal Trade Commission where the main objectives of 
the required disclosures are to avoid misrepresentation and to protect 
consumers against false and misleading advertising and against mis- 
branding, a power which the Commission already “has, and has used 
at times, over similar abuses in the field of consumer installment credit. 
To achieve the questionable benefits, a tremendous price will have to 
be paid, first, by turning over to a Federal agency more power than 
has ever been delegated < over such a large segment of business except 
perhaps in time of war; and second, by : subjecting hundreds of thou- 
sands of small business enterprises to rules and regulations which 
probably cannot be enforced anyway. Is it worth the price? From 
the standpoint of its effect on workable competition it may well prove 
to be pernicious, instead of the blessing the proponents think it would 
be. 

Senator Proxmire. Senator Bennett, do you want to go ahead ? 

Senator Bennerr. Maybe my questions are more pr operly addressed 
to you, Senator Proxmire. If this bill were law and I were selling on 
credit and I wrote on the invoice to my customer a statement which 
said, “For costs other than interest and extending credit, $4,” or $5, 
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or $10, and then said, “actual interest at 6 percent annual rate,” would 
the law be satisfied ? 

Senator Proxmire. I think the answer to that is on page 2 2 of the 
bill where finance charges are defined, and then on page 3 where it is 
indicated what you do with this item. Page 2, line 17 is: 

Finance charges include charges such as interest, fees, service charges, dis- 
counts, and such other charges as the Board of Governors of the Federal Reserve 
System may by regulation prescribe. 

That is specifically defined on page 3, line 5: 

Setting forth the total amount of the finance charges to be borne by such 
persons in connection with such extension of credit, and stating the percentage 
that such amount bears to the outstanding principal obligation or unpaid 
balance, expressed in terms of simple annual interest. 

So that anything that is not covered by the definition on page 2, line 
17 through 20, could properly be 

Senator Bennerr. So by definition, the bill makes a misstatement. 
The bill says that interest includes service charges, fees, discounts, 
et cetera. It defines all of these things as interest. If this is the truth 
in the sales bill, it seems to me that it starts out on a basis that is not 
true. 

Senator Proxmire. Of course, it is true. I am shocked at the Sen- 
ator from Utah who has had a great deal of experience with banks, 
that he doesn’t realize this is exactly what a bank does. They include 
their payroll and their credit investigation. They include all kinds 
of things in addition to the pure cost of their money. 

Senator Bennerr. There are two things wrong with that, Senator. 
In the first place, the bank has other sources of income than interest. 
If I let my account drop below a certain point, they make a charge. 
If I go in there for a transfer of funds under certain circumstances, 
they make a charge. The bank has many sources of income other than 
interest. And they therefore do not include all of their costs, and 
identify them as interest. 

Senator Proxmire. There is no question that the bank does operate 
at a great advantage. There is no question that some of its money, 
and in the case of some banks, most of its money, requires no interest 
cost. In the case of many other banks, however, the overwhelming 
amount of its money is in time deposits which do require interest 
costs in addition to which they pay for rents, payroll, all of the other 
costs that are necessary for the operation of the bank. The only in- 
come they get is from lending the money they have, at interest. 

Senator Bennerr. But in addition to the process, these people are 
selling merchandise, they are not lending money. They are giving 
the buyer certain privileges with respect to the time when he is going 
to pay for that merchandise. There are many transactions. I sup- 
pose most of the commercial transactions are on open credit line, In 
which interest is never involved. It is never charged. It never shows 
up except occasionally, except as a discount for cash. Would this bill 
require the man who extended credit for 30 days without an interest 
charge to calculate what the interest charge is on that account, on the 
open account ¢ 

Senator Proxmire. No. 

Senator Bennerr. Then you come back to the fact that this par- 
ticular company has had credit investigations. It has had these other 
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charges. It has included them in the price. It is not required to 
show them because it doesn’t set these things forth as a financial 
charge. So it seems to, and I am very sincere about this, and I am 
not completely critical 

Senator Proxmire. Let me interrupt at this point. I think the 
Senator is raising an excellent point that goes to the heart of the bill. 
I think it is extremely important. that we focus our attention on 
finance charges, because I think it is perhaps the most controversial 
and most pertinent part of this whole operation. I think the Senator 
is perfectly correct in taking this time in exploring this. 

Senator Bennerr. In doing that, you are asking the vendor to make 
a statement to his customer which is essentially untrue. You are ask- 
ing him to say that he is charging, as interest, the money he requires 
to recover his costs in credit investigation, in the cost of maintaining a 
credit department. You are also asking him to cover the cost as an 
interest aed to a particular customer of the cost of investigating 
the credit of many customers he turns down. 

Senator Proxmire. May I say at this point, in reply, that I am satis- 
fied with the semantics in this situation, in view of what banks do. 
I wonder if the Senator from Utah would be satisfied—and this would 
be a major change—if on page 3, line 10, instead of “simple annual 
interest,” we said “simple annual rate,” expressed in terms of simple 
annual rate ? 

Senator Bennerr. What other rate would you be talking about as 
interest? Isn’t that a semantic change which doesn’t change the 
meaning ? ‘ 

Senator Proxmire. We are not using the term “interest.” We are 
stating the relationship between the finance charge and the purchase, 
the cost of the purchase. 

Senator Bennert. If you are willing to do that—— 

Senator Proxmire. I don’t say I am willing to do that. Iam ask- 
ing the Senator from Utah if he would be for the bill, if that is done. 

Senator Bennerr. If a man sells an article for $100, and he has a 
finance charge of $10, then he has a triple calculation. This rate is 
10 percent. The total charge, including the finance charge, is $110. 
Of that, his finance charge, when you are talking about rates, shows a 
simple statement that the finance char ge is 10 percent of the total. 

Senator Proxmire. It could be 10,000 percent. It could be 10 
percent, 1 percent. Time is the factor. 

Senator Bennett. Time isnot a factor. Hereisastatement. Here 
is a price. 

Senator Proxmire. I am saying a simple annual rate. 

Senator Bennett. You are coming back to interest again. You 
are coming back to interest and if you are going to stay with in- 
terest—— 

Senator Proxmire. If I can’t satisfy the Senator from Utah by 
either calling it interest or not calling it interest, let me say this: That 
the only way that we can arm the consumer with some way in which 
he can measure, in which he can determine, whether he is being fai~ly 
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paid balance is a relationship that can be standardized. It can very 
quickly be understood by everybody involved and, as has been st: ited 
this morning, it is a rel: ationship ‘that is used in an overwhelming 
number of financial transactions. 

Senator Bennerr. I think the customer would not understand it. I 
think it would so confuse and so involve the process of selling that it 
would break down of its own weight. You have the idea that this 
could be calculated off a very simple chart, all the salesman had to 
have was a little chart, and he read one figure and put it down, Actu- 
ally, there are so many Variations in contracts that it would—well, I 
agree with the witness that, if you were to force that onto mae 
they would be forced to put the finance charge in the price and ss 
“We make no finance charge.” But then turn around and say to the 
man, “If you pay cash tonight, we will give you a trade discount of 
10 percent,” because the ordinary s salesman, faced with this kind of a 
problem, just can’t meet it. You would probably double or treble 
or maybe multiply by 10 times the amount of time it would take to 
write up a sales ticket. 

Mr. Trorra. Senator Bennett, may T speak? 

Iam A. L. Trotta of the National Retail Merchants Association, 
manager of the credit management division. 

I think the point you are bringing out was brought out by Mr. 
Nyborg, the president. of the Association of Better Business Bure: aus, 
when he testified right here, and I quote his testimony, when he said: 

I have a great deal of doubt in my own mind from talking to thousands of 
customers over the years that they are particularly interested in what the so- 
called interest rate isin installment contracts. They are interested in what the 
dollar cost is, and how much it is going to cost them per month to pay the 
balance, which they have obligated themselves for. 

Senator Proxmire. I recall that testimony very, very well, and I 
remember I went after the witness on that, as I recall, and I would like 
to review the colloquy. He had no answer to the question which I 
keep asking witnesses, What kind of a standard of measurement is it, 
if the purchaser is told that his finance charge is $10, when the $10 
applies to a month or 6 months or a year or 36 months? The pur- 
chaser is not armed with any real intelligence, with any real ability, 
to evaluate the fairness of the interest or finance charge, unless he can 
relate it to something of this kind. 

Mr. Trorra. Would he not, in this case, as Dr. Beckman brought 
out, possibly relate it to a figure which by history is established at 
a 6 percent rate? Had this rate been established at 20 percent. there 
would be no problem, and we who are charging 18 percent, would show 
that we are charging a very lowrate. So I think the relationship here 
is what is this concept in the consumer’s mind, so that I think this 
answers your question, Senator Proxmire. 

Senator Proxmire. I want to come to that. I think the bill will 
help us on the 6 percent. Before we do that, Senator Bennett has the 
floor. 

Senator Bennett. I don’t think I want to question Mr. Beckman 
any further. I agree with his analysis of this problem. I come back 
to what I said earlier. I don’t think you are furthering the cause of 
truth when you try to translate credit costs, which are one kind of 
animal, and express them entirely in terms of interest. And I also 
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feel that this is a bill, this is a problem, which belongs at the State 
level and the States are already taking it up. I don’t feel that this 
is a problem that. should be handled at ‘the Federal level, with all the 
attendant. costs of building a tremendous enforcement organization 
to police 2 million businesses, many of them small. 

I was in business during the war, the Korean War, when we had 
price control, and I know what a burden that became for the little 
businessman. They broke down of their own weight, very largely 
because of this. 

During World War IT we had 65,000 people trying to police price 
controls in the United States. In fiscal 1946 we spent $176 million to 
maintain that organization. The population has increased 28 per- 
cent since then, and if you apply that figure, it would take about 83,000 
people to do the same ‘job today. It would require a similar army of 
investigators to administer this bill. You would have to require 
sellers to maintain, to keep their sales slips for an indefinite period of 
time, because they would never know when somebody would come 
along to find out what had been done. People would begin to make 
complaint that they are being charged too much. I just think the 
thing would fall of its own weight. 

I think it would be, as Dr. Beckman has testified, a terrific burden 
on business. I think it is a case of trying to burn down the barn to 
get rid of one or two rats. I think this is too minimal. I agree with 
Senator Douglas that there is a moral issue involved in here, but. I 
don’t think we can get around the moral issue by requiring a statement 
on an invoice that interest inf this case figures at 17.6 percent. 

I am also concerned about what Mr. Trotta said. ‘There is a feel- 
ing that 6 percent interest is legal or moral, and that anything else 
above that is immoral. If the purpose of this is to drive down the in- 
terest. rate to 6 percent, then I agree with Dr. Beckman, you will drive 
it underground, and it will show up in the price of the merchandise. 
Somebody has to pay for these costs, and that can’t be paid for out 
of 6 percent interest on declining balances. 

That is all 1 want to say. 

Senator Proxmire. Dr. Beckman, I am very much impressed by 
your obvious competence and understanding, and by your vast experi- 
ence. I have a clipping here from Who’s Who which goes into some 
detail about your extensive education and your very great experience, 
which is remarkable. You have been an educator and closely associ- 
ated with business for many, many years. I hope that you will under- 
stand the questions I am going to ask are not in the least bit a re- 
flection on that. 

I have asked every witness these questions, and I want to ask them 
of you, too. You are representing what organization ? 

Mr. Beckman. The National Retail Merchants Association, in ap- 
pearing here, but I am representing myself in all the analyses and 
views. 

Senator Proxmire. The National Retail Merchants Association ? 

Mr. Beckman. Yes, sir. 

Senator Proxmire. With what authority do you appear? 

Mr. Beckman. Authorized by the board of directors, through their 
officers. 

Senator Proxmire. They acted ? 
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Mr. Beckman. They retained me. 

Senator Proxmire. And they know the general nature of your posi- 
tion and testimony in this matter? 

Mr. Beckman. I presume so, although I was given pretty much of 
a free hand to see what I could find; but, from all my studies to date, 
I knew that there were a number of things to be challenged in this 
bill, that is on the premises, after studying it a bit. I would never 
commit myself on any consulting case until after I had looked into 
it. Iam different from a lawyer, T don’t ac ‘ept everything that comes 
my way. 

Senator Proxmire. There are lots of lawyers in the Senate. I am 
not a lawyer. 

Mr. Beckman. They should. They are in a different profession. 

Senator Proxmire. They are also careful of the cases they accept. 

Mr. Beckman. Except that every client has a right to be repre- 
sented. In my case it is different. I am an economist. I am a con- 
sultant. I study my cases beforehand, to see whether it is something 
that I can support, or whether it is something I am interested enough 
in to study further; but, frankly, Senator, I didn’t know just what my 
analysis would show; and I was amazed at some of the things myself, 
and my economist colleagues at Ohio State were very much surprised 
when I called their attention to the fact that they always used 14, 
15, 16 percent in relation to disposable personal income to find out 
it wasn’t so, and they agreed with the position I have taken, and they 
were amazed. 

Senator Proxmire. Because you are a professor at Ohio State Uni- 
versity and you dre also representing this organization, I want to 
ask you: Are you paid to represent this organization? 

Mr. Beckman. Certainly. 

Senator Proxmire. You are representing the association as their 
employee in this particular case. I just want to be sure I under- 
stand precisely. 

Mr. Beckman. I have been paid by the Government, too, when act- 
ing as an expert witness for it. 

Senator Proxmire. You are a professor at Ohio State? 

Mr. Beckman. That is right. 

Senator Proxmrre. But you are also retained by the association to 
appear before this committee and at the same time you wholeheartedly 
agree with their position. 

Mr. Beckman. That is right. 

Senator Proxmire. You are a Ph. D.? 

Mr. Beckman. That is right. 

Senator Proxmire. In what field, sir? 

Mr. Beckman. Economics, business or ganization, marketing—credit 
was my doctoral dissertation, as a matter of fact. My first book was 
on credits and collections published in 1924. I received a doctorate 
at the same time, and that was my dissertation. 

Senator Proxmire. You are a doctor of philosophy, which, I know, 
doesn’t imply necessarily that you studied philosophy. 

Mr. Beckman. I did, however. 

Senator Proxmme. What is that? 

Mr. Becxman. I did, just the same. 

Senator Proxmier. That is fine. 
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Mr. Beckman. But I am not a philosopher. 

Senator Proxmire. At any rate, you have studied economic theory ? 

Mr. Beckman. Oh, yes. 

Senator Proxmire. And you have also studied philosophy ? 

Mr. Beckman. That is right. 

Senator Proxmire. I want to ask you this ethical question, as one 
who has studied philosophy and as a distinguished educator. 

Mr. Beckman. Also studied ethics. 

Senator Proxmire. ‘This is to some extent a question of ethics. 

Mr. Beckaan. Not on the basis of premises. ‘The premises and 
assumptions have nothing to do with ethics. They are purely a ques- 
tion of attaining the objectives that have been laid down for the 
United States in the 1946 Employment Act, of having full employ- 
ment, economic stability and reasonable economic growth. Those 
were the real questions. 

The only place where ethics comes in is if unethical practices be- 
come so widespread as to threaten, really threaten, because of their 
big impact on the whole economy, any of those objectives, that the 
ethical considerations become significant, but they are not significant 
in themselves. 

Senator Proxmire. You are a distinguished educator, and you laid 
quite a bit of emphasis on the fact that the function of a university 
and of a scholar and of a professor is to search out the truth. Is that 
not trueé I think you testified to the effect repeatedly in the course 
of your presentation, that both the seller and the buyer are confused 
now on the interest that they ‘pay when they make purchases. 

They do not have such understanding at the present time. 

Mr. BeckmMAn. No. 

Senator Proxmire. They don’t know the truth; isn’t that right / 

Mr. Beckman. They don’t know the truth about a lot of things. 
They don't know how much it costs them to deliver goods, and when 
they make a delivery and make a charge of 50 cents, should we re- 
quire them to express that as an annual rate or some other way 4 

There is no more justification for that than there is for this. Fur- 
thermore, I have been teaching 

Senator Proxmire. May I interrupt at this point? You say they 
wouldn't know about the fairness of a delivery charge. 

Mr. Beckman. That is right. 

Senator Proxmire. I think they might very well know. 

Mr. Beckman. They don't. 

Senator Proxmire. The typical consumer knows a great deal about 
whether he is being charged fairly, when he buys a car, or when he 
pays for a service, whether it is a plumber who comes to his house, 
or a haircut; regardless of what service. He will discuss it in great 
detail, and discuss it quite intelligently in terms of comparison of 
costs and fairness, and so forth. But when he goes into the interest 
charge, he doesn’t know what it is, and what it is related to. 

Mr. Beckman. I hate to disagree with an honorable member of 
a great institution for which I have tremendous admiration and re- 
spect, but I know business, and I dare anybody to prove that many 
businessmen have such an analysis of their costs, and what their gross 
margin is made up of, that they can say specifically the cost of de- 
livery i is so much, 
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For example, let me illustrate. Suppose a store has a delivery 
cost, which is 3 percent of the total sales, but suppose in one year 
it delivers 40 percent of the merchandise, and in another year 35 
percent of the merchandise. What is the real cost‘ That question 
has really come up, on this occasion, when the store had to decide 
whether to maintain its own delivery service or to employ a mer- 
chants’ delivery, which charges so much per package or so much per 
hour. They didn’t know it. They didn’t know any more about it 
until a special study was made. 

Why pick out one small item of a total gross margin and specify 
by law? This simply goes against my grain, because I still believe 
in a competitive system. 

Senator Proxmire. That is exactly why I favor this bill. It seems 
to me it will help competition. It will mean the consumer knows 
what he is getting, just as we have far superior competition when 
we apply the Federal Trade Commission laws, which apply to speei- 
fying exactly what is being sold, so the buyer knows whether what 
he is purchasing does contain the ingredients he expects it to contain. 

Here we have a precisely parallel situation. The greater the un- 
derstanding on the part of the buyer and the seller, the more perfect 
the competition will be. 

Mr. Beckman. No, sir. The proper definition of competition, it 
seems to me, is the attempt of two people to get the same thing. Let’s 
say two sellers, two retailers, each one tries to sell to a certain cus- 
tomer. Each one tries to get the business. Each one tries to attract 
the person to the store, and display the merchandise to the best of 
his ability, to get that business. One gets it, the other one does not, 
at a given time. 

It is competition among people on the same level. There is no 
competition between the store and its customer. Once a customer 
comes in there, the customer has a perfect right. We have consider- 
able freedom and freedom means choice. 

Senator Proxmire. Let me interrupt there. I agree with you 100 
percent. There is no competition between the store and its customer, 
but there is competition between different stores, and there is competi- 
tion between varying purchasers of a different nature, perhaps. But 
between the different stores, there is confusion over whether a finance 
charge is fair, what kind of a credit charge is fair. There is con- 
fusion that puts a premium and an incentive on successfully con- 
fusing the buyer, so he doesn’t really know whether the finance charge 
is fair or is not. 

I am sure that the overwhelming majority of businessmen want 
very much to be honest. and be fair. But any businessman who goes 
out now and tells his automobile customer and others what the simple 
annual interest rate is on the finance charge is committing suicide. 
He couldn’t do that. 

On the other hand, if all the sellers did this, if they were required 
to do this, we would have a situation in which the buyer could be 
informed, and we could have competition based on shopping around 
and based on other elements. 

Mr. Beckman. Assuming, Senator Proxmire, that the sellers are 
not getting rich, as I am convinced they are not, on the basis of all 
the available facts, they couldn’t reduce those finance charges without 
going into bankruptcy. 
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Somebody bandied around the bankruptcy business this morning 
in a very unskilled fashion. There was even some intimation that 
there is such a thing as State bankruptcy. There isn’t. We have 
State insolvency laws, but, as you know, the Federal B: ankruptey Act 
supersedes them all, ‘and there is hardly anybody who gets into a 
State insolvency Pen so the bankruptcy figures are bona fide 
figures, fairly complete figures on that score. 

That is beside the point. There is considerable misunderstanding, 
if you made a study of consumer motivation, and I have seen a lot 
of them made by psychologists and others, we are all interested in 
what makes consumers really do that which they are doing. You 
will be amazed to find what they are interested in. 

And I will have to agree with Mr. Nyborg. They haven’t the 
slightest interest, except for professional consumers, meaning a con- 
sumer who represents consumers in a professional way, you know 
what I mean, somebody who makes a business out of representing 
consumers and is presumably looking out for their interest. 

Senator Proxmire. You are talking about the sponsor and co-spon- 
sors of this bill ? 

Mr. Beckman. No. I have reference to some of the witnesses. 

Senator Proxmire. I would agree the evidence is overwhelming that 
the retailer is not getting rich, and that the retailer’s margin is very 
small, perhaps toosmall. The rate of small business failures, the ver Vv 
great ‘diffic ‘ulty of succeeding in the retailing area for the small-busi- 
ness man, all these are very persuasive with me, and I am familiar with 
them. I am chairman of the Small Business Subcommittee of this 
particular committee. But, at the same time, I think all of that is 
irrelevant. I agree that the retailer isn’t enriching himself, asa whole, 
but I say that ‘he has a vicious kind of an incentive that would per- 
suade the fellow who is going to exaggerate his rate, emphasize easy 
payments most effectively in. his advertisement, is going to increase 
his volume, and is going to be more successful in increasing his profits, 
compared with the ‘others. 

We have a teen-age credit card here, for example. You can imagine 
what havoe that could wreak in a family. Would you approve of 
that ? 

Mr. Beckman. No. I will have to agree with Senator Douglas and 
Senator Bennett in each case on one point. With Senator Bennett, 
that abuses are to be found anywhere. Use implies abuse. No matter 
what you are going to have, if large numbers of people are using it, 
there will be some who will abuse it, but they are so few and far be- 
tween, that to legislate for the whole community for the benefit of the 
few, I think is almost vicious, and I will agree with Senator Douglas. 

Senator Proxmire. This is part of a nationwide network of retail 
stores. 


Mr. Beckman. Will it succeed? I will agree with Senator Douglas, 
when he said in the long run, any of these chiselers, any of these peo- 
ple who are coming out with schemes that you and I, on moral 
grounds, would disapprov e, in the face of a competitive system, a 
workable competitive system, I am sure they are not going to be here; 
but I believe I would rather have a person say a thousand things that 
are wrong for the privilege of maybe coming ‘out with something that 
is absolutely sound. And in the long run the people are going to come 
out on top. 








320 CONSUMER CREDIT LABELING BILL 


Senator Proxmirr. You would agree that teen-age credit cards are 
chiseling ? 

Mr. Beckman. If anybody wants to try it in a competitive sy stem, 
this is a free country, let him try it. Let him try to get away with it. 
There are competitors who will think of something e Ise to counteract, 
and I don’t think they will succeed. 

Senator Proxmire. Infant credit ? 

Mr. Beckman. I don’t think so; it has to be something sensible. I 
have seen so many schemes disappear from the face of the earth that 
Tam not worried about those things. 

Senator Proxmire. I am talking not so much about these isolated 
abuses, I am talking about the fact that it is a pattern of practice now 
in retail selling in America not to tell the consumer, not to give the 
consumer information by which he can evaluate the finance or interest 
charge as being fair or not fair. We have this everywhere. This 
isn’t the occasional crook or racketeer. This is the common practice 
of every reputable merchant. 

I don’t condemn him for it. I say this is a business custom. 

Mr. Beckman. That is why we have so many State laws on the 
different segments of the credit economy, providing maximums and 
letting competition keep things below that maximum, and also ask- 
ing for disclosures in such a way that any sensible person can under- 
stand. But when it comes to simple annual rates, I don’t see how 
many of them can do it, how many of them can understand it, what 
it would mean to them. 

Senator Proxmire. Your opposition to that simple annual rate is 
very close to that- of the head of the Federal Reserve Board this 
morning. He testified that his principal opposition was so technical 
it would be hard to calculate. 

Mr. Beckman. I don’t think it would be useful. 

Senator Proxmire. He felt it would be useful. He felt it would 
be hard to administer and hard to calculate. 

Mr. Beckman. I go beyond that and say it is unnecessary because 
it is taken care of, and wouldn’t serve a useful purpose. 

Senator Proxmire. You made a good case of the argument that the 
easy credit system is of little benefit, if any, to the retailers. There 
is less profit to those selling on credit than those selling for cash. 

If this is the case, then the bill we propose would be a boon to 
retailers, because, No. 1, it would inform both them and their cus- 
tomers, as to exactly what the charge was, and, No. 2, it might per- 
suade some of the customers even more that it was wise to operate on 
a cash basis rather than a credit basis. 

Mr. Beckman. I didn’t imply that. I pointed out that those in 
many instances who sold on credit had a smaller percentage of net 
profit as a percentage of their sales, but I think I also made the 
statement that their volume was larger. 

Senator Proxmire. Yes, you made that statement, that is true. 

Mr. Beckman. I examined some stores and I found they were doing 
twice as much business, $200,000 instead of $100,000. We know that 
every time there is credit you will find from the retailer’s standpoint, 
we say, credit increases volume. And we find a number of reasons. 
We have made studies of that. We find that charge customers buy 
four times as much from the store as a cash customer. He has the 
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convenience. He has it established. He develops a certain rap- 
prochement with that store. THe doesn’t have to have the cash at the 
time, whenever he feels like buying something. 

We also feel that there are certain other advantages which help 
to increase the retailer’s volume, and in doing so, the retailer doing 
$200,000 instead of $100,000 can secure certain economies in buying 
and in certain other fixed expenses, for example, divided over a 
larger sum. The result may be that his total cost, and hence price, 
may be lower than the one who sells only for cash. 

So, while the store with $200,000 may get only 2 percent, the store 
with $100,000 gets 214 percent. The total profit made by the store 
with $200,000 would still be more. 

Senator Proxmirr. You are saying it is not really a disadvantage, 
it is an advantage, because he makes up for his lower margin per 
dollar of sales with a higher return for net worth, which is the 1m- 
portant thing he wants anyway. 

Mr. Beckman. Not at a disadvantage to the consumer. The con- 
sumer benefits from it. 

Senator Proxmire. I would agree that the consumer benefits, but 
I say let the consumer know precisely what he is doing. 

Mr. Beckman. Why should the consumer know that any more 
than he should know how much the rent costs, how much it costs to 
have a nursery to take care of the babies in a department store? 

Senator Proxmire. Because it comes to my second point: Why is 
it so difficult to compute this? We had a persuasive witness, Mr. Hus- 
song, from the credit unions, who said he could compute it in a 
minute and a half. 

Mr. Beckman. I challenge him. I will give him an ordinary case, 
and TF challenge him to do it in 5 minutes. 

Senator Proxmire. You can work out a problem. 

Mr. Beckman. Ordinary case. I tried it with my students, and 
they couldn't do it in half an hour. 

Senator Proxmire. I am sure that may be true of some students. 

Mr. Beckman. I have good students. 

Senator Proxmire. I know you do. 

Mr. Beckman. As good asin Wisconsin. 

Senator Proxmime. There may be a number of things that would 
simplify some of the credit terms. It might persuade the seller that 
he should make the selling proposition as simple and clear as possible, 
so he could protect himself in this way. 

Mr. Beckman. Look at the price of regimentation we have to pay 
and the total cost of administration and complexity in regimenting 
over a half million retailers and some 200,000 service establishments. 

Senator Proxmire. The beauty of this provision is that it seems to 
me the administrative costs would be nothing, almost nothing. This 
would be policed by the consumer himself. 

Mr. Beckman. I have never seen that. 

Senator Proxmire. That is the way most of our most effective—— 

Mr. Becxman. I used to be with the War Production Board, and I 
didn’t see anything that would indicate without enforcement the reg- 
ulations are not worth a thing. 

Senator Proxmire. This is not a matter of regulation. This is 
simply a matter of information. If the consumer feels he is not told 
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the truth, he can protest and the seller knows, if he is convicted, he 
will have to pay a fine or go to jail for as much as a year. 

Mr. Beckman. Do you want an answer to that ? 

Senator Proxmirr. Let me just wind this up. I think your an- 
swers have been excellent. There are a couple of more points I would 
like to make, which you might want to comment on. 

I notice that you quoted with considerable approval Household 
Finance’s effort to arrive at interest with their cost calculator. 

Mr. Beckman. No, not with approval; I disagree with them. I 
use a different formula. The reason I quoted that was to show the 
complexity of the problem. 

Senator Proxmirr. They conclude that the true interest rate method 
is the only accurate way to compare installment credit. This is an 
agency that has had enormous experience, and great success, and that 
is what they point out. 

Mr. Beckman. I know them very well. Dr. Dauer and others who 
work for them, are known to me. They can be wrong, too. That is 
not the position taken by the personal finance companies. I hope 
you will have testimony on that. 

The personal finance companies do not believe that is the way to 
do it. 

Senator Proxmire. I think it is unusual that a concern which is 
the largest small loan company in the business—— 

Mr. Beckman. You always find exceptions. There are other big 
ones. Beneficial is big, and so is City Loan, big in volume. I am 
sure they will not accept the idea of letting the consumer have a 
chart and go through the five steps to make the computation in any 
one case, for even the salesman can’t do it, not even the people in the 
credit department of most of the stores can do it. Many of the 
stores don’t have credit departments. The owner of the business— 
remember 90 percent of all retailers are single proprietorships and 
partnerships, and they have so much to do most of the time, buying 
and selling and displaying their merchandise and dealing with cus- 
tomers, that this is an incidental part of the business. And they just 
are not, they are not college graduates, a great many of them, and 
even college graduates don’t F know how to do it. 

Senator Proxaie. I am just about through. There are two more 
points. One is that the 6-percent myth th: at was raised here, I agree 
should be exploded. I think nothing would explode it faster, more 
widely, or more effectively than this bill. People who borrow from 
the credit unions understand oe the charges are because they are 
told they pay 12 percent a ye They are not bothered by the 6- 
percent factor. It takes very little exper ience with loans to quickly 
see that 12 percent, and in some cases 15 percent, or 18 percent, or 
even more, may be fair and necessary. 

It seems to me that this would be a service to the merchant, to the 
seller, just as much as a service to the buyer, if we could get around 
to ending this 6-percent myth. 

Mr. Beckman. Senator Proxmire, as an educator, I wish I were 
half as optimistic as you are. I have been trying to teach certain 
basic things, certain fundamentals, for many years. I have been on 
the faculty for almost 40 years. I have not succeeded yet in putting 
across some basic principles, and as I see people and taik to business- 
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men, I still see some of them have the same ideas about interest which 
were held by Aristotle. 

Senator Prox»ure. I think you couldn’t be more correct, and this 
bill could accomplish in a very short — what 40 years of expert 
education couldn't accomplish. Let me read this for my last point. 
This observation is from the Federal Tr ade Commission Chairman 
in his remarks with regard to this: 

In one case the advertiser offered a 6-percent plan of financing on automo- 
biles. Some of the advertisements contained complicated explantory data 
relating to the financial arrangement, others merely referred to the 6-percent 
plan of financing. 

The Commission found that the advertisement had the tendency to mislead 
the purchasing public in the erroneous belief that the plan contemplates a sim- 
ple 6-percent interest charge upon the deferred and unpaid balance of the 
purchase price of cars. The actual credit charge, computed in accordance with 
the 6 percent, amounted to approximately 11144 percent simple annual interest 
on the unpaid balance. 

The court affirmed the Commission’s findings, stating in part: “The average 
individual does not make, and often is incapable of making, minute calculations 
to determine the cost of property purchased on the deferred payment plan. 

Mr. Beckman. I remember that case very well because it is used 
in some of my editions of the credits and collections book and that 
is just the point, the Federal Trade Commission does have that 
authority now, if it wants to use it. 

Senator Proxmire. My argument is they have only a very negative 
authority now. If the seller is so foolish as to violate the law by 
explic itly stating 6 percent, then the Federal Trade Commission can 
move in and act. If, on the other hand, he says “Easy payments, 
$3 a month,” or “Easy bank financing,” or something of this kind 

Mr. Beckman. This involves a very technical question which Sena- 
tor Bennett raised before, I believe. Are you planning with this 
bill to punish people for omission as well as for commission? In 
other words, are you going to force a businessman to reveal a charge 
when that charge is not explicitly given separately, but is included 
in the price, like on charge accounts, and on many options that 
we have where the businessman doesn’t know until the end of the 
month whether payment will be made then or whether the con- 
sumer will exercise the option of paying in installments? 

Senator Proxmire. Of course, what we are contemplating here is 
exactly what the bill provides, that before the buyer makes the 
purchase, he shall be informed, so he knows what the annual rate 
of interest is. If he has read an advertisement and it says “6 
percent,” and he comes in and sees clearly and plainly in black 
and white it is 1114 percent, he can know that he has been deceived. 

Mr. Beckman. In that case, the thing was explicit, and it was an 
act of commission, of a falsehood, and the Federal Trade Commission 
has authority on that right now. 

Senator Proxmme. They do indeed, but only, as I said, provided 
the seller explicitly states the 6 percent, not if he deceives in all kinds 
of other ways by indicating that it is a low, easy payment, and 
indicating a percent that relates to the month and not to the year, 
and so forth. 

At any rate, I want to thank you very much, Mr. Beckman. You 
are a fascinating witness. I just wish we had more time. I have 
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learned a great deal today, and I think you obviously demonstrated 
great. competence in this regard. 

Mr. Beckman. Thank you very much. 

Senator Proxmmer. Thank you very much. 

(The following was received with reference to Mr. Beckman’s 
testimony :) 


BOARD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 


Washington, April 22, 1960. 
Hion. PAUL H. DouGLAs, 


Chairman, Subcommittee on Production and Stabilization, Committee on Banking 
and Currency, U.S. Senate, Washington, D.C. 


DeAR Mr. CHAIRMAN: This is in reply to your letter of April 11 raising ques- 
tions about our consumer credit statistics arising in connection with Professor 


Beckman’s testimony on 8S. 2755 and with the material which I submitted in con- 
nection with my testimony. 

In presenting historical summary data for outstanding consumer credit, we 
have typically published end-of-year figures, as we have for banking and other 
credit statistics. As Professor Beckman notes, however, this practice differs 
from that with respect to certain indexes of business activity, such as the index 
of industrial production and consumer and wholesale price indexes, which are 
published on an annual average basis. From the standpoint of showing the 
broad sweep of developments, we have found the year-end credit data satisfactory. 
Moreover, certain problems are encountered in constructing annual.averages 
from month-end data on outstandings which are not met in averaging the flow 
data to which Professor Beckman refers. 

We agree with Professor Beckman, however, that for some analytical purposes 
the year-end data have defects. The ratio of the December data to the annual 
average varies from year to year, as Professor Beckman points out. The variation 
reflects in large part economic developments over the course of the year, 
which can best be taken into account by analyzing monthly data. The use of 
monthly data.is particularly desirable for any analysis of cyclical developments. 
Monthly data are published currently in the Federal Reserve Bulletin and in 
various mimeographed releases, and back data are available from our Division of 
Research and Statistics. 

We agree with Professor Beckman that it is preferable to use annual aver- 
ages of outstanding credit when the data are related to annual data on disposable 
personal income, but the differences between the movement of this ratio anid one 
computed from yearend outstanding will not be great. In preparing material 
pertinent to my testimony before your committee, for example, the Board’s 
staff included data showing the ratio of outstanding consumer debt on Decem- 
ber 31 to disposable income for the year as one broad measure of debt trends. 
The data were readily available in this form, and it was believed that the broad 
trends would be similar regardless of the method of computation. We have since 
computed the annual data on outstanding credit and its ratio to disposable 
income on the basis of monthly averages and have arranged with your staff 
to revise table 6 and the textual reference accordingly. The effect of the revision 
is to reduce the level of the ratios somewhat without materially affecting the 
trend; both sets of data show an increase of about 40 percent in the ratio of 
outstanding consumer credit to disposable personal income from 1952 to 1959. 

The ratio of outstanding credit to disposable personal income gives a con- 
venient measure of the trend of consumer indebtedness. We have made wider 
use of ratios of extensions and repayments to disposable income, however, for 
detailed analysis of cyclical developments in installment credit. The ratio of 
repayments to disposable income measures the current burden of debt payments. 
The ratio of extensions to disposable income reflects current financing activity 
more promptly and foreshadows future changes in debt payments. We do not 
have data on extensions and repayments of noninstallment credit. 

The ratio of installment credit repayments to extensions, to which Professor 
Beckman refers, is one way of looking at the growth in outstanding credit. 
During periods of rapid expansion, such as 1955 and 1959, extensions increase 
more rapidly than repayments, which are influenced to a large extent by the 
terms of past installment contracts. Furthermore, when maturities are length- 
ening, as in 1955, the typical lag in the rate of repayments is accentuated by 
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the reduced rate of repayments on new contracts. Although the ratio of install- 
ment credit repayments to extensions is a useful analytical tool, it does not 
appear to us to be a direct measure of credit quality. 

We believe that two of Professor Beckman’s remarks about our consumer 
credit data are the result of misunderstandings. We do not understand the 
basis for his statement that our yearend estimates are not comparable from 
year to year. <As he points out, it is necessary from time to time to revise the 
estimates on the basis of more accurate data. Each time this has been done, 
however, the revision has been carried out for as many years as required. 
Certainly revised estimates for one period should not be compared with unre- 
vised estimates for another period. 

It should also be noted that Professor Beckman, in his note to table 3, attrib- 
utes too much effect to the introduction of Alaska and Hawaii in 1959. The 
monthly average of outstanding consumer credit excluding data for Alaska and 
Hawaii is $47,665 million, and the ratio of this to disposable personal income is 
14.24 percent. The comparable figures including Alaska and Hawaii are $47,761 
million and 14.27 percent. The difference in the averages is about $100 million, 
rather than the $1 billion assumed by Professor Beckman. 

I hope that these comments will be helpful to you and the members of your 
subcommittee. If we can assist in any other way, please let us know. 

Sincerely yours, 


Wma. McC. MarTIN, Jr. 
(The prepared statement of Mr. Beckman follows:) 
STATEMENT OF THEODORE N. BECKMAN, NATIONAL RETAIL MERCHANTS ASSOCIATION 


ECONOMIC. ANALYSIS BEARING ON NEED FOR LEGISLATION AS PROPOSED IN 
AND PROBLEMS INCIDENT THERETO 


S. 2755 


Consumer credit has been the subject of debate and controversy for many 
years, especially since installmént credit has become a factor of some little 
significance about the middle 1920’s. It is believed that a brief historical setting 
based on personal experience may prove illuminating and give point to some of 
the discussion that deals directly with the need and relevance of legislation 


proposed in S. 2755. 


Position of opponents to consumer installment credit unaltered since late 1920's 

When my first edition of “Credits and Collections in Theory and Practice” 
was published by McGraw-Hill Book Co., Inc., in 1924, only about 2 pages were 
used for a so-called discussion of installment sales, because even at that date 
the subject was considered of little import. In the second edition published in 
1980 an entire chapter of 15 pages was devoted to installment credit, including 
a formula for converting a nominal rate of finance charge into an effective 
rate—a formula I originally developed in 1925 and which first appeared in the 
first edition of “Principles of Marketing” I coauthored and published by the 
Ronald Press Co. in 1927. Since then more and more attention has been 
given to the subject of consumer installment credit in subsequent editions of 
the textbook on credit including the sixth published in 1955. 

Aside from indicating familiarity with the subject matter to be presented, the 
important thing in making reference to the book on credit is to point out that 
some of the same arguments are now advanced against installment credit as 
were used in the late 1920's, when consumer installment credit was in its in- 
cipiency. For example, the 1930 edition of my book discusses “Objections to the 
Installment Plan,” the first of which is that it promotes extravagance by caus- 
ing consumers to buy luxuries and to overconsume by spending more than their 
income justifies, followed by the arguments that it hampers thrift, that it is 
abused, that it is costly, and that the consumer is often overcharged because 
of the general ignorance of the public in figuring costs and percentages incident 
to such operations. Possibly some new irrelevant wrinkles have been added to 
the list of abuses mentioned in the 1930 edition, like wife desertion and certain 
other ailments of modern society, including that of going on relief: all of this, 
despite the existence in all States of exemption laws which protect a person’s 
earnings sufficiently to enable him to make a living. At the same time it was 
argued in its favor, according to the 1930 edition, that consumer installment 
credit facilitates enjoyment of life, prevents waste, encourages thrift, lowers 
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prices by making mass production possible, makes for a higher standard of 
living, increases the retailer’s volume, and helps to stabilize production and 
employment. 


Reasons for consumer installment credit control substantially same as in 1947 

Again, in his supplemental views on the contents of the Joint Economic Com- 
mittee Representative Wright Patman, on page 67, states that “The nature of 
the agitation for ‘standby’ consumer credit which has been coming from certain 
sectors of the financial community since 1955—in recession periods no less than 
in prosperous periods—” * * *. As a matter of fact, such agitation has been 
going on for some 8 years prior to 1955, as shown by the following statement 
from a paper I delivered on “Federal Regulation of Consumer Credit”: 

“It was not until the first of November 1947, that the wartime controls of 
consumer credit expired, in accordance with the resolution of Congress approved 
on August 8, 1947. Ever since then, and even some time before, in anticipation 
of the expiration of such regulation, attempts have been made by the Board 
of Governors of the Federal Reserve System to have Congress enact legislation 
that would make possible the continuance of the regulation of consumer install- 
ment credit indefinitely in time of peace, as well as in wartime or during a 
national emergency” (proceedings of the National Conference on Consumer 
Credit, March 28, 24, 1948, Ohio State University Publications, College of Com- 
merce Conference Series, No. C-53, p. 83). 

On the same page of the proceedings were quoted the four reasons advanced 
in favor of Federal control of consumer credit, the first two of which are quite 
pertinent and bear restating. They were as follows (quoted from “Regulation 
of Consumer Installment Credit” in Federal Reserve Bulletin, July 1947, pp. 
827-829) : 

“1. Installment credit is the volatile sector of consumer credit; it is subject 
to the widest fluctuation and, therefore, contributes to economic instability and 
employment. 

“2 Excessive credit extended during a period of business prosperity accentu- 
ates the boom, and since it has to be liquidated out of current income on the 
downturn, it accentuates depression by diverting income from consumer 
expenditures for durable goods to the payment of debt previously incurred.” 

It is interesting to note that no satisfactory proof has as yet been presented 
relative to the effects of consumer installment credit on the economy, nor have 
any of the things happened since 1947 that have been predicted. Moreover, 
the same arguments were advanced for ccnsumer installment credit control 
when such credit outstanding was only 3.15 percent of disposable personal in- 
come and but 2.29 percent of gross national product as at present when the 
ratios’ are significantly higher, as they should be. To be sure, S. 2775 is not a 
measure requiring credit control of the type referred to above, but, as will be 
shown later, it is based on some of the same premises. 


Urgent need for a reappraisal of the best available facts and their use 

Because of all the history to which but brief reference has just been made, 
there is urgent need for a fresh look, at first hand, at the subject under con- 
sideration, instead of repeating stale and outworn arguments or reasons for 
which there may have never been any basis in fact. There is equally urgent 
need to reexamine the data on consumer credit as to their validity, analysis, 
and interpretation. Above all, it is most important that the subject be ap- 
proached with a scientific attitude the major criterion of which is rational im- 
partiality and objectivity. It is high time that the treatment be not one of 
advocacy or of opposition but one of exposition, involving a careful analysis 
and interpretation of the most sound facts and data available that would lead 
to equally sound and unbiased conclusions. 


Need for sound use of data on consumer credit outstandings 

A fresh look at the statistical data on consumer credit outstandings in a 
scientific manner immediately discloses the fallacious way in which they have 
been used. To illustrate, in presenting consumer credit outstandings on an 
annual basis, the figures used are for outstandings at the end of December 
instead of the average for the year, as is being done in the Federal Reserve 
Bulletins for each and every one of the selected indexes on business activity. 
It so happens, that consumer credit outstandings are at the highest point of 
the year by the end of December, as shown in table 1 for all consumer credit 
and in table 2 for consumer installment credit. 
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It will be noted from table 1 that the end of December total consumer credit 
outstandings ranged from over 4 percent to more than 20 percent higher than 
the annual monthly average, so that the 9 percent increase in December 1959 
over the average for the year was quite normal (being exceeded by 6 of the 
remaining 12 years covered by the data) even when the changes involving the 
inclusion of data for Hawaii beginning with August are disregarded. Essen- 
tially the same thing is true of the last quarter of each year; every businessman 
and sophisticated student of business knows that business with consumers is at 
the highest point during the fourth quarter of the year and hence outstandings 
should also be the highest. Identical results are obtained for consumer install- 
ment credit for which the data are shown in table 2. The inevitable conclusion 
is that use of year-end figures for annual data on consumer credit outstandings 
results in biased treatment of statistical material on the subject and is contrary 
to the common usage by the same agency of other indexes of business activity. 

There are a least two other potent reasons for using monthly averages for the 
year in determining annual estimates on consumer credit outstandings. One of 
them has to do with the constant changes and revisions in the data. To illus- 
trate, total consumer credit outstandings at the end of December 1947 are shown 
in the October 1950 issue of the Federal Reserve Bulletin to be $13,673 million, 
in the April 19538 issue as $11,570 million—a reduction of $2,103 million, and in 
the November 1959 issue as $11,598 million—an increase of $28 million. Again, 
consumer installment credit outstandings as of the end of December 1955 are 
shown in the April 1956 issue of the bulletin as $27,895 million, in the October 
1956 issue as $29,020 million—an increase of $1,125 million—and in the Novem- 
ber issue as $28,958 million or a decrease from the previous estimate of $62 
million. 

There is no intention to criticize or argue against changes and revisions in 
the data in-order to make the estimates more accurate. All such efforts are to 
be lauded and fully supported. The point is that these changes and revisions 
have been frequent enough to invalidate the use of any one monthly figure as 
representative of the year. There is obviously likely to be much less gross error 
when using monthly averages of estimates for the year than in using an esti- 
mate for any single month or quarter. Again, since the figures are at best only 
estimates which may be revised more than once at later dates, it stands to reason 
that it would be foolhardy to take a position on what a single month or other 
short period would seem to show. Yet, unfortunately, whole theories have been 
spun out of such flimsy material. It is like making a phantom mountain out of 
a probably nonexistent molehill. . 

Most important is the absolute necessity for using annual monthly averages 
of estimates when comparisons are to be made with any changes in the economy 
as reflected by gross national product, disposable personal income, or personal 
consumption expenditures. It should be noted that the data for all of these are 
estimated quarterly but for the year the quarterly estimates are always aver- 
aged. It is really pointless to compare consumer credit outstandings as of a 
certain date like the end of December with an average for the year for the sec- 
tor of the economy with which the comparison is made. It is surely like com- 
paring apples with potatoes, unless it can be assumed that the outstandings as of 
the end of the year are truly and completely representative of the entire year 
and that such is the case year after year throughout the series of data used. 
That such an assumption is entirely unwarranted is amply demonstrated by 
the data in tables 1 and 2. 

One final point must be made with regard to the use of data in this presenta- 
tion. When the consumer credit statistics were revised by the Board of Gover- 
hors of the Federal Reserve System in 1956 the revision was carried back only 
through 1948. It was found that a later revision carried some of the changes 
back through 1947. Consequently, the data prior to 1947 are not deemed to be 
comparable and for that reason all tables and charts dealing with such figures 
begin with 1947 and cover a period of 13 years. 

Stated objectives of S. 2775.—The overall objective of S. 2775 introduced by 
Senator Paul H. Douglas (commonty referred to as the Douglas bill) and co- 
sponsored by 18 other Senators is “To assist in the promotion of economic sta- 
bilization by requiring the disclosure of finance charges in connection with 
extension of credit.” 

More specifically, it states in section 1 [italic supplied] “That the Congress 
finds and declares that economic stabilizatiton is threatened when credit is used 
excessively for the acquisition of property and services. The excessive use of 
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credit results frequently from a lack of awareness of the cost thereof to the user. 
It is the purpose of this Act to assure a full disclosure of such cost with a view 
to preventing the uninformed use of credit to the detriment of the national 
economy.” 

While the term “credit” is defined in the bill in the broadest possible manner 
to embrace even bank, mercantile, and Government credit, it is evident from 
the nature of the proposal as a whole that it is aimed at consumer credit. For 
purposes of this presentation, it is further assumed that the measure is con- 
cerned mainly, if not entirely, with the type of consumer credit covered by the 
“Consumer credit” statistics in the Federal Reserve Bulletin and probably with 
emphasis on the installment phase of it. 

It would thus appear that the proposed measure is predicated on the premises 
and assumptions that— 

(1) Consumer credit has been and is being used excessively ; 
(2) Excessive use of consumer credit “threatens” economic stability; 
i.e., consumer credit is a destabilizing factor in the economy ; 
(3) Lack of awareness of credit cost to the consumer “frequently” results 
in the excessive use of credit; and 
(4) A statement of finance charges as specified in the bill will remedy 
the situation. 
It also implies that the consumer has been generally overloaded with debt as a 
result of consumer credit use and that there has been widespread abuse by 
sellers and lenders made possible by prevailing consumer ignorance. On the 
other hand, it would appear that the concern of the sponsor and cosponsors is 
with the overall effect upon the economy (a macro or aggregate consideration), 
upon which such a measure must of necessity be based, rather than with. indi- 
vidual cases of abuse (the micro approach) unless such cases of abuse and 
excessive use of credit are so numerous and widespread as to have an appre 
ciable adverse impact upon the economy. It would seem, further, that unless 
the premises upon which the bill is predicated can be established as fact there 
would be no rationale for such legislation. It is, therefore, essential to examine 
all the facts bearing on the subject and reach whatever conclusions are war- 
ranted as a result of an objective treatment of such facts. Facticity and its 
proper use are thus at the core of the problem. 

Has consumer credit been used exrcessively?—There is no question but that the 
amount of consumer credit outstanding was much larger in 1959 than in 1947, 
the span of 13 years covered by the data in table 3. To allow only for a change 
in consumer prices, which were higher in 1959 by 30.5 percent, would make the 
amount that much larger. To allow for the growth in the economy as reflected 
by gross national product—the sum total of all goods and services produced by 
the economy—would require an increase of more than 100 percent. To allow 
for a change in the ratio of automobiles sold to consumers on credit from 35 
percent in 1947 (when ready cash was available from enforced savings during 
wartime) to the normal 60, 61, or 62 percent which prevailed during later years 
as shown in table 4, would require another very large increase. Even then the 
full story is not told without taking into consideration the tremendous increase 
in discretionary purchasing power of consumers that would necessarily be spent 
for substantially valuable consumer goods and services normally bought on 
credit ; the relatively new types of goods and services sold and financed on install- 
ment credit like airplanes, boats, mobile homes, vacations, and higher education ; 
and the new types of consumer credit ranging from comprehensive credit plans 
like those of Hilton’s “Carte blanche” started in 1958 and the “American Express 
plan” started in 1959, to revolving check credit recently developed by commercial 
banks. It must be remembered also that magnitude per se is meaningless with- 
out comparison to a standard or, more important, to what is obviously relevant. 

Now let us look at some of the data. An examination of the statistics and 
ratios in table 3 and chart I reveals the fact that total consumer credit in rela- 
tion to disposable personal income (the money consumers have to spend out of 
their current earnings after provision for income taxes) remained a relatively 
constant percentage during the last 4 vears (1956-59), somewhat under 14 per- 
cent. Furthermore, during the years 1953-54 the ratio was fairly constant, at 
less than 12 percent. 

The ratio of consumer credit outstanding was even more constant, at about 
9.5 percent to less than 10 percent, during the last 4 years 1956-59, when viewed 
in relation to the total economy as measured by gross national product and as 
shown on chart IT. One would also be justified in saying that very little relative 
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jncrease in consumer credit outstandings occurred during the years 1950-55. 
Even during the highly touted fabulous automobile year 1955, the increase from 
the preceding year was only 0.33 of a point, from 8.40 in 1954 to 8.73 in 1955, 
which is certainly neither striking nor alarming. 

Neither could one view with alarm the relative increase in consumer install- 
ment credit outstanding, in relation to disposable personal income, as shown in 
table 5 and chart III. Here, it will be noted, the ratio hovered around 10.5 
percent during the last 4 years of 1956-59, with little fluctuation from year to 
year. Even during the fabulous automobile year of 1955, the increase was only 
0.68 of a point, from 8.82 in 1954 to 9.50 in 1955, as against an increase in 1954 
from 1953 of 0.34 of a point, from 8.48 in 1953 to 8.82 in 1954, and 0.68 of a point 
in 1956, from 9.50 to 10.32. 

Similar results are seen when consumer installment credit outstandings ure 
analyzed in relation to gross national product, as shown in table 5 and chart IV. 
It is clearly evident that the ratio was quite stable during the last 4 years 


covered. The surprising thing indicated by these data and on chart IV is that 
in 1955 the outstandings increased only 0.32 


32 of a point from the previous year 
(from 6.24 in 1954 to 6.56 in 1955), while the increase in 1954 over the preceding 


year was 0.38 of a point and the increase in 1956 over 1955 was 0.65 of a point. 
Most significant is the fact that in each of the last 4 years consumer installment 
credit Was only about 7.5 percent of gross national product. 

From the data on consumer credit outstandings so far presented in what is 
believed to be proper perspectives, the surprising thing is that it has not ex- 
panded much more, especially in the light of the developments and innovations 
mentioned above. Indeed, there is grave danger to our economy if consumer 
credit should fail not only to keep pace with an expanded economy, which it 
has done the last few years, but to move ahead of it, for the higher our standard 
of living and the more produc tive our economy becomes the greater the need for 
increased consumption of the type of goods and services to which consumer 
credit, especially of the insallment type, is particularly adapted. If so-called 
full employment is to be maintained and expected economic growth is to be 
realized, increased consumption and more substantial credit expansion, both ab- 
solutely and relatively, are inevitable concomitants. 

Quality of consumer credit—Whether the amount of consumer credit is ex- 
cessive is in large measure dependent upon its redemption and in part on the 
losses incurred by sellers of goods and services and lenders of money. ‘These 
two, together, are indeed an excellent and well recognized measure of the sound- 
ness and quality of the credit accounts. 

In table 6 are presented data’ showing revised figures for the years 1948—59 
for which they are available in terms of extensions of consumer installment 
credit and repayments in relation to such extensions (such data are not avail- 
able for noninstallment credit). The data are shown for the total and 
separately for automobile paper and all other, respectively. On chart V the rela- 
tionship is depicted for total consumer inst ullment credit. It shows a rather con- 
sistent and remarkably high ratio of repayments to extensions, never going below 
SS percent. -In 1 year (1958) the repayments exceeded the extensions, in 2 years 
(1951 and 1954) it approached the amount of credit extended during the year, 
and in 2 other years (1956 and 1957) the ratio was 92.68 percent and 94.63 per- 
cent, respectively. Even in the 2 years (1955 and 1959) which are regarded with 
Suspicion by would-be consumer credit planners the repayments were 86.19 per- 
cent and 89.20 percent, respectively. It is hard to see how much better the credit 
situation can get, for should the repayments begin to equal or to exceed the exten- 
sions the effect on the economy would be one of stagnation and decline, re- 
spectively, instead of providing for growth. It is also significant to note from 
chart V that there was no dip in 1949 and the shallow dips in 1954 and 1958 were 
not due to lags in repayments nor to overextensions but to underextensions, either 
because sellers and lenders were more cautious or because consumers were more 
wary in their purchases on installment credit. 

Chart VI relates the repayments to the extensions, using the latter as 100 per- 
cent. This is done separately for total consumer installment credit 
mobile paper, and for all other. As would be expected, there is much more 
fluctuation in the repayment ratios for automobile paper than for either the total 
or for all other consumer installment credit. Whereas the ratio for automobile 
paper repayments ranged from about 78 percent to over 108 percent, the ratio was 
in the nineties for 9 of the 12 years for all other. Again, while there seems to 
be some rough relationship between the amount of automobile paper extensions 
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and repayments in any given year—the larger the former the smaller the ratio 
for the latter—in the year following the matter seems to be ironed out, no doubt 
because such extensions extend over a period longer than a year in most cases as 
far as new cars are concerned. It must be remembered, however, as shown in 
table 4, that the ratio of used cars purchased by consumers to new ones varies 
from 1.5 to more than 2 and on these the period of repayments is much shorter. 

The higher quality and soundness of consumer credit can also be gleaned 
from the small percentage of losses experienced by sellers of goods on credit. 
Table 7 shows the bad debts in retail trade, as a percent of sales. The top part 
consists of data taken from “Statistics of Income” for corporations of the Inter- 
nal Revenue Service for the year 1957—-58—the only year for which such informa- 
tion is available (published only about March 20, 1960), According to these 
data, total retail trade experienced a loss from bad debts of only 0.23 percent 
of the more than $103 billion of sales and receipts covered by the data. Further- 
more, in the general merchandise sector which includes all department stores 
and three other classes of retailers the bad debt percentage was only 0.24 per- 
cent, in apparel and accessories it was 0.32 percent, in furniture and house 
furnishings where the installment plan flourishes and repossessions are prac- 
tically worthless in most cases it was only 0.76 percent, and in building mate- 
rials and hardware it was 0.48 percent. 

In the lower part of the table are shown percentages of bad debts to total 
sales based on sample studies made by Dun & Bradstreet, Inc., the leading 
mercantile agency in the world, during the years specified. It will be noted that 
in only two kinds of stores was the bad debt ratio 1 percent of sales or higher, 
the 1 percent applying to furniture and the 1.7 percent to installment credit 
jewelry stores. In most kinds of stores the loss was around 0.2 percent or 
0.3 percent of sales. 

In reality, bad debts are a measure of the ultimate repayments by consumer 
credit buyers, the repayments being the reciprocal of the bad debt ratio. If all 
retail sales included in the “Statistics of Income” figures were made on credit, 
it would mean that the ultimate repayments amounted to 99.77 percent (100.00 
less 0.23 percent in bad debts). It is probable, however, that only about a third 
to perhaps 40 percent of all sales were made on credit. On that basis the bad 
debt ratio would amount to 0.69 percent of credit sales (which is believed to be 
too high in actual practice) and the repayments by credit purchasers would run 
into 99.31 percent. Considering the increased volume of business credit gen- 
erates and all the other advantages, the price paid in losses from bad debts is 
low indeed. Above all, the soundness of consumer credit as far as retailing is 
concerned, would appear to be of the highest and beyond question. 

Has consumer credit been a destabilizing factor in the economy?—The data 
in table 8 show the business fluctuations on an annual basis for a period of 
13 vears, from 1947 through 1959. This period of years embraces what are com- 
monly accepted as three recessions, in 1949, in 1954, and in 1958. 

Probably one of the most widely recognized indexes of business fluctuations 
is the one compiled by the Board of Governors of the Federal Reserve System on 
industrial production, which covers manufacturing, mining, and public utilities. 
It is presumed to be an index of so-called physical volume, rather than in 
monetary values. Manufacturing employment is another index of the same but 
more limited character. Finally, gross national product, which embraces the 
entire economy and is in terms of dollars rather than physical volume, may be 
regarded as an index of fluctuations in the entire economy. At any rate, it is 
felt that these three indexes, using the same base of 1947-49 as 100, would show 
the cyclical behavior of our economy during the period of years covered by 
the data. 

For consumer credit outstandings, an index has been constructed for the in- 
stallment part only, since it is felt that noninstallment credit is of little or no 
cyclical significance. Not only is noninstallment credit of short duration, but 
much of it like the charge account type of credit is almost purely for the sake 
of convenience of consumers most of whom could pay cash if they had to do 
so. Examination of charge accounts in our department stores will prove that 
point conclusively. For purposes of comparing any possible cyclical swings, the 
same base of 1947-49 as 100 was used, which is unfortunate because consumer 
installment credit was just starting its postwar expansion at that time and 
hence the so-called base cannot be regarded as representative as far as magni- 
tude is concerned. 

It will be noted from the data that, while a decline is registered in all the 
other indexes in 1949, in 1954, and in 1958, no decline of any kind is registered 
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by the index of consumer installment credit. To illustrate, the industrial pro- 
duction index showed a decline of 4.9 percent in 1949, 5.8 percent in 1954, and 
7.1 percent in 1953, the consumer credit index registered an increase of 25.6 per- 
cent in 1949, 5.8 percent in 1954, and 1.8 percent in 1958. Thus, instead of being 
a destabilizing factor, consumer purchasing and hence consumer credit has 
played the role of a stabilizer. In fact, this point has been hailed in the press 
and periodical literature of the day as most significant and it was pointed out 
that consumer spending bailed us out of the recession both in 1954 and 1958. 

Net profits earned by retailers.—If it is assumed that sellers of merchandise 
on eredit generally take advantage of alleged consumer ignorance of credit 
costs and charges it follows that this should be reflected in their earnings and 
that such earnings should be extraordinarily high. This assumes, of course, 
that there is no or little price or any other competition among retailers. How 
such an assumption can be imade in the face of the fact that there are in the 
United States over 1,700,000 retail stores according to the Census of Business 
and about 2 million retail businesses according to the Internal Revenue Service, 
each attempting to attract consumer purchasing dollar, is most difficult to com- 
prehend, for the basie criterion to effective competition—pricewise or other- 
wise—is a large number of sellers. At any rate, what are the facts on retailers’ 
protits? 

Table 9 presents data on the net profit of retailers as revealed by corporate 
income tax returns with balance sheets for the years 1f47 and 1948 as a begin- 
ning period for comparison with the most recent available data for the years 
1955. 1956-57, and 1957-58. These profits are shown for each year both as a 
percent of sales and as a percent of total assets. For the sake of comparison, 
the data are also shown for all manufacturing. 

As a percent of sales, net profits of retailers were 6.0 in 1947 and steadily 
dec'ined to 2.2 in 1957-58, while the net profits of manufacturing were 9.4 
percent in 1947 and declined but gradually until the 7.0 percent was recorded 
for 1957—-D8. On the average for the first 2 years (1947 and 1948) net profits of 
manufacturing were 1.7 times as much as in retailing, but the average for the 
last 3 years was more than three times as much for manufacturing than for 
retailing. 

Even in terms of assets, which are relatively low in retailing compared with 
manufacturing, the latter showed a tremendous advantage. While retailers 
as a whole had a return on assets in 1947 of 16.9 percent, compared with 14.8 
percent for manufacturing, this apparent advantage in retailing completely 
disappeared and in the last three vears retail net profits were considerably be- 
low those in manufacturing, as ‘illustrated by a 6.2 percent return on assets in 
1957-D8 for retail trade compared with a return of 10.1 percent on assets in 
manufacturing. 

The experience just depicted for total retail trade covered is repeated for the 
several kinds of retail business, in which goods are generally sold on credit, 
shown in the table. In all instances the net profits declined, both as a percent 
of total assets, from what they were in 1947, when goods were scarce and profits 
generally high throughout the economy, until they almost vanished, with one 
exception, in each of the last 3 years covered by the data. Thus, as a percent of 
sales, the net profits of all retailers in the year 1957-58 were 2.2: for general 
merehandise stores, 5.3: for apparel and accessory stores. 1.9: for furniture and 
house furnishings stores, 1.3: and for building materials and hardware stores, 
1.8. As a percent of total assets, these figures were 6.2, 10.2, 4.0, 2.2, and 3.3. 

Further information on net profits earned by retailers is presented in table 
10. In this table the data are shown for an aggregate of 1.805.001 retailers 
operating as sole proprietorships or partnerships with an average volume of 
business of $52.357. The data in this table are shown for what they may be 
worth, because the net profits and the percentages of such net profits to the 
volume of business done are not comparable with the net profits for corpora- 
tions. as the former include all compensation of proprietors and partners. If 
allowance were made for this item of compensation, the earnings of these small 
business enterprises would be meager indeed. 

Even more revealing data on net profits in retailing are presented in table 21: 
While these data are based on sample surveys and cannot be regarded as abso- 
lutely conclusive, they have been obtained by a most reputable organization 
skilled in the survey technique and with every reason for comp'ete objectivity. 
Here it is seen that during the vears 1953 through 1956 covered by the different 
surveys, in only 3 out of the 12 kinds of stores was the net profit over 3 percent 
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of sales. In all of these surveys the owners’ compensation was treated as an 
expense, hence the net profits in table 11 are comparable to those in table 9. 

The most interesting data are those showing the net profit earned by stores 
with no credit extension and with varying degrees of credit sales as a proportion 
of the total. To illustrate, family clothing stores had in 1956 a net profit for 
all the 192 stores included in the survey results of 2.7 percent of sales. Stores 
selling only for cash had the same percentage of profit as for all stores, namely, 
2.7 percent. Stores with less than 20 percent of the volume on credit had a net 
profit of 3.5 percent of sales, but stores with credit sales of more than 20 percent 
had a net profit of only 2 percent of sales. 

Sectors of consumer credit in which finance charge disclosures might possibly 
be needed.—For the purpose of determining in what areas or sectors of Consumer 
installment credit, if any, finance charge disclosures might be needed, table 12 
and chart VII have been prepared. These show the composition of the con- 
with the first year for which such information is available, including the biggest 
and 1959. These years were selected merely for illustrative purposes, starting 
suier installment dollar owed, by areas or sectors, for the years 1948, 1952, 1955, 
automobile paper year (1955), and ending with the last year (1959). 

From the data and the chart it is clear that automobile paper generally ac- 
counts for somewhat over two-fifths of the total consumer installment credit out- 
standings. Is there need for finance charge disclosures in this sector? Accord- 
ing to the data in table 13, there are now 31 States that provide by law for the 
disclosure of finance charges (but not in terms of simple annual interest rates) 
and for many other controls of sales of motor vehicles on credit. ‘These 31 
States contain 73.4 percent of the total population in continental United States. 
A study of these laws reveals some important differences in provisions, even 
though all are concerned with the protection of the consumer and only inciden- 
tally with the welfare of the business community. These differences may be 
due to varying local requirements or to differences of opinion among the legis- 
latures as to the best way of handling the situation, but they all give ample pro- 
tection to the consumer and provide for disclosure of charges in a way in which 
both the seller or lender and the consumer are likely to understand. Most im- 
portant, the .responsibility is placed directly upon sellers and lenders to stay 
Within certain maximum charges allowed. It is also interesting to note how 
many times some of the State installment sales laws have been amended, as 
perhaps an indication of how difficult it may be to iron out some of the problems 
and how flexible the legislation must be. From the recency of the dates of en- 
actment of such legislation in a number of the States as shown in table 13, it 
would appear that the remaining States are likely to follow suit in a short time, 
thereby obviating any necessity for such legislation as now proposed even for 
the 27 percent of the population not now protected in this manner. 

About one-fourth of the consumer installment credit outstandings is in the form 
of personal loans. As of the end of 1959, approximately 38 percent of such loans 
outstanding were in the hands of personal finance companies, all of which are 
operating under enabling State legislation now effective in 42 States, which 
provides all the protection to consumers that is needed. These laws, by the 
way, require disclosure on a monthly basis, no doubt because of the fear that a 
compulsory disclosure of rates on an annual basis as simple interest is unsound 
and would tend to antagonize and certainly mislead the public into believing 
that it is being exploited. Another 32 percent was in the hands of credit unions, 
all of which operate under either Federal or State charter with provisions for 
maximum charges and ample disclosures. Consequently, only about 30 percent 
of the personal loans in the hands of commercial banks might conceivably re- 
quire special legislation to force them to disclose the finance charges as specified 
in the proposed legislation. Even here it is believed that the figures include 
holding by industrial banks which are now governed by special laws in 21 States. 

Since the repair and modernization loans sector is already governed by spe- 
cial institutional arrangements in which the Federal Government has a hand, 
the only part of the consumer installment credit sector remaining is that of 
“Other consumer goods paper.” which accounts for about one-fourth of the 
installment credit outstandings. Reference to table 13 reveals that 18 States 
have already enacted installment sales laws covering all goods or all goods and 
services, and in 5 of them revolving credit is included specifically in addition. 
These 18 States contain 46.7 percent of the total population of continental United 
States. Here, again, since 11 of the laws have been newly enacted since 1956 
it is likely that other States will follow the precedent and thereby remove the 
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need for any other legislation in this area. Most significant, not one of the laws 
in the 18 States requires a statement of finance charges in terms of simple an- 
nual interest rates, but instead they refer to the amount of finance charge, service 
charge, or credit service charge. For this position there are two good and suf- 
ficient reasons. One is that the finance or credit service charge, as will be shown 
later in more detail, is not an interest charge. The other is that most sellers of 
goods on credit to consumers, as will be explained more fully below, cannot 
possibly convert a finance charge that may vary from customer to customer and 
from transaction to transaction into a simple rate of interest per annum. 

Proposed legislation seems unnecessary and would be unduly burdensome to 
small business.—F rom the foregoing analysis it is clear that only in part of the 
commercial bank segment of consumer personal loans and in that part of “other 
consumer goods paper” type of installment credit not now covered by State 
law might there be at this moment any justification for legislation that would 
require sellers of goods and services on credit to disclose the finance or credit 
service charge. For this most doubtful benefit to society, an extremely high 
price would have to be exacted from small business enterprise. 

It has already been indicated that in retailing, according to the Internal 
Revenue Service, there are about 2 million businesses, 90 percent of which are 
single proprietorships or partnerships. Inasmuch as the census covers only 
establishments with paid employees and places certain other restrictions on its 
scope, the number of retail places of business included in its data is around 
1,700,000. The last Census of Retail Trade for which information was collected 
and published with reference to credit sales was the one taken for the year 
1948. At that time 1,638,524 stores analyzed their sales on this basis. Of this 
number, 1,094,010 sold only for cash and 544,514 sold on credit. Of the 544,514 
stores selling on credit as well as for cash, 438,244 or 80 percent were non- 
corporate and 391,663 or 72 percent of all stores selling on credit had an annual 
business volume of less than $100,000 (vol. II, pp. 11.02, 11.04, and 11.20). 

What the proposed legislation aims to accomplish is to place an. impossible 
burden upon about one half million small retailers and some hundreds of 
thousands of small service establishments selling on credit. Ever since I de- 
veloped the method and formula for converting a nominal rate of charge into 
an effective rate to be taken in five steps, there has been difficulty in getting 
even college students to understand the process and many of them have failed 
to do that on examinations despite concerted and concentrated effort to teach 
it and to learn it. From experience I know that few businessmen. know how to 
do it. That is no doubt why in 1957 Household Finance Corporation’s Depart- 
ment of Research prepared what it calls a Consumer Credit Cost Calculator. 
The five steps shown and the typical examples given are proof of the difficulty 
in making the caleulation. Moreover, there is no agreement among authorities 
as to the proper method to be used in making the conversion. All of this, 
it would seem, might well belong in the province of education with long-run 
aims and not legislation that would require every small business man selling 
on credit to become somewhat of a mathematician. The most likely outcome, 
should such legislation be enacted, might well be for the finance charge to go 
“underground” and to become merely part of the base price charged for the 
goods or services. That would make any disclosure of finance or credit service 
charges, even such as is now required under State laws, impractical and would 
be a decided setback to the progress made in this regard in recent years. 


Finance charge expressed in terms of simple annual interest is misleading 


When the finance or credit service charge is expressed in terms of a simple 
annual interest rate it tends to be grossly misleading, for at least four reasons. 
First, it assumes that the charge is one of interest, paid for the mere use of 
money. That the cost of money involved is but a relatively small part of the 
total cost in operating on a credit basis is evident from the data in table 14 and 
as depicted on chart VIII for a department store and a specialty store, respec- 
tively. For this purpose only some of the more direct credit service costs have 
been analyzed and even on that basis, it will be noted, the imputed interest on 
all the receivables was less than one-fourth of the total for the specialty store 
and less than one-third for the department store. It is believed that had data 


‘been available for a complete analysis of all the costs incident to a credit opera- 


tion, the imputed interest part would be less than one-fourth. Yet the proposed 
measure would require that all the credit costs should be expressed in the same 
terms as the mere use of money. What the finance charge must cover are all the 
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expenses connected with credit investigation, collection, bookkeeping, reposses- 
sion, reconditioning, reselling, and bad debt losses which are directly related to 
the cost of making installment sales. In addition, they must cover such items as 
rent, heat, light, depreciation, and some other expenses necessary to perform the 
credit function. Thus, money, while the crux of the matter in a sense, is but a 
small part of the transaction. 

Second it is assumed that all transactions involving installment credit are iden- 
tical, On the centrary, when buying on the installment plan, the consumer is 
acquiring a bundle of utilities, which vary so much from vendor to vendor and 
from lender to lender as well as from transaction to transaction as to defy direct 
comparison. These may involve: (1) the time and effort required to complete 
the credit investigation, (2) degree of flexibility in the installment contract with 
regard to size, number, frequency, and due dates for installment payments, (3) 
manner of handling complaints and adjustments, and (4) policy of exhausting 
all possible solutions for helping the consumer achieve full ownership and fore- 
stall repossessions. This means that a mere comparison of rates of charge would 
be highly misleading. 

Third, not all installment credit transactions involve the same costs and for 
that reason the rates of charge would have to differ. Among the variable ele- 
ments affecting such costs may be mentioned: (1) Degree of risk to the seller or 
lender, (2) size of the transaction, (3) type or form of credit furnished, (4) 
geographical location as to section of the country or even size of the community, 
(5) time of the transaction with reference to changes in costs, (6) type of prod- 
uct purchased by the consumer, and (7) whether the article is new or.used. 

Finally, over the years there has grown up a myth that a proper charge for 
the use of money is 6 percent per annum. Consequently, anything over and above 
this mythical rate would be regarded by the consumer as exorbitant. The fact 
of the matter is that even on a wholesale basis as when loans are made of money 
by commercial banks to businessmen the rate may be much higher than this 
mythical 6 percent. While every State has stipulated by law a so-called maxi- 
mum legal rate that can be charged on single payment loans, which varies from 
4 percent in North Dakota to 7 percent in California, Georgia, Nevada, and 
Wvoming (most of-the States providing for a 6 percent ceiling), in each State 
there is another legal rate that is much higher. This is known as the contract 
rate, i.e., a rate arrived at by previous agreement between the parties. This rate 
is 8 percent in most States, but ranges from 7 to 12 percent, in one State (Rhode 
Island) it is 30 percent, and in four states (Colorado, Maine, Massachusetts, and 
New Hampshire) the contract rate is unlimited. (In some 16 States these rate 
limitations—legal or contract—do not apply to corporations.) In addition, there 
are special laws under which higher rates can be charged on retail types of 
installment loans like those charged by small loan companies, credit unions, and 
industrial banks. 

When rates of charge on small transactions are expressed in terms of simple 
annual interest, the results are often ridiculous. For example, when 25 cents is 
charged by a pawnbroker on a $2 loan made on a pledge which is redeemed in 
30 days, the charge for the month as a rate is 12.5 percent and on an annual 
basis it is 150 percent. Yet, on the basis of such transactions, such a lender 
would soon find himself in bankruptcy. It is not economically sound nor is it 
fair to require that small or retail transactions in the purchase of goods or the 
borrowing of money be so treated. That is recognized in all the States laws 
now in effect. 


Conclusion 


As an educator it would indeed be unseemly for me to go on record as opposing 
knowledge and the promotion of truth in anything. After all, the major func- 
tions of a university are to search for the truth and to teach it. The question 
is what kind of truth is involved, how necessary it is, and what price must be 
paid for it. 

That the consumer is often ignorant about the finance charges on installment 
credit transactions in terms of simple annual interest is readily acknowledged. 
He does not, however, possess a monopoly on such ignorance. The same is true 
of many businessmen who might be expected to be knowledgeable in this regard. 
How many businessmen or other intelligent citizens, for example, know what 
percentage of all new, used, or both new and used passenger cars is sold on 
installment credit? This has been tried on many sophisticated audiences and 
all of them invariably had the idea that over 90 or more than 95 percent would 
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be the correct percentage when as a matter of fact it has been for some years 
around 60 percent. 

The question is whether lack of such knowledge is harmful to consumers to 
such an extent that it has an adverse effect on our economy and on the major 
objectives of full employment, economic stability, and essential economic growth. 
That there is no proof for any such assumptions has been amply revealed by the 
foregoing discussion. Moreover, there is no area of economic activity in which 
workable competition has been more effective than in retailing and in financing 
consumer purchases. The very large number of sellers and lenders in this 
sector of the economy insures that. Finally, the proposed legislation is not of 
the same essence as the several fabrics acts administered by the Federal Trade 
Commission where the main objectives of the required disclosures are to avoid 
misrepresentation and to protect consumers against false and misleading ad- 
vertising and against misbranding, a power which the Commission already has, 
and has used at times, over similar abuses in the field of consumer instalment 
credit. To achieve the questionable benefits, a tremendous price will have to be 
paid, first, by turning over to a Federal agency more power than has ever been 
delegated over such a large segment of business except perhaps in time of war, 
and second, by subjecting hundreds of thousands of small business enterprises to 
rules and regulations which probably cannot be enforced anyway. Is it worth 
the price? From the standpoint of its effect on workable competition it may well 
prove to be pernicious. 


TABLE 1.—Consumer credit outstanding at the end of December and the monthly 


average of the 4th quarter of each year in relation to the annual monthly 
average, 1947-59 


{Amounts in millions of dollars] 





December 4th quarter 

Annual cae alee MS , Sprineibainaleds 

Year monthly | | 
average | Percent ofan-| Monthly /| Percent of an- 
e | Amount tual monthly average nual monthly 

average | average 

| 

| 
i awnuhaahinee aia 9, 631 11, 598 120. 4 10, 968 113.9 
Soe: Seoni ncoaihd Sit 12, 800 14, 447 112.9 13, 972 | 109. 2 
eG ackvenetaiuc brad in 15, O89 17, 364 115.1 16, 646 | 110.3 
OO a See as 19, 063 21, 471 112.6 21,018 | 110.3 
1951 ee ee eae 21, 296 22,712 106. 6 q 103.8 
ae Scene eee 23, 970 27, 520 114.8 26, 395 | 110.1 
1953 eels ania 29, 087 | 31, 393 107.9 30, 682 105. 5 
ac wae ad asians tice eg A 30, 512 32, 464 106. 4 | 31, 460 | 103.1 
1955 Se ole eee ae Eo, | 34, 694 38, 882 | 112.1 | 37, 629 | 108. 5 
1956 ; BIST REE as | 39, 747 42, 511 107.0 | 41, 440 | 104.3 
1957 : sig dale oven ca ck ceases ded andts bial 42,859 | 45, 286 | 105. 6 44, 303 | 103. 3 
ER 43, 756 | 45, 586 104.2 44,417 101.5 
1959 spsbbnacchiat abate beninieiekababeanitadleactaa 1 47, 761 1 §2,046 109.0 1 50, 766 | 106.3 

| 








‘Includes data for Alaska beginning with January and for Hawaii beginning with August, hence the 
figures for 1959 are exaggerated to that extent as compared with previous years. 


Source: Computed from monthly data in Federal Reserve Bulletin, November 1959, pp. 1416, 1417 for the 
years 1947-58, and in February 1960 issue, p. 198 for 1959. 
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TABLE 2.—Consumer installment credit outstanding at the end of December and Ta 
the monthly average for the 4th quarter of each year in relation to the annual | , 
monthly average, 1947-59 


{Amounts in millions of dollars] 











| 
| December 4th quarter 
| Annual - 4 
Year | monthly 
average Percent of an- Monthly Percent of an- 
} Amount nual monthly average nual monthly 1047 
average average ; 
1048 
2 1949 
i 7 6, 695 124.9 6, 313 78 — 
Us Gatti nboet etiam aioe ; ; | 8, 996 113.3 8, 766 110.4 oy 
WOO ieee Se 9,970 | 11, 590 116.2 11,191 112.2 ve 
EE : wa 13, 216 14, 703 111.3 14, 588 110.4 — 
a certs soda 14, 609 15, 294 104.7 15,022 102.8 ae 
ARE 16, 764 19, 403 115.7 18, 733 111.7 
1953 uitanee cade 21,417 23, 005 107.4 22, 721 106. 1 a 
1954 ae 22, 648 23, S68 104. 1 23, 144 102.2 wwe 
1955 : eo 26, 065 28, 958 111.1 28, 361 108.8 +s 
1956 31, 897 105. 6 31,418 104 
1957 34, 183 104. 4 33, 802 103. 2 
1958 oe - . . 34, ONO 102.3 33, 545 100.7 
1959 5 ais lala 7 . 36, 450 1 39, 482 108.3 38, 875 1 106.7 
é 
! Includes data for Alaska beginning with January and for Hawaii beginning with August, hence the 
figures are exaggerated to that extent as compared with previous years } 
Source: Computed from monthly data in Federal Reserve Bulletin, November 1959, pp. 1416, 1417 for the Ur 
years 1947-58, and in February 1960 issue, p. 198 for 1959 
TABLE 3.—Use of consumer credit as measured by average outstandings, in 
relation to changes in the economy, 1947-59 ° 
{Amounts in millions of dollars] 
| Consumer credit outstanding 
. Personal 
Gross Disposable | consump- 
Year national personal tion ex- Percent of 
product ? income 2 |penditures 2} Amount! 
col. 1) col. 2) col. 3) col, 4 
Col. 1 Col. 2 Col. 3 
col. 5 col. 6 col. 7 
‘ — 1947. 
1947_. eas 234, 289 170, 113 165, 409 9, 631 4.11 5. 66 5. 82 1940 
1948 ens A 250, 426 189, 300 178, 313 12, 800 4.93 6. 76 7.18 or 
1949 Paice 258, O54 189, 654 181, 158 15, 089 5.85 7.96 8.33 | 905) 
POO une ne ee 284, 599 207, 655 | 195, 013 19, 063 6. 70 9.18 9. 78 Pees 
DR pccattbot 328,975 | 227,481 | 209, 805 21, 206 6.47 9. 36 10.15 eons 
1952 e 346, 999 238, 714 219, 774 23, 970 6.91 10. 04 10. 91 1954 
1953 cathigerbienind 365, 385 252, 474 232, 649 29, 087 7.96 11. 52 12. 50 1955 
1954 z * 363, 112 256, 885 | 238, 025 30, 512 &. 40 11. 88 12. 82 1956 
ED iotsactc cae 397, 469 274, 448 | 256, 940 | 34, 694 8.73 12. 64 13. 0 19357 
ae ane 419, 180 292, 942 269, 917 39, 747 9. 48 13. 57 14.73 1958 
DE ia sien ‘ 442, 02 307, 855 284, 756 42, 869 9. 69 | 13. 93 15.05 1959 
1958 renee 441, 702 316, 478 292, 956 43, 756 | 9.91 | 13.83 14.94 = 
ae ine 479, 500 334, 650 311, 600 | 4 47, 761 49.96 414.27 415,33 | _ 
Be sea ee : Re inant oe i.e 1y 
1 When the consumer credit statistics series were revised by the Board of Governors of the Federal Reserve yt 
System in 1956, the revision was carried back only through 1948. (See Federal Reserve Bulletin, October an i 
1956, pp. 1031-1054.) A later revision carried the changes back so as to include 1947 at least for totals and ia 
for some components (see Federal Reserve Bulletin, November 1959, p. 1416). Consequently, no com- :E 
parable data are available for years prior to 1947. : 11: fo 
2 Sources: For the years 1947-58, Survey of Current Business, U.S. Department of Commerce, July 1959, whic 
pp. 7 and 11; for the year 1959, Survey of Current Business, February 1960, p. 28, except for disposable per- iF 
sonal income which was computed from quarterly data on p. S-1 of the same issue. vem] 
8 Source: For the years 1947-58, annual averages computed from monthly data in Federal Reserve Bulle- hh 
tin, November 1959, pn. 1416-1417: for the year 1959 from Federal Reserve Bulletin, February 1960, p. 198 


and 
4 Includes data for Alaska and Hawaii which are estimated to average no less than a billion dollars andto }  j, on 
that extent the magnitude of consumer credit outstanding as compared to previous years is exaggerated. - 
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TABLE 4.—Passenger car sales by manufacturers, purchases by consumers, and 
proportion of consumer purchases made on installment credit, 1947-59 


Factory Car purchases | Percentage of passenger cars sold on 

sales of installment credit 
Yea passenger ; - vicina 

cars | | 
New Used Total New Used | All 

1947 - 3, 558, 178 2, 800, 000 4,500,000 | 7,300, 000 20 37 | 35 
1948 3, 909, 270 3, 200, 000 5, 600, 000 &. 800, O00 33 42 | 39 
1949 5.119, 466 |} 4, 500, 000 6, 900, 000 | 11, 400, 000 43 52 | 49 
1950 6, 665, 863 5, 200, 000 7. 500, O00 12, 700, 000 46 57 | 52 
195] ae 5, 338, 435 4. 400, 000 7, 300, 000 | 11, 700, 000 47 60 | 55 
1942 +, 320, 744 3, 600, 000 7, 900, 000 11, 500, 000 57 65 63 
1953 6. 116, G48 4. 900, 000 7. 800, 000 12, 700, 000 59 62 61 
1054 a 5, 558, 897 4, 300, 000 &, G00, OOO 12, 900, 000 62 63 62 
105° 7. 920, 186 6, 000, 000 9, 300, 000 15, 300, 000 OO 61 60 
1956 5, 300, 000 | 8, 900, 000 14, 200, 000 64 61 62 
1957 4. 400,000 | 8, 400,000 | 12, 800, 000 65 59 6 
1958 3, 860, 000 &, 690, 000 | 12, 550, 000 64 54 | 57 





( 


Source: Various annual issues of Automobile Facts and Figures published by the Automobile Manufac- 
turers Association, New Center Building, Detroit, Mich. For the data on car purchases and the proportion 
{ on installment credit, the original source credited in these publications is the Survey of Consumer 
Finances conducted by the Federal Reserve Board in cooperation with the Survey Research Center of the 
University of Michiga 


gan, 


TABLE 5.—Use of consumer installment credit as measured by average 
outstandings, in relation to changes in the economy, 1947-59 * 


[Amounts in millions of dollars] 


Installment credit outstanding 
Personal rs sche hdehdip sca 
Gross Disposable | consump- 
Year national personal | tion ex- Percent of 
product 2 income 2? |penditures 2, Amount ? iniecteahenia nasi Actadincnniiiisiati 
col. 1 (col. 2) (col. 3) (col. 4 
Col. 1 Col. 2 Col. 3 
(col. 5) (col. 6 (col. 7) 


1947... 








165, 409 5, 360 3.15 } 3. 24 
1948 = 178, 313 | 7, 937 4.19 | 4.45 
1949 181, 15S 9, 970 5. 26 5. 50 
1950 13, 216 6. 36 | 6. 78 
1951 14, 609 6. 42 | 6. 96 
1952_. a ee 16, 764 7. 02 | 7. 63 
1953 21, 417 8. 48 | 9. 21 
1954 256, 885 22, 648 8. 82 9. 51 
1955__ ee ated 274, 448 | 26, 065 9. 50 | 10. 14 
1956__ = 292, 942 | 30, 218 10. 32 | 11. 20 
1957... 307, 855 | 32, 741 10. 64 | 11. 50 
1958__ a 316, 478 | 33, 328 10. 53 11. 38 
1959 334, 650 | 4 36, 450 4 410.89 411.70 


' 








' When the consumer credit statistics series were revised by the Board of Governors of the Federal Re- 
Serve System in 1956, the revision was carried back only through 1948. (See Federal Reserve Bulletin, 
October 1956, pp. 1031-1054.) A later revision carried the changes back to include 1947 at least for totals 
and for some components (see Federal Reserve Bulletin, November 1959, p. 1416). Consequently, no 
comparable data are available for years prior to 1947. 

? For the years 1947-58, Survey of Current Business, U.S. Department of Commerce, July 1959, pp. 7 and 
11; for the year 1959, Survey of Current Business, February 1960, p. 28, except for disposable personal income 
which was computed from quarterly data on p. S-1 of the same issue. 

* For the years 1947-58, annual averages computed from monthly data in Federal Reserve Bulletin, No- 
vember 1959, pp. 1416, 1417; for the year 1959 from Federal Reserve Bulletin, February 1960, p. 198. 

‘Includes data for Alaska and Hawaii which are estimated to average no less than half a billion dollars 
and to that extent the magnitude of consumer installment credit outstanding compared to previous years 
IS exaggerated. 
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TaBLE 7.—Bad debts in retail trade, as a percent of sales, specified years and 
kinds of business 


{Amounis in thousands of dollars] 


Bad debts 
Gross sales 


Kind of business and 
| receipts | Amount | Percent of 
| sales 
Total retail finial da ska Risea suis ania sce pranieaenteuns 103, 843, 660 | 235, 665 0. 23 
General merchandise__...........---- 6nts canned 7 20, 354, 240 | 48, 367 . 24 
Apparel and accessories- = . : 6, 807, 825 21, 500 . 32 
Furniture and house furnishings.___-- Soha canine ic ; 4, 176, 705 31, 814 . 76 
Building materials and hardware_-..--........---------- aie 6, 098, 007 29, 229 . 48 


From “Statistics of Income for Corporations,’’ 1957-58, Internal Revenue Service, U.S. Treasury 
Department. 


Latest year | Bad debts as 
Kind of state of survey a percent 
of sales 


Appliance-radio-television dealers..................------------.-.----------- 1958 0.7 
Farm equipment dealers. -__.---- ‘ sic Cin nilecinhaiee- heeled : = 1958 | <2 
C!S ‘ geite ence ss earates ss tai ena aie “an 1958 1.0 
IN i es tet Arathi egweuateniowdebaed 1958 2 
Jewelry: 

Cash and open credit.............--.--.. ; sia aca ecmaalas co wise eaten aoe 1953 0 

PBtAIONS CEOGI. oo... 555.5... nee sedi ; ada iG die douetemeeiata 1953 1.7 
Lumber dealers._---- Secd pcan ean akcons he ‘ : Neciaiedstuhtaparntina 1955 .3 
PES CNG, ccancchancicoontsbutksuadsauumeeeae ; ‘ tines te eatcasbersis 1958 3 
SA SS OR ee oa tidei dentin niteeeiwaitiaadeaseceknbbn tes mednwcata 1958 3 


From ‘Operating Ratios for Forty-one Lines of Retail Trade,’’ Dun & Bradstreet, Inc., 99 Church St., 
New York, N.Y. 


TABLE 8.—Cyclical behavior of consumer installment credit during the years 
1947-59 


{Amounts in millions of dollars. Indexes, 1947-49=100] 





| 


| Manufac- Gross national | Consumer install- 
Indus- turing product ment credit out- 
Year trial pro- | employ- standing 


duction | ment | 


index! | index! 











Amount?) Index 3 | Amount 4) Index 3 

| | ' 
$$$, |_| | 
ON RES he ne ae es ee 99 | 103.4 | 234, 289 | 93.5 5, 360 | 69.1 
ean eo ent eat eee 103 102.8 | 259, 426 | 103.5 | 7,937 | 102.3 
MS phic spared sj scths Scares clases 98 | 93.8 | 258,054 | 103.0] 9,970 | 128. 5 
SOP i scahasinditsch os Sais Sn icca gp enadninetinich caaktacnsai mies | 113 99. 6 284, 599 | 113.6 | 13,216 | 170. 4 
mice abies becbmbinae ea aa ade ale 123 | 106.4 | 328,975 | 131.3 | 14,609 188. 4 
1952... ._- Be dane ao exe écuudtaupaed 127 | 106.3 | 346,999 | 138.5) 16,764 | 216. 1 
RB pnd ote Liebe ronh unk eae otaaane at 138 | 111.8 | 365, 385 | 145.8 | 21,417 | 276. 1 
sn ee Sa ocde sateen cease | 130} 101.8 | 363, 112 | 144.9 48 | 292. 0 
WD des cccncecatseenbasccsdaucwaaeseus a] 146 | 105.6 | 397, 469 158.6 | 336. 1 
Ee ee a 151 106.7 | 419,180 | 167.3 389. 6 
la ccces ace cas Ss skeen Poaceae 152 104.4 | 442, 502 | 176. 6 | 422. 1 
WB. 5... Bee orcad aiewdeeiedes 141 94.3; 441,702] 176.3 32! 429.7 
PR shen ck eecs Bae EEN Lie area Re 159 | 98.9 | 479, 500 191.3 | 536, 450 5 470.0 


1 Federal Reserve Bulletin, February 1960, p. 208. 

? For the years 1947-58, Survey of Current Business, U.S. Department of Commerce, July 1959, pp. 7 and 
11; for the year 1959, Survey of Current Business, February 1960, p. 28. 

§ Computed from data in the preceding column, using the average for 1947-49 as 100. 

‘ For the years 1947-58, annual averages computed from monthly data in Federal Reserve Bulletin, No- 
vember 1959, pp. 1416-17; for the year 1959, from Federal Reserve Bulletin, February 1960, p. 198. 

5 Includes data for Alaska and Hawaii not included in data for previous years. 





340 CONSUMER CREDIT LABELING BILL 


TABLE 9.—Net profit of retailers, before taxes, as revealed by corporate income T 
tar returns with balance sheets for specified years 
{Amounts in thousands of dollars] { 


Net income 


Number Gross sales 




















Industrial group and yea ol and receipts !| Total assets Percent of 
returns col. 2 col. 3 Amount ? 
col. 1 } col. 4 
Sales | Assets 
col 5 | (col. ) 
Total retail Th 
| ee ‘ a" 90, 135 51, 030, 471 18, 039, 277 3, 039, 738 6.0 16.9 
1948__ : z 100, 731 97, 436, 179 20, 336, 855 3, O67, 229 o. 3 15.1 
1955. Ri 143, 216 | 95, 152, 435 33, 314, 716 2, 568, 627 2.7 7.7 TT: 
195t ‘ 157, 543 98, 377, 830 35, 066, 128 2, 516, 325 2.6 wo2 
1957-58 167, 054 103, 843, 660 36, 877, 459 2, 300, 197 2.2 6.2 
Total manufacturing Re 
1947. Kanne 105, 390 213 111, 35: 16, 473, 599 9.4 14.8 
1948__. . 110, O78 , 822 121, 707, 17, YS1, 666 9.2 14.8 
1955. 124, 199 ,096 | 201, 36 25, 801, 839 8. 12.8 Re 
1956-57 128, 457 , 388 216, 363 24, 487. 505 7.9 11.3 
1957-58 133, 558 . 673 224, 909, 817 | 22,653, O72 7.0 10. 1 
Retail —ceneral merchandise Re 
ee a se a : 5, 956 13, 625, 559 6, 196, 633 7.8 17.2 : 
1948__ EROS 6, 315 14, 767.014 6, 820, 778 7.6 16.4 
SR ccna dewisciettallaaca 7, 954 18, 612, 747 9, 994, 128 6.0 11.2 
1956-57 ; 8, 400 19, 628, 40 10, 220, 712 s 11.1 Re 
1957-58 8, 921 20, 354, 240 10, 533, 675 3 10.2 } 
Retail—apparel and accessories 
oe 2 12, 683 . 499 1, 953, 936 274, O77 5.6 14.0 
1948 ; . . 13, 920 5, as 2, 150, 735 239, 366 4.6 11.1 
(ae j ies 18, 519 6, 284, 595 2, 977, 037 159, 737 2.5 5. 4 tome 
1956-57 . faa 20, 643 6, 739, 729 3, 173, OS1 172, 624 2.6 5.4 
1057-68....<«-- c 21, 646 6, 807, 825 3, 265, 909 130, 066 1.9 4.0 in 
Retail—furniture and house fur- fro 
nishings: 2 
1947 9 ; soe . 7, 121 2, 053, 242 1, 159, 508 138, 44 6.7 11.9 net 
a = &, 585 2, 208, 492 1, 309, 823 109, 849 5.0 4 
1955 =a : 13, 759 3, 835, 104 2, 314, 205 87, O67 2.3 3.8 f 
1956-57 _. am . 15, 142 4, 214, 323 2, 457, 169 83, 147 2.0 3.4 Int 
1957-58 palit 15, 487 4,176, 705 2, 488, 171 54, 626 1.3 2.2 
Retail—building materials and 
hardware: 
a as , a 10, 678 3, 160, 801 1, 371, 804 217, 108 6.9 5 
Ri ceeencsern : 9, O85 2, 749, G47 1, 241, 996 182, 979 6.7 7 
1955_.. . 16, 916 5, S80, 926 2, 909, 258 169, 754 2.9 8 
1956-57_..... ; 19, 201 | 6, 250, 392 3, 209, 953 142, 681 3.3 4.4 
FOO I G6 ncn oune a 19, 063 6, 098, 007 3, 213, 795 107, 080 1.8 3.3 } - 

1 “Gross sales’’ consists of amounts received for goods, less returns and allowances, in transactions where 
inventories are an income-determining factor, while “‘gross receipts from operations’’ are amounts received 
from transactions in which inventories are not an income-determining factor. 

2 Derived by deducting deficits on returns with no net income from the total net income on returns with 
net income and is labeled in the publications as ‘‘Net income or deficit.’’ 

Sources: Respective issues of pt. 2 (for corporations) of Statistics of Income, U.S. Treasury Department— 1 2 
Internal Revenue Service, table 4 for the years 1947 and 1948, table 3 for the years 1955 and 1956-57, and - 
table 2 for the years 1957-58 wi 
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TasLE 9-A.—Net profit of retailers (before tares) as revealed by corporate 
income tax returns with balance sheets for 1952 and 1953 


{Amounts in thousands of dollars] 


| 
| 


| Number 
Industrial group and year | of 
returns 
(col. 1) 
Total retail: 
I Riise: siecar accel is coiniccsartsS ands ws tells cantata 120, 355 
1953 ats wc ews ee sap Ss es cscs 123, 971 
Total manufacturing: 
a aac dt as isaac a walsh llisanih Akira 113,711 | 
Pistnianansae dinates deanigiibn . 115, 254 | 
Retail—general merchandise: | 
BRR Se ee ssa 6, 563 
Ri pssctteaianctaiane clei a . 7,354 
Retail—apparel and accessories: 
Se ee es a 16, 706 
a) a a ‘tog 16, 344 
Retail—furniture and house fur- 
nishings: 
ae i al ce 10, 937 
1953 ry ee 12, 065 
Retail—building materials and 
hardware: | 
Dc hee ne! 14, 487 
ies Ueaeataisarincpehelvkscsvinsnsenstcaande tcepdinicntel 14, 616 


| Gross sales | 
and receipts ! | Total assets 


(col. 2 


73, 368, 
77, 610, 
255, 219, 


274, 630, 
16, 625, 
16, 923, 


kr 


5, 557 


5, 616, 


3, 014, 
3, 182, 


4, 814, 
4, 560, 


Net income 


Percent of— 











(col. 3 Amount ? | 7 _ 
col. 4) | 
Sales | Assets 
col. 5) | (eol. 6) 
| - iz 
| | 
431 27,011,562 | 2,323,487] 3.2 8.6 
239 | 27,915,073 | 2,073,312] 2.7 7.4 
639 | 170,282,137 | 20, 223, 429 | 7.9 11.9 
140 176, 805, 456 | 21, 283, 284 | ae ‘12.0 
276! 8,623,696 | 1,024,959| 62! 11.9 
872 | 8, 920, 047 968, 274 | 7 10.9 
} | | 
, 410 2, 508, 927 | 143, 632 2.6 5.7 
137 2, 542, 107 134, 595 2.4 | 
| | 
621 | 1, 829, 160 70,2638/ 2.3] 3.8 
763 1, 990, 484 54, 645 | ee 2.7 
740 2, 375, 465 167,584 | 3.5 7.0 
381 | 2, 367, 817 | 114, 920 | 2.5 | 4.9 





1 “Gross sales’’ consists of amounts received for goods, less returns and allowances, in transactions where 
inventories are an income-determining factor, while “‘gross receipts from operations’’ are amounts received 
from transactions in which inventories are not an income-determining factor. 

2 Derived by deducting deficits on returns with no net income from the total net income on returns with 
net income and is labeled in the publications as ‘‘Net income or deficit.’’ 


Source: Respective issues of pt. 2 


Internal Revenue Service, table 4 for 1952 and table 3 for 1953. 


2 (for corporations) of Statistics of Income, U.S. Treasury Department- 


TABLE 10.—Net profit of retailers, before taves, as revealed by income tar 
returns for sole proprietorships and active partnerships, 1957-58 


{Amounts in thousands of dollars] 


} 





Net profit ! 
Number of | Business Ea 
Kind of business businesses receipts 
| Amount Percent of 
receipts 

ceeiiead » ei saularrciiatiaectiommameencbans os soiled abesiniecapeesiacibcoaiesanell = = — 
PO ne 1,805,001 | 94,522,748 | 5,525,733 5.8 
ene IIR ni i oe ecm i aaui ae 222, 265 | 14, 484,683 | 1,219,374 8.4 

Retail: | 
General merchandise-_._..- uidnss maa bins weseoaee tied 3, 702, 048 | 236, 296 6.4 
Apparel and accessories. ....................-.-.--- 4, 234. 287 | 327. 060 7.7 
Furniture and house furnishings. -__...___.______- 4, 874, 909 341, 206 7.0 
TIRING CORIONS occ cece wdnccucucsecenuawe 12, 945, 219 279, 139 2.2 
Lumber and building materials_-.........._...._-- | 2, 379, 578 145, 263 6.1 
Hardware and farm equipment___._....-..-.------- | 3, 546, 049 | 159, 252 | 4.5 
Ns 923, 866 | 93, 016 10.1 











‘Includes the compensation of proprietors and partners. 


Source: “Statistics of Income, 1957-58, U.S. Business Tax Returns,’ U.S. Treasury Department, Internal 
Revenue Service, 1960, computed from data in tables 1 and 4, pp. 7 and 11. Until now data for sole proprie- 


torships and partnerships have been issued for a few years for Government use only; this is, therefore, the 
first issue as a public document. 
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TABLE 11. 


CONSUMER CREDIT 


LABELING 


BILL 


Net profit of retailers, before taxes, as a percent of sales, for all 


stores in @ specified kind of business and for stores grouped by proportion of 


sales on credit 


Kind of store business 


Auto accessory and parts 
Camera and photographic supply 
Family clothing stores 
Farm supply 
Floor coverings 
Jewe Iry 
Cash and open credit 
Instalment credit 
Retail lumber dealers 
Musie stores " 
Paint and wallpaper 
Sporting goods 
Women’s accessory 
cialty 


and 


spe- 


| 

Number | Latest 
in year 
survey cov- 
sample ered 
134 1955 

188 1954 

192 1956 

229 1956 

202 1954 

209 | 1953 

61 | 1953 

207 1955 

233 1956 

226 | 1956 

222 1953 

213 1954 


All 


store 


percentage is placed in this table in an approximate manner. 


Sonrce 


Series of “‘Cost of Doing Business,”’ 


Net profit as a percent of sales ! 


Under 
No 20 per- 
s credit cent 
credit 
7 2.8 
7 3. 
4 2.7 3.5 
5 1. 5-1. 
7 1.1 
7 Soa 5.0 
® 
4 2 
5 | 2.0 
0 | 2.4 
0 ~--|2. 1-2. 
2) 1.4 2.9 


40 per- 
20 to 30 | 30 to 40 cent 
percent; percent ind 
over 
2.8 2.8 3.3 
2.7 2.7 2.2 
2.0 2.0 2.0 
1. 5-1.8 |1.5-1.8 | 1.5 
2.0 2.0 1.7 
| | 
| 4.8 4.8 | 1.9 
2.4 2.4 3.6 
ot Bh 2.1 
| 4.2 2.5 
2.1-2.3] 1.9 1.9 
j | 
| ee} os 2. 5 


1 The credit sales brackets are different for the various kinds of business, hence in some cases the net profit 


a survey of operating results by Dun & Bradstreet, Inc. 


Available for 25 lines of retail trade, many of which are in such lines as bakeries, groceries, flowers, etc. 


TABLE 12.—Composition of the consumer installment dollar owed (average for 
the year), specified years 


Nature of credit outstanding 


Total 


Automobile paper 

Other consumer goods paper 

Repair and modernization 
loans 


2, 461 


{Amounts in millions of dollars '] 


1948 
Per- 
Amount?) cent of 
total 
. 938 | 100.00 
, 596 32. 70 
31. 00 
795 10. 02 
26. 27 


Personal loans 


2,085 


1952 


Amount ? 


16, 757 


ou 


), 649 
5,1 


oe 


» 207 


43 


Per- 


cent of 


total 


100. 00 


39 
30. 


oo) 


68 
78 


9 
4.20 


22. 34 


Amount? 


26, 144 


11, 852 
6, 857 
1, 589 


5, 847 


Per- 
cent of 
total 


100. 00 


45. 33 
9° 


26. 2¢ 


6. O8 
22. 36 


1959 
Per- 
Amount?) cent of 
total 
436,450 ' 100.00 
15, 601 4.80 
9, 184 25. 20 
2, 498 6. 85 
9, 167 25. 15 


The totals differ somewhat from the figures used elsewhere from a later revision which did not extend to 


the components. 


2 Average of monthly figures in Federal Reserve Bulletin, October 1956, pp. 1035-1036. 
3 Average of monthly figures in Federal Reserve Bulletin, February 1960, p. 198, 
* Includes data for Alaska and Hawaii not included in data for previous years. 
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TABLE 13.—States having installment sales laws in 1959, by scope of coverage 


Scope ol coverage 






Date rae 
Population of 
State 1950 enact Dates amended l] Revolv- 
ment Motor | goods All ing 
vehicles ind goods credit 
services 
C ria 10, 586, 223 1945 1949, 1957, 1959 X X X 
Cr ado 1, 325, O89 1951 1952, 1953, 1957, 1959- X X 
Connecticut 2, 007, 280 1947 1949, 1955, 1957 X X 
F i " _ i Z 2, 771, 305 1957 1959 X x X 
Id _ 588, 637 1957 X xX 
Illinois 8, 712, 176 1957 X X 
Ind liana 3, 934, 224 1935 1947, 1953 a X 
lowa 2, 621, 073 1957 X 
Kansas 1, 905, 299 1958 X X 
Kentucky 2, 044, 806 1956 xX 
Louisiana 2. 683, 516 1958 | >; 
Maine 913, 77 1944 1951, 1957, 1959 X 
Maryland 2, 343, 001 1941 1951, 1954 X X 
Massachusetts 4,690, 514 1958 X X | 
Michigan ie 6, 371, 766 1939 1951, 1952, 1954, 1955, 1957 X 
Minnesota. _- 2, 982, 483 aay , Xx 
Mississippi 2, 178, 914 1958 X 
Montana 591, 024 1959 X X | 
Nebraska ‘ 1, 325, 510 1959 ! X 7 X 
Nevada 160, O83 1953 X | 
New Jersey ‘ 4, 835, 329 1948 a X 
New Mexico. _- 681, IS7 1959 X X 
New York 14, S30. 192 1956 1957_ X X ‘ 
North Dakota__-- 619, 636 1957 X X so 
Ohio 7, 946, 627 1949 1959_ X X X 
Oregon 1, 521, 341 1957 X 
Pennsylvania 10, 498, 012 1947 X 
Sot ith Dakota 652, 740 1957 X 
Utah 688, 862 1953 | X X 
Virginia 2 3, 318, 680 1950 1956 7 
Wisconsin 3, 434, 575 1935 | Various dates to 1957 X 


U.S. population 150,697,861. 
INew. 
2? While Virginia does not have an installment sales law as such, its Motor Vehicle Licensing Act provides 


for certain rules and disclosures regarding retail installment sales of motor vehicles and to all intents and 
purposes may be considered as an installment law for motor vehicles. 





Source: Time Sales Financing, September 1959 issue, which is devoted entirely to an analysis of all the 
State installment laws in effect in 1959. 


TABLE 14.—Percentage composition of elements of cost in providing credit service 
for which data are available for the year 1958 


Department store with Specialty store with sales 
sales of $15,000,000 of $2,500,000 2 
Cost element 
Percent of Percent of 
Amount analyzed Amount analyzed 
costs costs 

Payroll : a ‘ is ele $59, 273 34.8 $16, 250 44.6 
Imputed interest __- eiaatain 55, 039 32.3 8, 450 23.2 
Bad debts ‘ : 21, 169 12.4 3, 413 9.4 
services purchased_ . caine 12, 701 ie 2, 600 a3 
Communications. -- ate . we 12, 701 7.5 2, 925 8.0 
Supplies 7,621 4.5 2, 600 7.1 
Unclassified _- 1, 694 1.0 163 0.6 
Total analyzed __-_-- ghicemieiane 170, 198 100. 0 36, 401 100. 0 


Assumes credit sales ratio of 56.45 percent, the same as given for 1957 for stores of this size with revolving 
credit in 1958-59 Credit Management Year Book, National Retail Merchants Association, opposite p. 182. 
* Assumes 65 percent in credit business. 


NoTE.—Items apparently not analyzed: Rent, heat and light, depreciation, advertising credit business, 
insurance and fidelity bonds, legal fees, recording fees, janitor service, travel. 


Sce:our Computed from basic data in ‘‘Operating Results of Department and Specialty Stores in 1958”’ 
Malcolmy b P. McNair, Harvard University Bureau of Business Research, Bulletin No. 155, p. 18. 
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Senator Proxmire. If you are through, Mr. Beckman, does either 
Mr. Holthausen or Mr. Trotta wish to take over ? 

Mr. Hournavsen. Would you like to come back in the morning? 

Senator Proxmire. I understand we have to finish tonight. I apolo- 
gize for taking so long. 

Mr. Porrer. Can we go off the record? TI am counsel for the Na- 
tional Retail Merchants Association. 

Mr. Trorra. I am perfectly willing, Senator, to just file my state- 
ment without reading it. 

Senator Proxmire. Your statement will appear at the end of your 
remarks and will be studied. I promise you that. I will read it 
carefully. I really will do that. I was very impressed by the remarks 
you already made. 

Mr. Trorra. Thank you. 

( Discussion off the record.) 

Senator Proxmire. Would counsel identify himself for the record? 

Mr. Porrer. Paul A. Porter, Arnold, Fortas and Porter, counsel 
for the National Retail Merchants Association. 


STATEMENT OF A. LEONIDAS TROTTA, NATIONAL RETAIL 
MERCHANTS ASSOCIATION 


Mr. Trorra. Would you want me just to make one statement here, 
the fact that I am appearing on behalf of the National Retail Mer- 
chants Association ? 

Senator Proxmire. Very good. 

Mr. Trorra. My name is A. Leonidas Trotta. I am manager and 
director of research, Credit Management Division, National Retail 
Merchants Association, and executive manager of the Association’s 
International Division, 

I am appearing here on behalf of the National Retail Merchants 
Association. The association’s membership includes more than 11,500 
retailers, large and small. More than two-thirds of the total member- 
ship are typically small community retailers. The total annual volume 

of business of the association’s members exc eeds $19,500 million. 

I am authorized to state that the association is opposed to S. 2755, 
notwithstanding the dedication of its members to the principle that 
disclosure of credit service charges to the consumers is not only right 
as a matter of principle, but also a sound business practice. The rea- 
sons for the associaticn’s opposition will appear in the statement sub- 
mitted to the committee. 

Senator Bennerr. Thank you, Mr. Trotta. 

(The prepared statement of Mr. Trotta follows :) 


STATEMENT OF A. LEONIDAS TroTTA, NATIONAL RETAIL MERCHANTS ASSOCIATION 


My name is A. Leonidas Trotta. I am manager and director of research, 
Credit Management Division, National Retail Merchants Association, and ex- 
ecutive manager of the Association’s International Division. 

I am appearing here on behalf of the National Retail Merchants Association. 
The association’s membership includes more than 11,500 retailers, large and 
small. More than two-thirds of the total membership are typical small com- 
munity retailers. The total annual volume of business of the association’s 
members exceeds $19,500 million. 

I am authorized to state that the association is opposed to S. 2755, notwith- 
standing the dedication of its members to the principle that disclosure of credit 
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service charges to the consumers is not only right as a matter of principle, but 
also a sound business practice. The reasons for the associations’s opposition will 
appear as I proceed. 

I am also a member of the faculty of New York University, School of Retail- 
ing, New York, where I teach retail credit and collection practices and proce- 
dures. I have served as a member of the faculty of the Advanced School of 
Retail Management, Rutgers University, New Jersey, and have been guest 
lecturer at seminars for small business at Columbia University, New York, 
Bard College, New York, and Western Michigan College, Michigan. 

I have served as a member of many local, State, and National committees on 
consumer credit including the Committee of Consumer Credit Statistics, Execu- 
tive Committee, Consumer Credit Management Programs, Columbia University, 
and the Steering Committee, National Conference on Consumer Credit. 

In conjunction with my duties with the National Retail Merchants Associa- 
tion, I am editor of Credit Currents, a monthly publication devoted to retail 
credit, and distributed throughout the United States and many countries of the 
world. I compile and edit the Credit Management Year Book, published annually 
for the last 26 years. I am also author of many articles and a book on install- 
ment credit. 

Prior to joining the NRMA in 1947, I was affiliated with Stern Bros., a leading 
New York department store, where I spent 11 years working in the credit field. 

Consumer credit is now recognized as one of the dynamos of our economy. 
It is a moving force in mass production and distribution. Its modern develop- 
ment reflects three basic considerations. First, in contrast to prior thinking, re- 
tailers no longer look upon credit as a privilege to be sparingly granted to a 
small group of select customers, but regard it as an essential adjunct to volume 
distribution. Second, the modern consumer demands credit services so that he 
can satisfy his wants on a pay-as-you-go basis. Third, credit purchasing is in 
large measure a substitute for the procurement of services previously paid for 
on a daily basis. 

Let me illustrate what I mean about substitution. The credit purchase of a 
deep freeze or refrigerator does not represent a new type of consumer expend- 
iture in any real sense. It simply replaces the daily amounts previously paid 
to the ice man and thrown away as dirty water. At the same time it affords 
the consumer better refrigeration and the acquisition of a valuable asset. 

The examples are many. The washer, dryer, vacuum cleaner, and other 
household convenience payments replaced money previously paid for laundry, 
maid or other domestic services. Payments for television, and radio have re- 
placed amounts spent for admission to amusements. Payments for the home 
workshop, power tools and garden equipment and the many other do-it-yourself 
items have replaced money previously paid for these various services. 

All of this has added up to greater consumer service satisfaction. 
promoted the accumulation of consumer assets. Almost always merchandise 
purchased on credit is paid for in full long before its usefulness, and the mer- 
chandise itself, is consumed and requires replacement. 

These truths were recognized in the Federal Reserve System’s Report on the 
Growth and Import of Consumer Installment Credit. As it said in the chapter 
entitled “The Changing Role of Consumption” : 

“This chapter has indicated that the growth of installment credit has been an 
integral part of the development of the United States economy in the 20th 
century. Installment credit has been viewed as a means of adaptation by both 
consumers and business to technological, economic, and social developments that 
have transformed the consumer into an owner of capital goods that provide him 
with services. Consumer debt has grown with the ownership of consumer capital 
as a reasonable method of amortizing its cost over a part of its service life.” 

As consumers have desired a share of the rewards of the technological revolu- 
tion of the 20th century, they have demanded credit service in order to share 
its benefits. As a result many of America’s leading retailers which long 
operated on a purely cash sale basis have been forced to offer credit in order to 
maintain their position in the market. At the same time, producers of consumer 
goods have recognized and stimulated the development of consumer credit mecha- 
nisms in order to expand the market for their goods. 

These considerations, too, were recognized in the Federal Reserve report. In 
its words: “The various types of consumer installment credit and the specialized 
lending institutions and arrangements for installment financing of consumer 
expenditures have developed in this country in response to the increasing credit 


It has also 
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needs and demands of consumers and to the efforts of consumer goods producers 
and distributors to expand their markets * * *.” 

As the use of consumer credit grew, the forms in which it was provided also 
expanded in response to consumer demand. I should now like to trace briefly 
the evolution which has taken place in this regard. 

Most retail installment sales were originally restricted to big-ticket merchan- 
dise which had a repossession value. They were typically secured by a condi- 
tional contract of sale or a similar instrument. Until the early thirties, the only 
other type of credit plan available was the regular charge account. This was 
available only to select customers with substantial credit responsibility and 
required payment in full within 10 days of receipt of statement. 

However, as a result of the depression, the charge account customer, anxious 
to resume his purchasing power in the face of reduced income, and in need of 
replenishing his wardrobe, asked for and received the privilege of extending pay- 
ment of the account over a 3-month period with one-third payable each month. 
This was in turn succeeded by a number of variations culminating in today’s 
mechanism known as the revolving charge account. This had its origin in a 
plan initiated by Wanamaker’s in 1938. 

Under the Wanamaker plan, a credit limit was agreed upon when the credit 
application was made. The account was payable in 4 months. It was “revolv- 
ing” in the sense that additional purchases were permitted up to the original 
limit as the account was paid out. But the plan was not available to the average 
customer. The store used the same high standards applicable to charge accounts 
when evaluating applications for these accounts. 

Nevertheless enthusiastic consumer demand soon compelled other stores to 
offer similar facilities. And before long the Wanamaker plan was followed by 
the first formalized plan for the sale of soft goods on installment to the “average” 
customer. This was the “coupon” type of credit account. 

Under the coupon or scrip plan, customers were required to visit the credit 
office to make an application for the specific amount of credit required. When 
the application was approved, the customer was given a coupon book or scrip for 
the required amount. These were issued in various dollar denominations. The 
coupons or scrip were presented to salespeople and the purchase handled as a 
eash transattion. Salespeople included the coupons with their daily cash 
receipts. 

However, it quickly became apparent that there were many disadvantages to 
the coupon credit account. Most important was the unfavorable psychological 
reaction of the customer. He felt that he was considered an inferior credit 
risk, particularly when shopping with a frieud who had a 30-day charge account. 
Then there were the high operating costs and high account mortality because 
of the continuous need to replenish the supply of coupons. Added interviewing 
personnel was also required to handle the increased traffic through the credit 
office. Furthermore the plan was inflexible. The customer was required to 
make regular monthly payments even though no merchandise was purchased 
because the store had no means of knowing how many, if any, coupons remained 
unused each month. 

At the same time there was in progress a major readjustment of our national 
economic structure. It was marked by the emergence of the middle-income 
group as the major segment of our consumer public and credit users. This, of 
course, greatly broadened the base of eligible credit customers. This basic 
economic change, coupled with the shortcomings of the coupon plan, brought 
about the next step in the evolution. This was the “rigid limit” revolving 
account which eliminated the use of coupons. 

Under the rigid limit plan, the customer and interviewer initially arrived at 
a “limit” based upon the amount of the customer’s desired monthly payment. 
For example, if the customer wished to pay $10 per month, this amount multi- 
plied by 6, the usual maximum maturity of the account, established a credit 
limit of $60. 

But customers soon realized that the rigid limit plan did not provide the re- 
quired account flexibility. The reason was that the established credit limits 
did not take into account their fluctuating needs. 

This problem was solved for the customer by the next logical development of 
eliminating the rigid limit. It was replaced by a system relating the monthly 
payment to the balance outstanding. For the customer’s convenience, charts 
were imprinted on statements showing the monthly payment due for various 
unpaid balances. 
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With this innovation, many 30-day charge customers also requested the same 
accommodations. This led in turn to the newest development in the evolution of 
revolving credit—the all-purpose or option terms account. This was a further 
refinement, which eliminated some of the objectionable features of the former 
plans. In essence it places all customers on a socially equal basis and provides 
the customer with still greater flexibility in the use of the account. 

Under this newest mechanism, all customers have a basic 30-day credit, for 
which there is no charge, and are urged to adhere to these terms. However, 
when the need arises and it is necessary, or more convenient, for the customer 
to pay on an installment basis, the option to do so may be exercised by pay- 
ment of at least one-fourth the balance outstanding or $10, whichever is greater. 
The amount of the charge for credit exceeding 30 days is stated in the agree- 
ment which the customer signs, 

Under the revolving option account techniques the customer receives a state- 
ment each month which shows— 

(1) Balance brought forward from previous month. 

(2) Payments and credits against the account. 

(3) Service charge on net brought forward balance shown in dollars. 

(4) Current purchases made. 

(5) The unpaid balance of the account. 
In addition the statement usually shows the monthly percentage service charge 
rate and an appeal to the customer to save service charges by paying as large 
a payment as possible. 

I understand that representative samples of credit forms in use by members of 
our association have already been supplied to the committee’s staff. 

1 believe that the current disclosure practices of reputable retailers provide 
the consumer with the information most meaningful to him with respect to 
the cost of credit. As to requiring disclosure on the basis of simple annual 
interest. I agree with the opinion expressed to this committee by Mr. Nyborg, 
president of the Association of Better Business Bureaus. He testified and I 
quote: 

“T have a great deal of doubt in my own mind from talking to thousands of 
customers over the years that they are particularly interested in what the so- 
called interest rate is in the installment contract. They are interested in what 
the dollar cost is and how much it is going to cost them per month to pay 
the balance which they have obligated themselves for.” 

I am also concerned that the effect of S. 2755 if enacted would be to lessen, 
not to increase, the consumer’s information as to the cost of retail credit. The 
reason is that the small minority of merchants who engaged in deceptive credit 
practices could easily evade the bill’s disclosure requirements by disguising 
their credit costs as part of the base price of their merchandise. I doubt that 
the bill can force such merchants to disclose their true credit service charges 
on the required annual interest basis. 

Under our free enterprise system every merchant has a right to price his 
own goods as he sees fit. Hence despite the bill, any merchant will be at liberty 
and indeed may be stimulated by S. 2755, to raise his “cash prices” in order 
to advertise deceptively low “interest” rates for extended terms of payment, 
as compared with legitimate merchants who would be required to state much 
higher rates. 

For example, the prevailing charge for revolving credit is 1144 percent per 
month. On the annual rate it would run 18 percent per year. There is nothing 
to stop the sharp-dealing merchant from putting all or part of his credit costs 
into price and advertising 6 percent or even less as his credit charge. This will 
not only deprive consumers of the actual facts concerning credit costs, but will 
tend to divert trade from reputable merchants. It may indeed exert pressure 
on them to follow suit in self-defense. This would undo much of the good work 
that has been done by the merchants themselves and the State legislatures 
with respect to the disclosure of credit charges. 

I would also like to comment on the problems that credit sales involve for the 
retail merchant. Because of consumer demand for these revolving credit serv- 
ices, the growth in its use has been phenomenal. Surveys conducted by the 
credit management division, of our association, show that in 1953 only 26 
percent of medium size department stores offered revolving credit, whereas 
in 1958 83 percent of the reporting stores did. Among the larger stores 93 
percent use revolving credit. 
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But the growth in revolving credit has not been an unmixed blessing for 
retailers. It has also presented them with many unusual operating difficulties 
and financial burdens. 

In evaluating these problems, we must again bear in mind the change in the 
concept of credit selling which has taken place, as well as the change in our 
economic structure. Credit extension is no longer limited to the wealthy; today 
we meet a broader demand for credit conveniences. 

First, revolving credit requires a substantially larger capital investment than 
charge accounts. Today, credit receivables exceed the total value of inventories 
and represent the largest single asset of department stores except for land, 
building, and fixtures. In today’s tight money market, therefore, the retailer's 
number one problem is carrying these receivables. 

Next is the problem of added costs for credit information. With the broadened 
base of potential credit customers, it was realized that no previously established 
credit record was available as in the case of the 30-day account customers. 
Thus, the need arose for more extensive and more costly investigation to de- 
termine a basis of credit. To protect the store, and to protect the customer 
from pyramiding debt beyond capacity, added precaution is necessary in authoriz- 
ing credit sales, adding to payroll. The need for closer collection followup 
further adds to the cost of personnel, stationery, supplies, postage, telephone, ete. 

Equally important is the voluminous paperwork involved in the handling of 
literally millions of sales checks, most of which represent small unit sales. 

These sales used to be billed every month. On a 6 months’ plan at least six 
individual statements are required, compared with one or possibly two for a 
30-day charge account. 

Then there is the ever-present bad-debt-loss factor in credit selling. For 
installment accounts, and particularly revolving credit, credit losses are five 
to six times greater than losses on 30-day accounts. 

Sound business practices dictate, therefore, that the credit department should 
attempt to offset some of these added costs. The only way this can be accom- 
plished is through the addition of adequate credit service charges. And con- 
sumers appreciate this. They realize the added costs of credit services and 
expect to pay a time-price differential for installment credit sales. 

As I said before, I believe that present practices of legitimate merchants 
adequately inform the consumer of the cost of retail credit service. And I 
do not think that the proposal to translate the credit cost in terms of simple 
annual interest, and provide it to the consumer in advance, is either necessary 
or workable. I won’t suggest that it could not have been done under the old 
system, when installment selling was largely restricted to big-ticket. items 
sold on a long-term secured basis. The customer then was required to visit 
the credit department with a memorandum of the sale so that terms could be 
arranged and a contract signed. In most cases this was a one-time account 
which was closed out at the termination of the contract. Thus, with all the 
details available, it was possible to compute the service charge in advance and 
show the total amount on the original contract—a copy of which was given 
to the customer. Incidentally it is usually still the custom to give 90 days on 
these accounts with no service charge. 

But it is readily evident that the simple annual interest idea would be im- 
practical to customers and retailers when applied to revolving credit purchases, 
which are usually small-unit, soft-goods items, bought in many departments of 
the store. Because of the fluctuating nature of the account, the only practical 
solution from the customer’s, as well as the store’s point of view, is the technique 
now used. This involves the addition of a predetermined service charge to 
each monthly statement and showing all details of the transaction on each 
monthly statement, including the brought forward balance, payments made or 
other credits received during the month, current purchases, the dollar amount of 
service charges, as well as the monthly percentage rate, and the new balance 
outstanding. 

I do not see how the retailers can be required to do any more. Because 
of the fluctuating nature of revolving credit, it is too much to expect, if it is 
not impossible, that a busy salesperson will be able to compute the annual in- 
terest rate, at the time of the sale, as proposed in S. 2755. How can he anticipate 
the time of consumer payments or prepayments on the amount outstanding? 
How can he determine what additional purchases the customer has made, or 
will make, which may affect the interest rate? 
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Beside this, the package covered by the service charge may vary among dif- 
ferent customers—for example, depending on whether credit life insurance is 
desired or Official recording fees are necessary. Even were it possible to come 
up with some average figure, it would probably be meaningless to the individual 
customer because it may have no relationship to his or her specific account. 
At best, it would be confusing, possibly deceptive, and no doubt inaccurate. 

There are more than 500,000 retail outlets in the United States which now 
extend credit. To this figure we must add the substantial number of other 
industries, and lending and financial instiutions which extend credit. The re 
lationship between these credit granters and consumers has been established 
us a result of many years of building confidence in each other. To disrupt this 
relationship, as would result from S. 2755, could have a profound reaction on 
our economy, particularly in view of the substantial proportion of American 
business which would be affected. 

In conclusion, I want to emphasize the importance of our credit system to the 
American way of life and particularly its relationship to the mass production 
system which has contributed so importantly to our unparalleled standard of 
living. 

It is noteworthy that industrialists, retailers and economists of many countries 
of the world have become astute students of the American consumer credit 
system. In fact, only recently it was announced that even Russia has adopted 
consumer installment credit as a means of distribution. They recognize that 
although their countries have the potential productive capacity and consumption 
needs, they have been stymied in their economic expansion because of the lack 
of a mass market. This, they say, is due primarily to the underdevelopment of 
consumer credit in their countries. 

I am sure that committee and the Congress are aware of the significance of 
consumer credit to our national economy and will carefully consider the conse 
quences of legislation which may affect the way our credit system functions 


Senator Bennerr. Mr. Holthausen, we will be glad to he: 


ir from 
vou. 


STATEMENT OF DUNCAN McC. HOLTHAUSEN, NATIONAL RETAIL 
MERCHANTS ASSOCIATION 


Mr. Hoxitnavsen. My name is Duncan Holthausen. I am vice 
president of A. Holthausen, a department store in U nion City, N.J., 
where I presently am merchandise manager of women’s and children’s 
ready-to-wear departments, and the major appliance, TV and stereo 
departments. In addition to other duties, my work at the store in- 
cludes general supervision of the credit department. 

Prior to joining the store in 1948, I was associated with the Board of 
Governors of the Federal Reserve System for 214 years where I was 
responsible for the consumer credit series and also the surveys of 
consumer finances conducted annually in cooperation with the survey 
research center of the University of Michigan. 

Prior experience other than war service included the War Pro- 
duction Board in Washington where I was responsible for the index 
of munitions output, several years at the U.S. Department of Com- 
merce developing the monthly series on consumer credit. which subse- 
quently was turned over to the Federal Reserve Board, and a brief 
period at the National Bureau of Economic Research in New York 
City where I was coauthor of a book on the “Volume of Consumer 
Installment Credit, 1929-88.” 


[Tama craduate of Amherst College and received a master of arts 
degree at Columbia University. 
My employer is a member of the National Retail Merchants Asso- 


ciation. I am appearing in support of the association’s position on 
S. 2755. 
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In my comments today, I first plan to discuss some of the procedures 
and costs involved in the extension of retail credit since the proposed 
legislation incorrectly assumes that retail a costs can properly 
be assessed in terms of simple annual interest. I shall further show 
that in many cases it is impossible to disclose credit service charges in 
advance, that the phrase “simple annual interest” is meaningless to 
the American public as related to installment credit, and that the 
American consumer will be done an injustice by the disclosure pro- 
visions of this proposed statute, if enacted. 

(1) Retail consumer credit methods and the operation of a credit 
office : Credit is extended by retailers to consumers i various methods, 
including regular charge accounts, fixed payment revolving credit 
accounts, chart plan revolving accounts, long-term installment ac- 
counts, open end installment accounts, coupon or scrip accounts, option 
accounts, and flat rate finance accounts. Each type of credit account 
involves a different set of procedures from the initial opening of the 
account to its continuation or conclusion. In turn each set of pro- 
cedures requires varying degrees of services, facilities, and personnel. 

For example, some of the factors involved in the purchase of one 
item such as a refrigerator by a consumer on a long-term installment 
contract are as follows: 

Initial sale and writeup of sales slip. 

Interview with credit department. 

Preparation of conditional sales contract or other instrument, 
including down payment, unpaid balance, service charge and 
monthly payment. 

Clearance of consumer’s name with local credit bureau, place 
of employment and possibly personal references. 

Decision of credit department whether to grant credit. 

Issuance of payment book to customer often with slips for each 
monthly payment. 

Acceptance of payments monthly by mail or at credit depart- 
ment window. 

Followup monthly or more often on possible late payments. 

Notice of completed payment and full receipt at conclusion of 
payment period. 

As a further illustration, here are some of the factors involved in 
the purchase of many articles of apparel and home furnishings in a 
typical revolving credit account separated as between one- -time and 
continuing factors. I think much of the discussion here at the hear- 
ing has related to contracts involving one item and not the contracts 
involving many items. This is where you run into tremendous diffi- 
culties in computing simple annual interest. The one-time factors 
involving credit acts would be as follows: 

Interview with credit department. 

Preparation of revolving credit contract including terms of 
monthly payment and notice of service charge. 

Clearance of consumer’s name with local credit bureau, other 
retail stores, place of aeons. and possibly personal refer- 
ences. 

Decision of credit department to grant credit. 

Makeup of charge plate for customer and issuance by mail. 
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Makeup of addressograph plate for customer, and makeup of 
blank monthly bill using addressograph plate. 

Those are the one-time factors, Now, continuing factors involving 
a revolving credit account. This is on the part of the credit 
department : 

Daily authorization by credit department on all sales made 
in the store on revolving credit basis. 

Daily processing of sales slips for each revolving credit account 
including filing by name in account files. These sales slips may 
be for purchases under $1, with the average transaction about $4 
or So. 

Daily processing of merchandise returns including filing by 
account. 

Daily processing of payments (normally paid monthly) re- 
ceived at window or by mail, including filing by account. 

Continuous review of accounts for overbuying or lateness in 
payments. 

Sending notices to delinquent customers. 

Second and subsequent reviews of delinquent accounts and 
mailing of notices. 

Monthly billing of each customer. This includes posting of 
all sales slips by date of purchase, deduction of merchandise 
returns and cash payments, calculation of service charge and 
entry on the bill, drawing the new unpaid balance, the photo- 
graphing of all original sales slips, credits, and the customer’s 
bill, and mailing the bill. 

Other miscellaneous continuing factors include the handling 
of changes of address, the tracing of skips, the use of outside 
collectors, and the continued reexamination of accounts for de- 
gree of credit risk. 

As just indicated, the office procedures involved in extending credit 
may be a relatively simple process as in the case of the long-term in- 
stallment contract for a single purchase or a much more complex 
process as in the case of revolving credit with numerous purchases. 

A typical credit department in a retail store requires a substantial 
investment in fixtures and equipment to handle the mechanics of its 
various credit methods. Included among these facilities are: Pay- 
ment machines, billing machines, charge authorization machines, ac- 
count files, regular files, photographic equipment, addressograph 
equipment, mailing equipment, typewriters, adding machines, and 
other office machines. 

The personnel requirements of a credit department would include a 
credit manager, interviewers, billers, payment clerks, authorizers, file 
clerks, and credit review clerks. The number of employees and their 
degree of specialization would, of course, vary with the size of the 
credit operation. 

(2) The cost of a retail credit office as related to simple annual 
interest: The previous discussion has already indicated some of the 
areas of cost in operating a retail credit credit office. 


In capsule form, the costs of a credit operation would include the 
following: 


Payroll. 
Depreciation of all equipment including furniture and fixtures. 
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Supplies including all stationary, billing forms, addressograph 
and charge plates, and photographic materials. 

Postage. 

Services including telephone, credit. bureau, outside collection 
agencies, and attorneys. 

Rent, heat, and light. 

Accounts receivable insurance. 

Bad debt losses. 

Cost of money to carry receivables. 

The sum of these various costs in many stores make for a total 
cost of credit operation that exceeds the total amount derived from 
regular monthly service charges on customer accounts. 

Certainly, the cost of running a credit operation involving many 
small accounts with numerous sales transactions, monthly billing, and 
monthly payments has no relationship to the cost of handling so-called 
simple-interest loans of sizable amounts made by commercial banks 
for 90-day renewable periods with payment in full at one time. 
In fact, the cost of money (i.e., working capital) needed by a store 
to carry its receivables is, in many cases, no more than 10 to 25 percent 
of the total cost of the entire credit operation. Thus, the money cost 
is a minor part of the service charge made by retailers on consumer 
accounts. 

The requirement in the proposed legislation to quote simple annual 
interest on all consumer accounts shows a lack of understanding of 
the credit service charge. Further, it invites comparison with the 
traditional 6-percent simple interest that we all learned about in gram- 
mar school, and, as such, it is intended to make the consumer feel that 
credit costs are excessive. 

Senator Proxmire. Don’t you think it is time to expose that ? 

Mr. Honirnavsen. I heard you ask that before, sir. I think it is 
time that, if we are going to do that, the expression of interest you 
have asked for in this bill will, in my opinion, not tell the average 
customer, nor will it give them a basis for comparison that is mean- 
ingful to them of different types of accounts. I have dealt with many 
consumers myself. I have handled many transactions on the floor. 
These people are primarily interested in the dollar amount of charges 
involved. And I say that the person being ahead, sir-—— 

Senator Proxmire. I think you make an excellent point, and it is 
very persuasive, but my question is: Don’t you think it is time we 
tried to educate the public to understand that 6 percent is an interest 
charge that cannot be applied intelligently to a transaction ? 

Mr. Horrnmavsen. I think if we are going to do that, we better 
start back in grammar school, and this is going to take a long time. 
I don’t think you can even educate the retailer as to what simple 
interest is. I have asked retailers on our street; they all are involved 
in credit; they don’t know how to compute it. 

Senator Proxmire. And you throw up your hands and say, “You 
can’t do it; it is impossible.” 

Mr. HotrHavsen. I don’t say, “You can’t do it,” but you should do 
something that is practical and people will understand. 

Senator Proxmire. Go ahead. Let me say, when a retailer gets 
a simple loan from a bank, he gets a simple rate of interest, doesn’t he q 

Mr. Hotruavsen. You pay a simple rate; first of all, if we borrow 
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from a bank, we would borrow in very sizable amounts. It is a one- 
time transaction. It is a one-item transaction. We deal with the same 
bank and have dealt with it for many years. 

Senator Proxmire. You know exactly what you pay. 

Mr. HotrHausen. We know we are paying 514 or 6 percent. We 
also know we have to maintain compensating balances of probably 
20 percent of the amount you borrow. 

Senator Proxmire. But you know exactly what you are doing; you 
know it is 6 percent, plus maintaining your balances, and so forth. 

Mr. HourHausen. We know that we are paying 6 percent for this; 
yes, sir. I say that the consumer, if you tell him he is paying 12- 
percent simple interest or 15-percent simple interest, this doesn’t edu- 
cate him. He doesn’t know what to relate it to. This percentage is 
computed against the average amount of credit available during the 
period of the time the contract runs. This the average consumer 
doesn’t know, and I don’t know how you will explain it to him. 

Senator Proxmire. He won't until you pass this bill, certainly. 

Mr. Horruavsen. I don’t think he will know it even then. People 
want to know how many dollars are involved. They say: Don’t tell 
us about percentages. We are not interested in that. If we want to 
compare the cost in your store to the cost down the street—for exam- 
ple, someone is buying a GE refrigerator for $200, and our finance 
charge comes to $10 for a certain period of time. These people are 
able to go to the competitor’s store and find out what his finance 
charges are in dollar terms and this makes sense to them, and this is 
the only way I have seen these people operate. In other words, the 
total cost in the one case was $210 and the total cost in another case 
was $215, including the credit charges, so they are taking a comparable 
item, just as in an automobile case, where a man is buying a car for 
$2,500. If he has enough stick-to-it-tiveness and wants to find out 
what the dollar finance charge is, I know there are complications oc- 
casionally with insurance and other things, but he can certainly get 
the total cost of his car from several automobile dealers, and he can 
get the rate the finance company is going to charge, and he can get the 
rate the bank is going to charge in dollars, and this is the only way. 
If he is paying $2 2,500, and in one place the finance charge is $200, 
and in the other case it is $250, and they are both for 2-year periods, 
he knows what they are talking about. 

Senator Proxmire. They are both for 2-year periods, and the 
same amount. It is easy. But the point is you can relate it, so 
whether he is buying a television set or a washing machine or auto- 
mobile and whether he is paying for it in 6 months, 24 months, or 36 
months, the simple annual interest is the only way he can sian ate 
it into a meaningful term. 

Mr. HoirHatusen. Not to the consumer who comes into the store. 
If she buys a refrigerator for $200, she knows whether she can pay 
for it in 12 or 24 months. 

Senator Proxmire. But she doesn’t know whether that payment is 
fair, 

Mr. Hoitrnavusen. She comes to me and says, “It is $200. What is 
my finance charge?” Say it is $15. She can go to the next retailer 
and ask to buy a GE refrigerator and say that she wants to pay for it 
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in one year and ask what his credit charge is. They have the dollar 
information available. 

Senator Proxmire. An ideal consumer shops around and talks to 
everybody and calculates carefully. He has no problem. But we do 
have a situation where the consumer will be bullied into buying and 
paying $270 for a television set or for some other appliance and then 
being told that the interest rate is 3 percent. It is actually 3 percent 
per month. He is not getting the information he has to have in order 
to intelligently shop, unless he is extremely diligent. 

Mr. HouruHavsen. Let me ask you another question. The price in 

iy store for the refrigerator is $200. The interest rate, expressed in 
cane annual interest, is 15 percent. She goes to the competitor's 
store. His price is $190, but his interest rate is 18 percent. How does 
the customer know which is the cheaper item? She can’t tell. 

Senator Proxmire. I think, then, she has a far better basis for com- 
parison, a far better basis for choice. She has two bases for choice, 

Mr. Horruavusen. She doesn’t know whether to apply the 18 
percent. 

Senator Proxmire. You have a cash and a credit basis, if she wants 
to she can step in and buy the refrigerator and pay $190. 

Mr. Houtrnavsen. Both of these are for 12 months, the one for $190 
has an interest charge of 18 percent. The other item, the same item in 
my store, is $200, the credit charge is 15 percent simple annual interest. 
You tell me how that customer will figure out which is the cheaper. 
It is going to take me four minutes now to figure that out myself. The 
average customer couldn’t know that the 15 or 18 percent applies to the 
unpaid balance of that contract over a 12-month period. The only 
thing she knows and the only a — means anything to her is 18 
percent of $190 and 15 percent of $ 

Senator Proxmire. You can rina it very easily. 

Mr. HorrHavsen. I am not trying to do that. 

Senator Proxmire. You might have a fair trade situation where the 
price is the same and the simple annual interest differs. 

Mr. Horrnavsen. I am not attempting to complicate this. I just 

say the average customer doesn’t know the difference, and I say the 

average retailer doesn’t know the difference. This is something, if you 
really feel this is essential, you will have to start educating these 
people in grammar school about this and you will never do it by 
legislation. 

Senator Proxmire. Goright ahead. 

Mr. Hotrnavsen. The service charges on consumer accounts are not 
for the rental of money but for all the various services, facilities and 
personnel needed to run a consumer credit operation and make goods 
available to consumers on payment terms they demand. These are 
service charges, not simple interest rates. To relate the retail credit 
service charge to simple annual interest for comparison purposes is 
akin to expecting the cost of maintaining two airline terminals and 
running a plane 3,000 miles nonstop between the two terminals with 
100 passengers to be the same cost as that of maintaining 30 airline 
terminals at 100-mile intervals, running a plane 3,000 miles with 30 
stops, while carrying a total of 1,000 different passengers for parts of 
the trip. 

(3) Retail credit methods and finance charges: As already discussed 
some of the methods by which retailers extend credit to consumers are 
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through charge accounts, fixed payment revolving credit accounts, 
chart plan revolving accounts, long-term installment accounts, open 
end installment accounts, coupon or scrip accounts, option accounts, 
and flat rate finance accounts. These-methods are of concern as they 
relate to the application of the proposed legislation requiring dis- 
closure of “finance charges” both in dollar terms and in simple annual 
interest terms prior to the extension of credit. 

The committee should be apprised that in the case of every type of 
retail credit account except one, a long-term installment account and 
then only under certain conditions, it is technically impossible to state 
in advance of a credit transaction either the dollar “finance charge” 
or the simple annual interest rate. Even in the case of a long-term in- 
stallment account, such disclosure could only be made with certainty 
for a one-time sale transaction that was paid out exactly on the dates 
specified and in the exact amounts required by the credit contract. 
There could be no lateness of payment, no extensions of time, no 
variance in amounts paid, no additions of other merchandise to the ac- 
count, no returns or credits on other merchandise, no prepayments, no 
minimum service charges, and no service charges computed on unpaid 
balances, ‘These are some of the conditions that make it impossible to 
compute in advance the amount of “finance charges” to be borne by a 
consumer. 

Let us take a few examples. Under a typical revolving credit ac- 
count—and this is a typical account that this legislation would cover, 
and I don’t think anybody has talked about this t type of account up to 
this tume—the consumer makes purchases from time to time following 
his signing of an agreement. He is given a monthly statement and 
pays monthly a required installment payment, which by agreement 
frequently increases as the account’s unpaid balance increases and also 
decreases as the balance decreases. While the monthly statement, 
which is prepared at the end of the monthly period, reflects purchases 
and returns, payments and other credits, made during that period, 
the credit service charge is typically computed on the unpaid balance 
of the account at the beginning of that monthly period. 

Incidentally, a typical revolving credit account might involve 35 
purchases averaging $6 each during the year, 5 credits aver ‘aging $6, 
10 payments varying from $10 to $ $18, unpaid balances of $80 t to $120, 
and monthly service charges from $ $1.20 to $1.80 per month. 

Section 3 of the proposed legislation requires the retail seller to 
furnish the consumer “prior to the consummation of the transaction” 
with a written statement (1) setting forth the total amount of the 
“finance charges” for the extension of credit with respect to “the trans- 
action,” and (2) stating the percentage such amount bears to the out- 
standing unpaid balance in terms of simple annual interest. 

The amount of the “finance charges” cannot be determined as pro- 
posed by section 3. At the time the buyer signs a copy of the revolving 
charge agreement, no one knows how many credit purchases he will 
thereafter make. Nor could a reliable statement of the kind required 
by section 3 be given at the time of each sale under the agreement. 
Such a statement would have to assume that no other purchases were 
made under the agreement, before or after the sale in question, and 
that the customer would make all payments at an assumed future date 
without regard to the effect of any other purchases and credits. This 
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disregards the nature and operation. of the revolving credit account. 
The amount of the “finance charges” under a revolving credit agree- 
ment could only be determined accurately at the time it is charged 
(which is the monthly billing date) for a series of past transactions 
and in relation to a past date. As a matter of normal practice, re- 
tailers show this amount on the monthly statement the consumer re- 
ceives. For example, if the charge were 114 cents for every dollar of 
unpaid balance, the service charge for a $100 balance at the beginning 
of the billing period would be $1.50 and would be so stated on the bill, 

The “finance charges” under a revolving credit agreement. cannot 
feasibly be expressed as an annual interest rate. First of all, it is of 
course necessary to determine the dollar amount of the “finance 
charge.” This is if we are going to try to figure out what the annual 
interest. rate is. We already know this cannot be done until after pur- 
chases have been made. Once having determined the amount of the 
“finance charge,” the determination of the percentage which that 
charge bears to the outstanding unpaid balance expressed in terms of 
simple annual interest ; that is, the effective annual interest rate, would 
first require that the effective interest rate be determined for the 
period for which the “finance charge” was made, and would then re- 
quire annualizing the rate determined for that period. 

Determining the effective interest rate for the period for which the 
“finance charge” was made would require complicated calculations. 
Tt might, for example, entail taking the average daily unpaid balance 
of the account for the period between payments. For example, as- 
sume an account which had a payment made on January 10 reducing 
the unpaid: balanée to $100, with subsequent purchases made on 
January 15, 20, 22, and 30 of $10 each, and the next payment which 
included a credit service charge of $1.50, made on February 15. This 
would seem to represent a $1. 50 charge on $100 for the period January 
10-February 15, on $10 for January 15-February 15, on $10 for 
January 20-February 15, et cetera. The retail seller might, after 
consulting an actuary of unusual competence and hiring him to do the 
many complicated computations, compute an effective rate for this 
consumer’s account for the January 10-February 15 period. Having 
determined this rate for this period, the annual rate for this con- 
sumer’s account could then be determined by dividing 365 days by 37 
days and multiplying the January 10-February 15 rate by the result 
(this is called annualizing the rate). 

It should be emphasized that the effective rate could not have been 

made until after the monthly payment was made, because the same 
credit service charge is made for a given month whether payment is 
made earlier in the month (increasing the effective rate) or later in 
the month (decreasing the effective rate). It is, therefore, clear that 
only by making a monthly computation for each consumer following 
receipt of his monthly payment is it possible to inform a consumer 
accurately concerning the effective annual rate of his revolving ac- 
count’s “finance charges” for a given monthly payment, which effec- 
tive rate will vary each month for a given buyer as the variables 
affecting that rate change each month. The most important vari- 
ables are the dates and amounts of all purchases, the dates and 
amounts of all payments, and the dates and amounts of all credits. 
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This information, as so computed and transmitted to the consumer 
at astronomical cost to the retail seller would necessarily reach the 
consumer after his payment was made. It would not represent useful 
information, being merely a percentage computed from facts which 
the consumer had at the time of payment. Moreover, the monthly 
percentages, which would vary from month to month, might well 
confuse the consumer, who is concerned not with percentages but with 
the dollar-and-cents cost of his service charges. 

The foregoing explanation of how to determine the effective rate 
assumes that it was desired to obtain the effective rate concerning the 
“finance charges” for a given monthly period for the entire amount. 
If the attempt, instead, is to determine the effective rate for each 
purchase, as the proposed statute seems to require, the same process 
as above described would have to be undertaken for each purchase. 
Imagine the complexities of making such computations for each pur- 
chase including the allocations of each payment to the various 
purchases. See appendix A for an illustration. 

Having possibly by one of the complex methods referred to in 
appendix. A, determined the effective rate for a given purchase, the 
resulting rates would then have to be expressed in simple annual in- 
terest. The consumer’s bewilderment by (and lack of interest in) the 
information so required to be given out can easily be imagined, as 

can the difficulties of explaining the computations to him. Picture 
having to explain to a consumer, for example, that a given month’s 
“finance charge” of $1.42 represents an effective annual rate of 10 
percent on purchase A, 16.2 percent on purchase B, 9.4 percent on 
purchase C, 5.4 percent on purchase D, let alone having to explain why 
the rates so vary. 

Well, that was just one illustration. Let’s take the case of an open 
end installment account. A consumer buys a washing machine for 
$249.95 in a store which adds a flat 10 percent for credit. The con- 
sumer makes a downpayment of $50 and agrees to pay the balance at 
$18 a month. After 3 months of pena payment, when the balance 
is $165.95, the customer adds a $50 purchase. On the balance of 
$215.95 the customer requests that the payments be reduced because 
of illness. Two payments are made of $10 each, and then the cus- 
tomer succeeds in returning for full credit the $50 purchase. The 
balance is now $145.95 and the customer misses two payments, but the 
store in accordance with customary practice, makes no additional 
charge. Payments then continue properly until the balance is liqui- 
dated with a final payment of $5.95. Here is a case where the dollar 
“finance charge” would be known at the time of the transaction, but 
the effective rate of interest which is determined by the finance charge 
in relation to the average monthly unpaid balance over the entire 
period could never have “been predetermined, and, after the account 
was liquidated, it would still take the services of our competent 
actuary to make the computation. 

There are many other examples that could be cited because of vary- 
ing techniques used by stores. There are stores that give a flat dis- 
count for payment before a certain date; stores that have a time price 
and give a flat discount for cash; stores that add a fixed amount. to 
the cash price if the customer buys on credit; and stores that make a 
proportionate allowance for prepayment. None of these stores could 
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calculate the simple annual interest on such accounts until the account 
was liquidated, which, considering add-ons, might be several years. 

There are other complexities in the calculation of simple interest 
rates that should be cited. In the case of revolving credit accounts, 
many stores have a minimum monthly service charge expressed in 
dollars and cents for small balances under $50 (for example 70 cents 
on balances of $35 to $45, 50 cents on $25 to $35, and so forth), while 
service charges on balances over $50 are expressed in terms of a per- 
centage of the unpaid balance. How would a retailer know prior to 
a transaction whether a customer would maintain balances over $50 
or under $50, and, if under $50, for how long and in what amount. 
The retailer has to know these circumstances in order to compute an 
interest rate. 

There are other cases in which stores charge 114 percent on balances 
under $1,000 and 1 percent on balances over $1,000. Once again, prior 
to a transaction, how could a retailer know the length of time a cus- 
tomer’s balance would remain over $1,000 on a $1,500 purchase. Even 
assuming perfect payments in equal installments and no add-ons to 
the account, the calculation of simple annual interest would be ex- 
ceedingly difficult for the retailer. 

The time and expense needed to make the calculations -required 
under the proposed section 3 of this statute, not before the transaction, 
but after the completion of the payments for the transaction, would be 
insurmountable. Most retailers today show the dollar amount. of 
credit service charges either on the original purchase price or on the 
unpaid balance (as in revolving credits). 

(4) Lack of meaning of simple annual interest to the American 
public: Disclosure in terms of simple annual interest as required by 
section 3 of the proposed statute, would have no meaning to con- 
sumers. It would confuse rather than disclose, disarm rather than 
protect. What protection to a consumer is a percentage figure com- 
puted on the average monthly outstanding balance of an installment 
account. How many persons in this room could apply a simple annual 
rate of interest to an installment obligation and derive the correct 
“finance charge”? Other than a few knowledgeable credit. people, I 
doubt that anyone here can. My apologies. Most of you here are 
credit people. 

During the past 2 weeks I asked a number of customers and ac- 
quaintances a very simple question about simple interest. Not one 
person answered correctly ; and many were college graduates including 
retailers. Here’s the question: How much in dollars does 10 percent 
simple annual interest amount to on a $120 loan paid off in 12 equal 
monthly installments? The answers varied from $12 to $30. Not 
one person knew it was less than $12, and most of them today still 
don’t believe that it’s $6.50. 

If a retailer told a customer that the cost of a revolving credit 
account was 18 percent in simple annual interest, I am sure the con- 
sumer would say he was mistaken. Why? Because people apply 
percentages to sale prices, not to average outstanding unpaid balances. 
A consumer would never understand that a $60 item paid for on a 
revolving credit agreement in 6 monthly installments at 18 percent 
simple annual interest would cost $3.15 or 5.2 percent of the sales price 
of the article. The consumer would assume that the cost was 18 per- 
cent of $60 or $10.80. 
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The American public has no conception of the costs of retail credit 
in terms of simple annual interest. The costs implicit in making 
extensions of installment credit in the amounts of $50 to $2,500 are 
not comparable to the costs entailed in making extensions of single 
payment loans to commercial enterprises in the amounts of $10,000 
to many millions of dollars. 

The retail credit service charge is not an interest charge. It is no 
more an interest charge than the service charge you and ig pay for the 
_ ilege of a personal checking account w itha bank. You may carry 

$300 ‘to $400 balance in a checking account and still pay a $1 to $2 
cas charge to the bank for handling your checks. And the bank 
has the use of your money. I believe that the bank charge is a proper 
one because of the costs involved in the handling of many checks in 
small amounts, deposits in small amounts, and the balancing monthly 
of the accounts with submission of statements. 

Likewise, a retail credit office has these many small transactions to 
handle, small payment amounts, small balances outstanding, and the 
submission of monthly statements on many accounts. Yet the dis- 
closure provisions of section 3, if practicable, would force a comparison 
of the charges for these credit services with the 6 percent simple 
annual rate of interest that we erroneously think of as normal. Cer- 
tainly costs will seem excessive in relation to 6 percent. 

This understandable lack of knowledge on the public’s part about 
the costs of retail credit in relation to simple interest, may cause 
widespread resentment against hundreds of thousands of legitimate 
business concerns if the interest rate disclosure provisions of the pro- 
posed statute were enacted. 

It would be a boon to the type of operator given to misrepresenta- 
tion who will conceal his credit charges in the mark- -up of merchandise, 
or take advantage of the public’s complete lack of knowledge on in- 
terest rates by quoting simple interest rates that suit his particular 
needs. The public would never know the difference. The mere pas- 
sage of legislation will never educate the public to the meaning of 
simple annual interest as applied to installment accounts. 

Tam sure that you are familiar with the uniform small loan laws 
that have been enacted in 42 of our States since the 1920’s. These 
small loan laws allowing interest rates of up to 36 percent annual 
simple interest were developed by social-minded legislators attempt- 
ing to stamp out usurious lenders charging to 1,000 percent and more 
for small loans. And in many cases the accounts of poor credit risks. 

The legal rates for small loans were set from 1 percent to 3 percent 
a month or up to 36 percent simple annual interest to handle the costs 
of lending small amounts repaid on a monthly basis. On a $60 loan 
repaid in 6 monthly installments, 36 percent simple annual interest 
amounts to $6.30. Do you really think you can investigate the credit 
of an applicant, make out the loan papers, take in monthly payments, 
undertake the credit risk, assume the cost of money involved, and 
rent, light up and heat an office, for less than $6. 30? The average 
customer may know the cost is $6.30 but they would never understand 
36 percent. And it would be wrong to force consumers into a posi- 
tion where lack of knowledge about simple interest makes them turn 
away from legal lenders and become a prey to the usurious lender. 
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Senator Proxmire. I don’t follow that last. You say it would turn 
him over to the usurious lender if you forced the lender to tell him 
what his simple annual interest rate is. 

Mr. HourHavusen. What. I am trying to say is that the average 
customer, on the example I gave, with a $60 loan, where the 36 percent 
simple interest amounts to “$6. 30, if you told this consumer that she 
was paying 36 percent annual interest at this rate, she might feel this 
was too high a cost, and she might turn away from these legal lenders. 

Senator Proxaire. Of course, this is psychoanalyzing the American 
consumer. There are all kinds of things she might do. She might 
learn from this that it is $6.30 in this kind of loan. It might mean 
that this might seem like a lot to her and pretty quickly she would 
ask why it has to be $6.30. This may be true just as clearly and con- 
vincingly as you are saying why it has to be high. It seems to me 
it would take very little to convince anybody that is a fair charge. 
How could it possibly follow from this bill that they would turn 
around to a really usurious lender ? 

Mr. Horrnavsen. Because the usurious lender will not tell them 
the cost in the first place. He will say, “I will give vou a loan for $60,” 
and you will pay $10, which is about 13 percent. He will say, “I will 
charge you one-sixth.” 

Sen: ator Proxmine. He might go to jail. 

Mr. Hournavsen. He might, if you had enough people to enforce it. 

Senator Proxmire. This man is in business and he is in the business 
of making loans and is making a living by it. He has to make hun- 
dreds of loans. He is running a tremendous risk that in a short time 
he will run up against some consumer who has the understanding, 
experience, and courage to challenge him. It will only take a small 
fraction of one percent, if he is really in business this way. 

Mr. Horrnavsen. That may be so. 

Senator Bennerr. May I get in at this point? Our first witness 
was the president of the National Association of Better Business 
Bureaus. They have been advertising their services for years to pro- 
tect the consumers from being defrauded under many circumstances, 
and these same people have been able for many years to go to the 
Better Business Bureau and say, “I think this particular lender is 
robbing the daylights out of me.” But I don’t think too many of them 
have been doing that. People who go into small loan places for $60 
are in trouble. They have to have this $60. And they are not going 
to stop to argue with the man about whether he is going to jail or any- 
thing of that kind. They are going to get the $60. 

Mr. Hournavsen. I think part. of the answer, Senator Proxmire, 
may be that these usurious lenders exist. today despite the fact that 
we have laws against them. T hey certainly exist in New York, and 
I know something in connection with the rackets in New York and the 
lending of $5 and you repay $6 in a week, and so on, which, if you 
figure it out, amounts to over 1,000 percent simple interest. There 
is a usury law in New York State, and there is a Small Loan Act 
regulating the amount that the company can charge per month, but 
still you have these abuses. 

Senator Bennert. Also, people, when they get into serious trouble, 
particularly if their credit is bad, and they are turned down by the 
regular lending agencies for credit reasons, can also find up an alley 
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or around the corner a fellow who is not in business openly, but who 
loans money out of his pocket. He is the kind of fellow that this bill 
would be no more successful in reaching than the present usury laws 
reach because these people who do that sort of thing are both ignorant 
and desperate. They don’t have the money 

Senator Proxmire. I would say, No. 1, we always have people who 
evade the law. I will agree with that. No matter how many laws 
we pass, we will have some people who are crooked and evade them. 
I would say that this kind of bill, which would make interest more 
familiar to many, many more people, would put the consumer in a far 
better position to protect himself, and to know when he is being over- 
charged. He would know that he has a right to be told what the 
charge is. It is true, and the Senator from Utah makes a good point, 
that in a very large proportion, maybe well over 99 percent of the 
eases of people who borrow $60, that they wouldn’t give a darn 
whether it was 36 percent or 50 percent, and they are not going to go 
after a lender who deceives them. But it doesn’t take, as 1 say, more 
than a fraction of 1 percent to put this kind of fellow in real trouble. 

Senator Bennetr. You come back eventually to a position where 
somebody has to say that the interest charged above this figure is im- 
moral and the interest below this figure is moral. 

Senator Proxmire. We are leaving that to the State. 

Senator Bennetr. We have been talking about exploding the 6 
percent myth, and I think we are trying. I think Mr. Beckman made 
a pertinent observation, when he said there is nothing in the bill which 
refers to morality, it is presented for another reason. I don’t think 
we can legislate a moral rate of interest. There was a time, and I 
am not a trained economist, several hundred years ago when it was be- 
lieved that there was a moral price for everything. I have been told 
> Thomas Aquinas developed that idea, that there was such a thing 

sa just price. If you sold any article above the just price, you were 
heating people, regardless of what your cost was or your need was. 

We are approaching this with the same point of view, that there is 
a just price for interest. While I have the witness for a minute, I 
am very much interested in an example he gave because much has been 
made here today of the fact that a bank can make a Joan at simple in- 
terest, and you know what your interest is. But you made the point 
which I had forgotten, that if you go to a bank to make a loan today, 
they insist on a deposit. Sometimes your deposit may be higher than 
the minimum, which tends to force your interest up; if you get very 
much below, they come after you. Do you ever stop to figure out how 
much these variations in your deposits affect your true interest rate? 

Mr. Hournavusen. No; we can never attempted to do that. 

Senator Bennett. No: and nobody else does. I think that is a 
comparable situation. There are other fac tors, of course, in a bank 
loan besides simple interest, even though it is a firm loan, with no de- 
clining balance. If the bank says you have to maintain a balance or 
the bank says you have to bring certain business to them, that maybe 
you had given to another bank, all of these things are involved. 

Mr. Houravsen. And the bank wants all our deposits that go into 
the Federal Government, to the Treasury. They want these deposits. 
We deal with a regular checking account at the bank that we do our 
lending from, but they 1 require this of us. 
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Senator Bennett. So that, in effect, should reduce your interest 
rate, if they gave you credit in calculating the interest for the amount 
of federally bound money which you keep on deposit with them. But 
you never dothat. You figure, “I have a note that is due on such and 
suchadate. The interest issomuch.” I think that is a very interest- 
ing phase of this whole problem. 

Mr. Hotrnavsen. Tell the American public in dollars and cents 
what the credit services amount to. Let consumers decide for them- 
selves on the basis of dollar cost whether the services provided by an 
extension of credit are worthwhile or not. Only in terms of dollars 
related to the price of an article or the amount of an outstanding 
balance does a service charge have meaning. 

I have personally sold major appliances, TV and hi-fi sets to 
customers, many on a credit basis. There is often a request for the 
amount of credit service charges well before the consummation of 
the transaction. Rarely does a customer ask for percentages. Per- 
centages have no meaning to a customer—he’s not interested in what 
percent the contract calls for, he wants to know how much in dollars 
and cents the credit charges are and the amount of the monthly pay- 
ment. 

Retailers do show the dollar amount of credit charges on monthly 
revolving credit statements. Further, most retailers in making in- 
stallment sale contracts for large purchases show the credit service 
charges separately. 

It is our belief that there should be full disclosure of the dollar 
amount of credit service charges. However, the provisions for dis- 
closure of retail credit charges should take into account the existing 
structure of various methods of extending retail credit, and then pro- 
vide the most feasible means of expressing dollars and cent charges as 
related to these various retail credit methods. 

(5) Possible effects of requiring disclosure of finance charges in 
terms of simple annual interest: The disclosure of credit charges in 
terms of simple annual interest and the lack of public understanding 
about these rates may bring on any of the following factors: 

The expansion of the illegitimate credit operator at the expense 
of legitimate business firms with resultant higher credit costs to 
consumers. 

The concealment of credit charges in the price of merchandise. 

An increase in the price of goods to both cash and credit 
customers. 

The need for some type of retail margin controls. 

The credit operator given to misrepresentation in any city that 
wishes to sell goods for $200 plus $150 worth of service charges can 
still do so regardless of legislation on disclosure of finance charges. 
The bulk of the finance charge can be added to the price of merchan- 
dise and the illegitimate operator can quote a ridiculously low simple 
interest rate. 

How does one police the advertising of simple interest rates far 
lower than possible? What is to prevent a retailer from offering 
credit at 4 percent simple interest and absorbing the credit charge 
in the price of merchandise? Is this protection of the consumer? 

It is easy to imagine a competitive drive on interest rates—one in 
which retailers push rates under the table and raise the prices of 
‘merchandise. And lenders of money such as commercial banks, sales 
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finance companies, small loan companies, and credit unions would 
be at a tremendous disadvantage. ‘They have no merchandise to sell 
on which prices could be raised to conceal the credit cost. 

Senator Proxmrre. I think you are doing a fine job. I know it is 
terribly late, but it seems to me this is exactly the point. If the 
merchandiser wants to increase his price and let the consumer know, 
what is the matter with that? The consumer knows what the price 
is and he can shop around intelligently and know what he is paying 
for the refrigerator or television set, and not be deceived by a false 
price which is lower than he actually is paying, because his credit 
charge is known. 

Mr. Hotrnavsen. This is true in the case of a branded article. If 
you took a General Electric refrigerator that sold from $185 to $215, 
the customer would know the area of the price and be able to come 
up with a total price. Let’s take dresses or coats that are sold on a 
credit basis, or pieces of furniture. These are not branded items in 
the sense that a General Electric item is. These are not known by a 
consumer. How are you going to give the consumer the knowledge 
to know what the price of this furniture set really should be or what 
the price of this dress should be. I can show you a dress for $199. 
I can show you a knockoff, as we call it in the trade, that same dress 
for $129. I can show you another one for $49. And eventually I 
will show you one for $14.95, all the same dresses, and between the 
$49 and the $14.95 dress, you will have a difficult time to distinguish. 

Senator Proxmire. I will agree with you a thousand percent that 
there are all kinds of illogical, irrational, and unexplainable reasons 
why women buy dresses and hats and why men buy some of the things 
they buy, but there is nothing in the world that would persuade me 
to pass legislation to try to modify this misbehavior. That is one of 
the fine things of our free system. But I would like to require a 
finance charge to be revealed to the customer. Let the customer know 
what he is paying. If the seller wants to increase the price of the 
item he is selling, presuming there is any kind of competition, it is a 
free country, and he has a right to charge any price he wants to 
charge. 

Mr. Hournavsen. This is true. But we are now assuming that the 
customer has perfect knowledge of the prices that the man charges 
at the moment. What I am trying to say is that there are many re- 
tailers who would be able to quote lower interest rates and this to the 
detriment of the commercial banks and the loan companies. The re- 
tailer has merchandise he can associate with the rate. There is nothing 
to prevent the retailer with coming up with a 6 percent simple interest 
rate. 

Senator Proxmire. If competition can’t take care of him on that 
basis, then he has a rare monopoly power in this country and he is an 
unusual kind of fellow. I don’t know anything that the law can do 
except enforce antitrust regulations. 

Mr. Hotrnavsen. I don’t think that is so. I can show you a coat 
for $49 in a credit store today which says they have no credit charge, 
and I can show you the same coat for $15 in a reputable department 
store, and so far as the customer is concerned, she doesn’t know the 
difference. They buy from both groups of stores. 

Senator Proxmire. I agree that there is interest on that basis, too. 
That is correct. 
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Mr. Houruavsen. The possibility of camouflaging credit charges 
by including them in the price of goods would mean an increase in 
the price of ‘goods to both cash and credit customers. Is this consumer 
protec ‘tion ? 

The only way to prevent an increase in consumer prices is to 
establish another OPA for all retail stores extending credit. You will 
never control the retail credit cost without retail price controls based 
on gross margins. This certainly would go far afield of the original 
scope and intent of this legislation. 

Now you may feel that I am overstating the possibilities under 
this proposed legislation. I am sure that most retail stores would 
have no intent of concealing credit costs in the price of merchandise. 
But under the tremendous competitive pressures in today’s retailing, 
it is entirely conceivable that one store or group of stores would begin 
the practice and that it would gradually spread to many credit stores. 

Thus what has been initiated as legislation to protect the consumer 
may only expose the consumer to a ‘situation where credit costs are 
concealed and he is exposed to a larger number of illegitimate credit 
operators. And what has been initiated as legislation of an anti-infla- 
tionary nature, may well bring about an increase in prices at the 
retail level. 

In closing, I think it well to reiterate that in most retail credit 
transactions it is impossible for the retailer to provide a statement of 
finance charges either in dollar terms or simple annual interest in 
advance of the transaction as required by the proposed law. Further, 
the costs to a retailer of estimating the simple annual interest rate 
even after the transaction, would be insurmountable. 

Thank you. 

Senator Proxmire. No questions. 

I want to thank you for an excellent presentation. I appreciate it 
very much and apologize for having kept you so long. 

Mr. Horrnavsen. I appreciate your staying here ‘and thank you 
very much. 

(Appendix A, submitted by Mr. Holthausen, follows :) 


APPENDIX A 
PROBLEMS IN ATTEMPTING TO DETERMINE THE EFFECTIVE RATE FOR EACH PURCHASE 


The first problem to resolve would be how to allocate payments to each pur- 
chase. For example, should payments be allotted to most recent or earliest 
purchases? Allocation to earliest purchases, which might be called the first-in 
first-out formula, would seem to require the seller to run his computations back 
to the date when each account was last fully paid; allocation to most recent 
purchases would result in grossly overstated effective rates for earliest purchases. 
Thus, determination of the allocation method could itself be difficult. 

Let us assume that the first-in first-out method is chosen, solely for the pur- 
pose of illustrating how to determine the effective rate for each purpose. How 
might this work: Let us assume an account opened on January 10 with a pur- 
chase of $15 on January 10, and subsequent purchases of $10 each on January 15, 

22, and 30. Assume no payments and no other purchases until March 20, 
when there is a $20 payment, and no further activity until April 15, when 
there is a further $20 payment. Assume the March payment includes a 55-cent 
finance charge and the April payment a 36-cent finance charge. How is 


1Computed on the beginning of the month (i.e., Feb. 1) opening balance (as is 
customary for many accounts) at the rate of 1 percent. The rate varies in practice. 
Most retailers use 1% percent per month on low balances though many others use 1 
percent and other rates are in use. 
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the effective rate to be determined for these purchases? One could say that the 
first purchase, of $15, was paid off in March, applying the first-in first-out 
formula, so the period of financing this purchase was January 10—March 20. 
To determine the effective rate for this purchase for this period, should the 
whole 55-cent finance charge be assigned thereto (thereby overstating the rate 
on that purehase),? or should only that portion of the 55-cent finance charge 
be assigned thereto as the $15 bears to the total outstanding balance (thereby 
understating the rate on that purchase, since it was outstanding longer than the 
other purchases), or Should only that portion of the 55-cent finance charge be 
assigned thereto as $15 bears to the daily average amount outstanding of the 
rest of the $40 balance for January 10—March 20 (a more accurate but complex 
calculation) ?* 

The complexities in operation that S. 2755 would produce are by no means 
exhausted by the preceding three alternatives. If, in the foregoing example, 
the finance charge had been $4.75 based on a $250 balance, the rate having been 
2 percent on the first $200 of balance and 1% percent on the remaining balance, 
and no purchase having equalled or exceeded $200, query if the $4.75 should 
have been assigned among the affected purchases on one of the three foregoing 
methods without giving the latest purchases the benefit of the rate reduction? 


Senator Proxmire. The committee will recess until 10 o’clock to- 
morrow morning. 

(Whereupon, at 6:45 p.m., the hearing recessed, to reconvene at 
10 a.m. the following day.) 


2If this alternative were utilized, then the first $15 purchase had an effective rate 
determined by computing a rate based on a 55-cent charge for the period Jan. 10—Mar. 20; 
so that so applying the $20 payment would leave $4.45 thereof for reduction of the 
Jan. 15 purehase. The second payment would then result in an effective rate for the 
Jan. 15 $10 purchase based on a 36-cent charge therefor for Jan. 15—Apr. 20 and would 
also result in an effective rate of zero for the Jan. 20 $10 purchase based on a zero charge 
therefor for Jan. 20—Apr. 20, ete. 

3If this alternative were utilized, the 55 cents would represent a charge on $15 for the 
period Jan. 10—-Mar. 20, on $10 for.Jan. 15—Mar. 20, on $10 for Jan. 20—Mar. 20, ete. 
The seller could, after complicated calculations, allocate the 55 cents to each of the 
purchases by this method. Having thus determined the finance charge for each purchase, 
the effective rate would be determined for that purchase by dividing the purchase into the 
total finance charges thus allocated for the period between purchases and payment under 
the first-in first-out formula. 
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WEDNESDAY, APRIL 6, 1960 
U. S. SENATE, 


CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION AND STABILIZATION, 
Washington, D.C. 
The subcommittee met, pursuant to recess, in room 5302, New Senate 


Office Building, at 10 a.m., Senator Paul H. Douglas (chairman of 
the subcommittee) presiding. 


Present: Senators Douglas, Bennett, and Bush. 

Senator Douguas. The committee will come to order. 

I understand that Mr. Angus McDonald, of the National Farmers 
Union, is filing a statement rather than making a personal appear- 
ance. He is also filing a statement on behalf of Edwin Christianson, 
president, Minnesota Farmers Union. 


(The statements referred to follow :) 


STATEMENT OF ANGUS MCDONALD, COORDINATOR OF LEGISLATIVE SERVICES, 
NATIONAL FARMERS UNION 


Mr. Chairman and members of the committee, I am appearing here in support 
of S. 2755 which would require those extending credit to explicity inform pur- 
chasers of the rate and amount of interest in connection with a purchase. We 
have read accounts of the hearings as reported in the press and in the Con- 
gressional Record with a great deal of interest. The situation, it appears, is 
much worse than we suspected. 

Those who purchase an automobile or an electrical appliance often experi- 
ence a rude awakening when they belatedly figure out the interest they are 
paying. It is a common practice for those selling equipment to deceive or mis- 
lead the purchaser in regard to interest. Sometimes he is told the interest is 6 
percent and later finds out it is much greater. Those purchasing automobiles 
in Maryland and in other places may be told that a bank finances the purchase 
at 6 percent but later find out that the bank is a finance company which charges 
up to 36 percent and that it is permitted under State law. 

Banks in Maryland are also guilty of similar practices. Although their in- 
terest rate is considerably lower than that of the finance company’s, some 
Maryland banks subtract the amount of interest from the principal at the time 
the loan is made, charge 6 percent on the entire amount, even though the loan 
is repaid in regular installments by the borrower beginning 30 days after the 
loan is made. Under this practice the interest rate is considerably more than 
6 percent, possibly 12 or 14 percent. 

Farmers are victimized by such practices in greater degree than those in other 
occupations. Farm families in proportion to their numbers consume more credit 
than any other economic group in America. The farmer finances his crop on 
credit. He buys his tractor or automobile on credit. He goes to the broker to 
get money to buy feeder cattle and production supplies, and more often than 
not he buys his farm on credit. 

Other credit consumers drive only one or two gasoline-powered machines, but 
the farmer may own a dozen. The average American head of a family buys his 
automobile, his TV, and his home on credit, but the farmer must carry a much 
greater credit load. American farmers today are operating 4,260,000 auto- 
mobiles, 4,685,000 tractors, and 3 million trucks. Most of these machines, as 
well as many others, including over a million grain combines and three-fourths 
of a million cornpickers, were purchased on credit. 
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The farmer also buys most of his farm supplies on credit. He must borrow 
money to buy gasoline for his automobiles, his trucks, and his tractors, his 
fertilizer and his other general crop and farm expenses. In 1952 non-real- 
estate loans to farmers amounted to $7.3 billion. By January 1, 1959, this 
amount had increased $9.5 billion and it is estimated by the Department of 
Agriculture it had increased to $10.6 billion by January 1, 1960. Farm mortgage 
loans also reached an all-time high last year. It was estimated by USDA they 
amounted to $12 billion on January 1, 1960. 

I would like to emphasize that agriculture is the only industry that cannot 
pass on increased costs to the consumer. The farmer, for example, may pay 
hundreds of dollars in increased interest and other costs during the year but he 
must take what is offered in the market. There is no relation between farm 
costs and farm prices. Price supports and marketing orders afford some relief 
on a few crops, but price support levels, always low, have been lowered re- 
peatedly during the same period that costs have been rising. Production ex- 
penses totaled $26 billion in 1959 and took 68 percent of the farmers’ gross in- 
come. The result is that farm income in 1960 will be lower than it has been 
in 20 years. 

Even with this intolerable economic situation farmers must keep buying ma- 
chines and supplies if they stay in business. In 1957 (the latest figures avail- 
able) farmers spent over half a billion dollars for new tractors and almost a 
quarter of a billion for harvesting machinery. Expenditures for all machinery 
totaled $1,345,652,000. In 1951 farmers spent almost $2 billion for machinery. 
Again I emphasize that nearly all of this machinery was bought on credit. 

Farmers today are mortgaged to the hilt. They are approaching the point 
they reached in the 1920's. Interest charges are playing a larger and larger 
part in their spiraling indebtedness. In 1952 the average interest rate on insti- 
tutional loans was 4.1 percent. In 1958 it was 5.24 percent. The Department 
of Agriculture (Agricultural Prices, March 1960, p. 9) reports that on March 15 
the index of the price of interest had risen to 209. During the period 1947-49 
it was 79. 

During the same period Production Credit Association loans increased from 
6.33 percent to 6.72 percent. On November 1, 1959, 9 of the 12 land banks were 
charging 6 percent 6n new real estate loans and the other 3 were charging 
514 percent. One year earlier, three of the land banks were charging 5% per- 
cent and nine.were charging 5 percent. 

On September 1, 1958, only 6 percent of the Production Credit Associations 
were charging 7 percent or more. On October 1, 1959, 35 percent were charging 
7 to 7.9 percent and 4 percent were charging 8 to 8.9 percent. 

Credit charges assume a greater importance today than before 1953 because 
of the high interest-tight money policy of this administration. All businessmen 
and farmers and those undertaking the buying of a home have found it in- 
creasingly difficult to finance and purchase at a reasonable cost. Significantly 
interest paid as a part of national income has increased from $7.1 billion in 
1952 to an annual rate of $16.1 billion during the fourth quarter of 1959 
(Economie Indicators, March 1960, p. 3). 

Exorbitant interest rates do not permit a free competitive economy to func- 
tion as it should. The skyrocketing of interest rate during the last few years 
has brought about a transfer of income from those buying services or property 
to those lending money. Increased interest rates have slowed down residential 
construction and have indirectly brought about unemployment. We urge that 
the committee approve this legislation. We feel that its enactment is long 
overdue. 


STATEMENT OF EDWIN CHRISTIANSON, PRESIDENT, MINNESOTA FARMERS UNION 


TIGHT MONEY AND HIDDEN FINANCE COSTS 


It may not be generally realized that farmers are among the largest users 
of consumer credit, and that they are therefore affected to a greater degree 
than most other groups by trends towards tight money, higher interest rates 
and increased finance charges. Like other consumers, farmers make purchases 
on installment contracts for items needed for the household and family living. 
In addition, they make sizable purchases each year of farm production ma- 
terials and equipment, much of which is also acquired on credit. 

Non-real-estate farm debt now totals about $9.5 billion a year, which together 
with some.$11.3 billions in real estate mortgage debt, totals some $20.8 billions 
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in total farm debt. At present, therefore, farmers are paying interest on 
something over $20 billion in farm debt. An increase of 1 percent in the basic 
“rent” On money, for example from 6 to 7 percent, would represent an increased 
debt service cost of $200 million a year for the Nation’s farmers. The additional 
1 percent interest, if applied to the purchase of a $3,000 farm implement financed 
over a period of 3 years, would add $100 to the cost of the purchase. 

Interest costs now take twice as large a percentage of total farm production 
expenditures as just ten years ago. 

While the testimony to your subcommittee has shown that the average amount 
of consumer credit carried by the typical American family is near $1,000 and 
is more than double the figure for 10 years ago, the comparable figure for 
American farm families shows an amount of about $2,300 per farm in short- 
term, non-real-estate debt. Whether in town or rural areas, the exorbitant 
interest costs on money hit hardest upon the young families who are seeking 
to equip a home, a business, or a farm. 

The farmers of the Nation produce about 70 percent of the raw materials 
wealth of the country, yet for several years now agriculture has received less 
net income than the comparatively fewer persons whose business is money 
and credit. 

The currently exorbitant interest rates are critical enough in themselves, 
however, the difficulty is compounded by the fact that hidden costs of financing 
may make the cost of borrowing much greater than the individual may imagine. 
A survey by a USDA economist recently showed that finance costs may range 
from 7 percent to as much as 36 percent, when spelled out in terms of simple 
annual interest. A study made at the request of Gov. Orville L. Freeman of 
Minnesota in 1958S showed interest costs as high as 60 percent in terms of simple 
annual interest. 

We believe that few consumers understand the finance costs they are paying 
on installment purchases and are not impressed by the defense offered by some 
finance spokesmen that any intelligent buyer can figure out the details of his 
installment purchases for himself. 

The average consumer does not deal with loans and contracts every day. 
He is not familiar with the technicalities of installment loans. He may ask 
only what the payments will be and how many months they will run. He may 
ask what the interest rate will be, but may not stop to learn what, if any, 
other charges are included. 

Certainly, it is important, as is provided in the Douglas bill, for the consumer 
to know the terms on which he is making the installment purchase. The entire 
question of whether or not it is wise to make a purchase on time will often 
depend largely upon the cost of the financing. Yet, the consumer has no way 
of making these judgments if he has only half the facts. The consumer is not 
able to shop around to find the most advantageous deal unless he has some 
standard of measurement for the finance costs he is paying. This is what he 
would have if the retailer were required to disclose the terms of the transaction, 
the total finance cost and the interest rate in terms of simple annual interest. 

As others have pointed out, it is as important for the consumer to have 
interest-cost labeling as it is important to have grade, quality, or product label- 
ing on the item purchased. 

We do not believe, as is sometimes claimed, that the adoption of an interest 
disclosure bill would be the first step towards Federal control of consumer 
credit. Whether or not there will be Federal controls will depend entirely 
upon whether there is dangerously excessive use of credit. In our opinion, the 
interest disclosure bill would not hamper any constructive or legitimate use of 
consumer credit. 

It is understandable, perhaps, but hardly defensible, that some finance com- 
panies and retailers do not want the spotlight turned on the high rates they 
are charging. Part of the blame for the “charge all the traffic will bear” attitude 
on consumer credit must be borne by the policymaking officials in Washington 
who are responsible for the tight-money, high-interest rate decisions. The tight- 
money policy and the prospect of high profits resulting from it, has been re- 
sponsible, in our opinion, for the action of many distributors and retailers in 
establishing their own subsidiary finance companies to handle the time con- 
tracts on merchandise they sell. 

Many large retailers of durable goods and larger mail order houses have 
established “captive” finance agencies to handle time contracts, and often these 
firms seem more anxious to sell on time than for cash. 
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One economist some time ago reported that two large mail order companies 
are carrying a combined total of $1 billion in consumer credit under their charge 
plans and time sales. This is big business, indeed, at current interest rates. 

While farmers have an interest in these problems as users of credit, they 
also have a stake in what tight money and hidden finance costs may do 
to the purchasing power of the Nation’s families, which would otherwise be 
available for use on consumer goods. Altogether, there is some $52 billions of 
consumer credit outstanding. A change of 2 percent in the basic interest rates 
will deplete $1 billion in purchasing power which would otherwise likely 
be used to purchase food, clothing or durable goods. 

The whole problem of tight money, hidden finance costs and deficient purchas- 
ing power goes much deeper than the scope of the bill before this committee. 
Any real improvement in the credit crisis will have to await the establishment 
of a sensible monetary and credit policy. 

However, the interest disclosure bill would give some immediate protection 
to the buyer of consumer goods and would serve to focus public attention on 
the overall problem. We, therefore recommend favorable action on the bill by 
this committee and by the Congress. 

Senator Dovenas. The first witness will be Mr. Robert Morgan of 
the National Association of Mutual Savings Banks. 

Mr. Morgan, will you come forward ¢ 

Mr. Morgan, I am very happy to see that vou recognize good talent. 

I see you have with you Mr. William McKenna, formerly counsel to 
this committee, whose services were very distinguished, but which 
have now been translated to more lucrative fields. 

We are also glad you have Mr. Grover Ensley, who was executive 
director of the Joint Economic Cemrttee, and who, as I understand 
a. 16 2 tached to youina still more lucrative position, 

We are delighted to see our alumni succeed so well ir the tough 
world outside. This is not a bid, however, for an offer to the chairman. 


STATEMENT OF ROBERT M. MORGAN, CHAIRMAN OF THE COM- 
MITTEE ON MORTGAGE INVESTMENTS, NATIONAL ASSOCIATION 
OF MUTUAL SAVINGS BANKS 


Mr. MorcGan. Thank you very much for your kind remarks. We 
are delighted to have them on our side of the table. to lead us in the 
right path. 

Senator Doveras. You will find them very good men. I hope they 
do not lose their zeal for the public interest because of the material 
improvement in ~ - indard of life. 

Mr. Morcan. Mr. Chairman and members of the subeommittee, the 
National Keaebitehibn of Mutual Savings Banks appreciates the op- 
portunity to comment on S. 2755, a bill to assist in the prometion of 
economic stabilization by requiring the disclosure of finance charges 
in connection with extensions of credit. 

At this point may I say that the savings banks and the othev thrift 
institutions are in a unique position in connection with this bill. We 
have two grounds for interest in this bill, two major grounds. 

First, our primary interest is as depository, and as such we are very 
much interested in the thrift of the saver. We want him to save, and 
we want him to pay cash. 

I would like at this point, if I may, to introduce into the evidence 
an ad that has been run by the Bowery Savings Bank, full page, in 
the New York Times. I will wait till you have the ad in front of 
you because I would like to comment on it. 

(The ad referred to follows :) 


ee 


Ve 
he 


ley 


the 


Op- 


of 


ges 
rift 

We 
ery 
and 
nce 


». in 


t of 


CONSUMER CREDIT LABELING BILI 379 


SEY 5 
Ei ¥ ‘ Fl 
. we wouldn't 
be surprised 


if someone came up 


; - shortly with... 
You Still Pay 


Cash For Your , 
Subway Tokens 


same 


j 
/ 


BU f..... 


a Ride Now- 
Pay Later credit scheme 


for subway users. 








380 





CONSUMER CREDIT 


LABELING 


BILL 


You Still Pay Cash 
For Your Subway Tokens 


... But we wouldn’t be surprised 


if someone came up shortly with a Ride Now —Pay Later 


credit scheme for subway users 


Y u—the consumer — are encouraged buy just 

about everything else on cred No down payment 

easy terms. ust charge it al! sound so sumpie 
Y are offered credit cards, check credit, instal 


ment credit, charge-account credit, consumer credit 


what-have-you credit, Each means debt 


It seems all you need im order to buy on time now 


adays 1s to have a job--and to sign @ note, a sales 
contract, or some other document. You promise to 


pay back principal, along with interest charges, carry 





ng charges, or service fees of vanous kinds. 
Of course the cost is more than the cash proce what you 
buy But how ch more 


Sometumes that's hard to figure, but let's make a stab at it 


We'll start woth “true annual interest 


You borrow $100 and pay back $/06 at the etd of twelve 


months. The extra $6 ss true interest at 6°| a year That's easy 


if you berrewed this wey to poy fer your subwey 
tokens, eoch ride wovld cost you 15" se cents, instead 
of 15 conts. Net tee bed 


Let's go « step further 

Suppose you borrow $100 and pay it back in twelve equa: 
monthly installments That means you have the use of only a 
average of about $50 for a full year because you pay off half 
the $100 m sin months Bu 


$6, deducted in advance, 
biung the crue annual interest rate to more than 114 


Foch subwey ride purchased with money trom such 
© loon wowld cost you 16'/1¢ conts. Going up 


wu Still agree to-giye the lender 






ot your loan. You are almost dow 


This pves you a good rule to remember 


The true annual interest on @ loan, large or small, that you 
poy off in equal periodica! installments is roughly double the rate 
quoted as the yearly finance charge, deducted in advance Ths 
is true, no matter how much or little the quoted rate may be 






In all these calculations, by the way, we are not striving for 
shde-rule accuracy Bui in every case the down-to-the-penny 


results would be worse for you, if anything. not better 


In another widely used financing plan the charge might be 
a month, computed on the unpaid balance 





That's true interest, but it's monthly interest, and |} 
yeer in any language. 2° monthly is 
monthly w 30°; yearly 





month is 18° 
yearly, and 2 


Paid for in this manner, ot 11% monthly, each sub- 
wey ride would cost you 17’/: conts instead of 15 
conte et 2% monthly, 18%: conts... at 22% 
monthly, more then 19'/: cents. Quite « boost. 








We've been using the price of a subway nde as an casy way 
to Wustrate the cost of borrowing larger sums under different 
arrangements. The proportions are the same for any amount 


Come to think of it, however, even paying extra for a sub- 
way nde—two times a day, five days a week, say, for a year 
—would count up 


Now we dont mean to imply that borrowing money 


necessarily a mustake anywhere, any time 


Federal, state and local governments are sometimes forced 
to finance defense, or to build a new schoolhouse 
for example Sound businesses often borrow And few families 


to borrow 


could pay for houses of their own without mortgage loans 





However, the finance charge paid by such borrowe 





wa! interest at the gorg rate, even if monthly 








Payments are ved 


We do want to give you an idea of wha sts to buy now 





and pay later out of income you haven't yet received 





It's muaghty easy these days to skate hin financial we 


and he up to your neck in rea wble of something goes 
wrong 

Remember, most of the bankruptcies in the nabon are 
family bankrupicoes, not business bankruptoes 


The alternative to purchasing on ume is to buy ash 


And the cosh cost of @ subway token is 15 conts 


Buying out of income... no borrowing for ue 

necessary purcheses making the lorgest pos 

sible down payment te cut credit costs when 

you must berrow ond olweoys saving o little 

but regulorly .. . that's The Bowery's prescription 
| for fomily financial health 


ed 


Caeseteee _ meee 


Installment debt in the United States has reached an all-tume 





high 
Top public officials, economists, financial experts express 
concern. They say unnecessary borrowing and spending are 


wflationary, tend t 
keep prices down 


push prices up. They say saving helps 

Savings also provide private funds for needed housing. new 
capital investments, expanding 
savings can play a part 


industry, more jobs Your 


So it’s good economics, as well as good family practice, to 


earn before you buy and to save a part of what you « 





fn 


You benefit directly from your 


savings . 


in dollars and cents 


Getting back for the last time to the cost of that subway 
nde 

Suppose you saved enough at The Bowery in equal weekly 
deposits to have a halence of $100 at the end of a year. You 
would put in only $98 _ of your own money. The rest would 
come from The Bowery's dividends, compounded quarterly, 
at the latest annual rate of 3% 


Mf you wsed this $100 te buy subway tokens, each 
one would cost only 14'/:¢ conts of money you de- 
posited from your own poy. The remainder wovld 
be odded by the money your money earned in div- 
idends ot The Bowery 








Here are three p suggestions to consder neat ime you 
are tempted to buy on time, or make a personal loan for 
something you might get along with a while 

1. Ask the cash price, night at the start, of the article you are 





thinking about. Also add up the total of all the paymens 
you will be require make, inc 
f you purchased on ume. The defference us the extra cost to 


you for buying on credit 


ading the down payment, 


‘2. With the facts straight, it's up to you to deade Should you 
go ahead regardless, shop for the best financial plan you can 


find. Financing costs vary, as we have shown 


3. Deal with responsible merchants and lending institutions 

Even so, it’s only fair to say that handling charge accounts 
or small loans is an expensive operauon. Someone must pay 
for credit investigations, paper work, collecuon and other 


costs, inevitable losses 


subscribe to the old maxim 
mughty good trait 


All of us will that we 





especially in an ancestor. But if you 
believe saving is good for you and your famuy- where should 


you open your Savings Account? 


There are many good places. The Bowery naturally would 
appreciate your Savings Account and would try to serve 
you well 


The Bowery was organized 126 years ago to encourage 
thrift and has done so consistently ever snce. Oddly enough, 
deposits have often boomed during had times. Panics and 
depressions make people think more about saving. we suppose. 


But this message is intended primarily to induce careful 
thinking about the risks and costs of too much family debt 


It 1s addressed particularly to younger men and women 
whose financial habits are not yet set in a frozen pattern 


No message would have any effect whatever upon the ex- 
treme case of a man we heard about recently. He worned so 
much he couldn't sleep all one night He didn’t realize unul be 
went to bed that he had paid the final instaliment on bis Lacest 
joan that afternoon —and came home before be remembered 
to apply for his next one 


He is a confirmed loan addict and nothing can be done 
about hun 


We hope you never allow yourself to fall into that kind of 
financial rut 


BOWERY 


SAVINGS BANK 


A MUTUAL INSTITUTION 


THE BOWERY 


money works 
only for you 





CT Ccecemenme: 


>) Emciousd iss check for $____ 
Sevings Account Pleast mai me my bent book 


EE ae 
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SAVINGS BANK 
190 Bast 42nd Street, New York 17, NM. ¥. 


— - Cmeon ome 
to opens 





withdrawals — oy mad 











Member Feteras Deposit invarnncs Corpersiion 





Reprint of advertisement, New York City newspapers, March-April 1960. 


2) Prease mad me ful formate an how | cae 
pee s Savings Accom end make Gepomu end 


———— 3008 SAT 


<a ee eee eee eee ent 


Co = 


m 


by 
pe 
ha 
CO 


px 


lil 
to 


pa 


Is: 
i 
enc 
. 


as ; 
de} 
sav 
cre 
anc 

I 
her 
Iw 


ent. 





M 
tha 
of p 
old: 


j 


te 


«= | 
ory 


_ 


CONSUMER CREDIT LABELING BILL 381 


Mr. Morean. This is not a one-time ad on the part of the Bowery. 
In the months of March and April the Bowery, the largest savings 
bank in the country, had nine full-page insertions in the various 
papers of New York City. 

May I point out to you five or six things in this ad. 

It reduces to very simple terms the question of rates of interest, one 
of the things you are interested in here this morning. 

In the second paragraph—or I should say in the first paragraph 
which has heavy type—it says, “If you borrowed this way to pay for 
your subway tokens, each ride would cost you 15% cents, instead of 
15 cents.” 

That is expressing the simple interest deal of borrowing money for 
1 year. 

In the second heavily printed paragraph it says if you borrow 
money by discount you pay 16%) per subway ride. 

In the third heavily printed paragraph it says if you want to do this 
by the finance method, so to speak, if you borrow money at 114 percent 
per month, your subway ride costs you 17%» cents. If you should 
happen to pay 2 percent per month, which many people do, it would 
cost 186, cents per ride. And if you pay 214 percent a month, you 
pay 19549 cents per ride. 

Now, I would like to point out what those interest schedules look 
like compared to the kind of schedule we are really interested in and 
toward which this ad is directed. 

If you pay cash, the first, heavy type in the second column says you 
pay 15 cents flat. 

If you do it the savings bank way or the thrift way and you put 
your money away first and earn a little interest on it, the subway ride 
costs you 14% cents. 

Senator Dovetas. However, you would not advise people to save 
money for subway rides, would you / 

Mr. Morean. I do not believe I would. 

Senator Dovetas. That should be paid for out of current income? 
Is that not true / 

Mr. Morean. I thought this would point out very clearly the differ- 
ence in a very simple way, the difference in kinds of interest rates. 

Now, the savings banks and the thrift institutions of the country 
as a whole have a second major interest, not only the interest of their 
depositor, but to the extent that they obtain substantial deposits from 
savers and for the most part they put their money into mortgage 
credit. Thrift institutions of the country have somewhere bet ween 60 
and 80 percent of their deposits normally in mortgages. 

I am assuming that your interest in such testimony as we may give 
here this morning is primarily along the lines of mortgage credit, and 
I want to preface that by saying that the mortgage industry almost 
entirely operates on a simple interest basis. 

Senator Doveias. On the unpaid balance ? 

Mr. Moraan. Simple interest on the unpaid balance. 

Senator Dove.as. And it isan annual interest ? 

Mr. Morean. And although we try to encourage thrift, we recognize 
that people buying a house, for the most part, the great proportion 
of people, would never be able to acquire a house until they became too 
old to use it if they had to pay for it in cash in advance. 
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Therefore, we think that mortgage credit is a fundamental necessity 
for even the thrifty in having a house. 

That does not mean that we are not for a full expression to the bor- 
rower of exactly what credit is costing him. 

Since one of the main reasons for the existence of mutual savings 
banks is encouragement of the practice of thrift, it is natural that our 
national association should favor the principle of economic stabiliza- 
tion. Lacking this condition, with its accompanying relative stability 
of price levels and currency values, thrift institutions face a difficult 
task in persuading recipients of income to practice the systematic ac- 
cumulation of savings. 

A savings account assures its owner of a source for making complete 
or a substantial part payment for goods or services he wishes to ac- 
quire, To the extent of his savings available for such use, he tends to 
minimize the finaneing costs he must otherwise assume in connection 
with such a transaction. The saver receives the benefit of interest 
rather than being obliged to assume its burdens. As depositories for 
savings, mutual savings banks, along with other thrift institutions, 
provide facilities for savers to accumulate funds from modest amounts 

saved periodically. 

The national association also favors the principle of disclosing to 
potential borrowers the price they are asked to pay for the use of 
money. That price tends to vary according to the basic law of supply 
and demand, but there is no reason why this price should be concealed 
from the potential borrower. 

If its disclosure dissuades him from proceeding with his purchase 
plans, this’ is a miatter of private decision the potential borrower is 
entitled to make on his own. 

It is a distinct disservice to entice a buyer by stating a definite pur- 
chase price if he is not also made aware of the added cost involved in 
purchasing on credit terms. 

From an economic standpoint, it is nearly always a disadvantage to 
the lender as well as the borrower if the borrower incurs more debt 
than he can pay. 

We have occasion to see this in many instances. 

There are three basic reasons for most rejection of mortgage appli- 
cations. One is the type of property. Two is the amount requested. 
But I must add that the third, and very, very prominent on the list of 
reasons for declination, is the credit of the borrower being inadequate 
to carry the loan. 

It is natural to extend sympathy to the borrower who finds himself 
in a situation with more financial obligations than he is able to meet. 
However, it should also be kept in mind that the lender usually realizes 
more net income from a loan repaid according to plan than he does 
from a loan in default. 

It is a common saying in the industry, or a common feeling in the 
industry, that 1 loan in “default costs more to handle than 10 that are 
being paid promptly. 

The lender is put to expense in recouping as much of the defaulted 
obligation as is feasible, and much of this expense is never recovered. 
We think it is in the interest of all participants in the credit transac- 
tion for the potential borrower to be made aware of the exact potential 
financial obligation he is assuming. 
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Senator Doveras. Mr. Morgan, then I take it you are in favor of the 
principle of this bill, S. 2755? 

Mr. Morcan. Yes, sir. 

Senator Dougias. Do you speak for the National Association of 
Mutual Savings Banks ¢ 

Mr. Morean. I can only speak for the National Association of 
Mutual Savings Banks, but I am reasonably clear that most of the 
mortgage lenders would have no objection. 

Senator Doveias. But do you officially speak for the National As- 
sociation of Mutual Savings Banks 4 

Mr. Morean. I do. 

Senator Doucéuias. I want to thank you very much. 

Senator Bennerr. May Lask a question ¢ 

Senator Dove.as. Certainly. 

Senator Bennerr. You are speaking only then with respect to this 
kind of information as applied to mortgage credit? 

Mr. Morcan. I know only about mortgage credit. 

Senator Bennerr. So you are not cone erned about the problem of 


the man who sells on time and who has the expense of checking credit 
and all the rest of those things ? 


Mr. Morgan. Correct. 

Senator Bennerr. You are not testifying as to that ? 

Mr. Morean. I would like to point out, however, at this point that 
mortgage lenders see a great deal 

Senator Dovueias. The question the Senator from Utah asked sug- 


gests this one: In your bank who assumes the expense of checking 
credit for applications for loans? 


Mr. Morcan. The bank itself. 

Senator Doveias. The bank itself, not the borrower? 

Mr. Morean. It is not passed on to the borrower. 

Senator Bennerr. What isthe 

Mr. Morean. I do not know how it is in every bank. I think credit 
examinations sometimes run to $1 to $5, and I assume that maybe in 
some cases that is 

Senator Doueias. Are you connected with the Bowery Bank? 

Mr. Morgan. No, the Boston Five Cent Savings Bank, the largest 
savings bank in New England. 

Senator Bennerr. What is the average size of your mortgage loans 
approximately ? 

Mr. Morgan. The average loan is about $12,000 to $15,000. 

Senator Brnnerr. So five dollars on $12,000 could easily be ab- 
sorbed and forgotten ? 

Mr. Morean. That is right. 

Senator Bennerr. But if your average transaction was $100, the 
$5 would be something else ? 

Mr. Moraan. Right. 


At this point let me say that the mortgage lenders see much of the 
problem of credit, on the other hand, of excessive extension of credit. 
We appraise the property, we evaluate the individual's ability to 
carry the loan, and we underwrite a proper loan for him, what we 


consider to be a proper loan in amount, in terms, and in his ability 
to carry. 
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And then I must have to add that one of our major problems in 
connection with delinquency on loans is the fact that the borrower 
gets loaded down with consumer credit. He is sold fences, gas lamps, 
televisions, patios, pools, siding, in connection with his house, and the 
monthly charges run way up above what we underwrote as his ability 
to carry. 

I think you might be interested in asking the FHA to produce their 
study. I do not know how far the study went, but 3 or 4 years ago 
they were seriously interested in determining how much of the trouble 
on FILA loans was arising out of the individuals subsequent purchases. 
To be sure, he must have incurred the bill. He signed for it, and he 
ordered it. But he loaded himself down so that not only did he get 
into trouble on his small loan, consumer Joan, but he also got into 
trouble on the mortgage loan. 


_ Senator Doveias. | am going to ask Mr. Semer to follow up that 
inquiry. 

Mr. Morcan. This was 4 or 5 years ago. 

(The information referred to follows:) 


FEDERAL HOUSING ADMINISTRATION 


Contrary to popular opinion it is not usually financial difficulties that cause 
families to give up their homes so that the Federal Housing Administration has 
to acquire them, according to FHA Commissioner Norman P. Mason, who today 
discussed the results of a credit survey by the Federal Housing Administration. 

“Marital difficulties, death, and illness account for more than half the cases 
where families fall behind in payments on FHA insured mortgages,” Commis- 
sioner Mason said. Other causes of default include changing jobs to a different 
city, inability to sell the house, dissatisfaction with the neighborhood, and dis- 
regarding the obligation to pay. 

But even these hazards are reduced to a minimum by the FHA underwriting 
process, Mr. Mason said. 

“Proof of the soundness of the risk taken by the FHA in insuring home 
mortgage loans shows up in the dollar and cents accounts of the Administration,” 
he said. “With more than $2814 billion of home mortgages insured by the FHA 
the losses come to only one-twentieth of 1 percent. The default record is im- 
pressive, too—only one-quarter of 1 percent of all the insured home mortgages 
are in default of a serious nature.” 

To a large extent, the Commissioner attributes this outstanding record to the 
eareful analysis of family incomes and budgets before the FHA ever agrees to 
insure the loan. The FHA application requires detailed information about the 
family income, earnings, and obligations. 

“FHA tries to protect home buyers. We don’t approve any application for 
insurance of an amount our credit staff believes is beyond the ability of the 
family to repay,” Mr. Mason said. 

“Because no credit man ever wins a popularity contest, the FHA is accustomed 
to criticism of its credit rating methods. We are told our technique is too lax 
and we are just as vehemently told it is too tight. We try to keep an open 
mind about all our operations and that is why we made a study of the reasons for 
defaults in mortgage payments. It confirms not only our confidence in technical 
credit analysis but also our confidence in the American families who are buying 
homes.” 

Mr. Mason pointed out that a similar study of reasons for default has been 
conducted in connection with insured mortgages on large-scale rental housing 
projects. In this FHA program, he pointed out, the study showed that defaults 
were primarily a result of poorly conceived projects which time had proved were 
not in the right places and were not charging the right amount of rent. Credit 
analysis of the sponsors, the study showed, was not a factor in the rental project 
failures. 

Specifically, the record shows that FHA has insured $5 billion in rental housing 
mortgages. The losses have amounted to less than one-half of 1 percent and the 
outlook is even more promising with only one-eighth of 1 percent of the loans in 
serious default. 


stuc 
Ho! 


Ret 


TOC 
pa 
ing 
Wo 
ing 


sel 
to 


do 


an 
ch 


to 


ve 


de 


in 
er 
IS 
he 


ty 


‘ir 
oO 
le 
PS. 
he 
ret 
ito 


at 


use 
nas 
lay 
on. 
ses 


ent 
lis- 


ing 


yme 
yn,” 
HA 
im- 
ges 


the 
; to 
the 


for 
the 


ned 
lax 
pen 
for 
ical 
ying 


sing 
ults 
vere 
edit 
ject 


sing 
the 
is in 


CONSUMER CREDIT LABELING BILL 385 


Following is a breakdown of the causes of defaults shown by the recent FHA 
study: 


Home mortgages: Percentage 

Family misfortunes occurring after purchase, occasioned by death in 
the family, marital difficulties, loss of earning capacity, ete.-___---- 52.5 

Disregard for contractual obligations assumed____--------~- eS 

Operative builder defaults and inability to sell______-_-_-----------~- 12.5 

ee A eee ea aed 3.5 

Peceuaye Greimeers Orta. eo kek ec 3.0 

Defective projects due to location, neighborhood, ete.__----- Sickest 2.5 

a a ea alec Ghcatbsteach isanaeeareiae same sab Sea 1.0 

pea te en a a 11.0 

Rental project mortgages : 

Badly conceived projects due to type, location, rent schedules, ete.__-- 59. 0 
Failure due to governmental action, such as transfers of personnel by 
militares” AiO. Gil Ober ERODUIOR = qo 6 keene ica ee 

Poor management of projects___- Sc are a a 5 oe 3.0 


Mr. Morcan. The typical case in this situation is th: at he takes on 
too much. He gets loaded down. Then he cannot carry the whole 
package. He tries to do what he would have been stopped from do- 
ing when he originally applied for the mortgage loan because we 
would not have agreed to carry the loan if we had known he was try- 
Ing to carry so much. 

Senator Dovenas. May T ask this: Why do these other lenders and 
sellers extend the credit if they know that he is already mortgaged 
to vou? 

Mr. Morean. I cannot answer for them. I have an idea why they 
do, but I cannot answer for them. 

Senator Doueias. Would you share that idea with us? 

Mr. Morean. I think that frequently they do not sufficiently ex- 
amine his ability to pay in view of all of his debts and all his carrying 
charges. 

Senator Dovetas. Is this because he does not make a full disclosure 
to them / 

Mr. Morcan. It could be. 

Senator Dovetas. Or because they are optimistic ? 

Mr. Morean. It could be that, or they could be optimistic. I think 
it may be both. 

Senator Bennerr. Is it not partly also because they know if he fails 
they can repossess, that most of them are selling collateral which has 
a value even if they repossess it ? 

Mr. Morean. I think the question is perfectly in order, but I would 
ask you what. salvage value there is in a fence that has been placed 
around a man’s property, in a gas lamp that has been affixed to his 
house, in a television antenna that has been fastened to his roof, in a 
patio particularly, where the money has been spent for a patio or a 
pool that cannot be removed. 

_ Senator Bennerr. But most of the consumer installment debt is for 
items of merchandise that can be repossessed ? 

Senator Dovenas. You are speaking of title I? 

Mr. Morean. I think so far as kitchen equipment is concerned, 
very definitely, yes. 

Senator BeENNeErr. Well, automobiles. 

Mr. Morgan. Automobiles; correct. 

Senator Bennett. Also television sets, radios, and so on. 

Senator Dovaias. You are speaking of those items which, to the 


degree that they are FHA-financed, are financed under title I? 
Mr. Morean. Yes. 
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Senator Doveias. Off the record. 

(Remarks off the record. ) 

Mr. Morcan. Mutual savings banks encounter these situations 
mainly in the field of mortgage loans secured by real property. Our 
savings bank, and many others, I know, have initiated discussion of 
the size of the interest burden the potential borrower proposes to 
assume. This occurs particularly when the potential mortgagor seeks 
a mortgage Joan for a longer term than examination of his credit 
shows he needs. 

I would like for illustrative purposes to pass to you a package, and 
I will talk to you from time to time about various items in it. (See 
opposite. ) 

On the top is a photostat copy of a little card that all of our men 
who interview prospec tive borrowers kee “p on their desks. It shows 
a 16-year loan, a 20-year loan, a 25-year loan, and a 30-year loan, and 
the cost per thousand dollars at 514 percent, our current rate, on a 
$10,000 loan. 

Senator Doveras. Do you make this available to your borrowers? 

Mr. Morcan. We do not. We probably ought to. But our men 
who discuss with the borrower keep this on their desks. 

Senator Dovetas. You would be ready to do it if necessary, if this 
were part of the law ? 

Mr. Morean. I think there would be no question about it. 

Senator Doveias. You would be very glad to do it? 

Mr. Morgan. Right. 

Senator Doveias. You would not be a recalcitrant complier ? 

Mr. Morcan. We certainly ought not to encourage a man to take 
a 30-year loan and have him pay $10,000 in interest as against the 16- 
year loan and pay $5,000. And we would have two reasons why we 
would prefer to have him take the shorter loan. 

In the first place, the risk is less for us. Second, we learned this very 
directly when we gradually started to stretch out from 20- to 25- and 
30-year loans, and I have repeatedly appeared before committees here 
urging that the term of the loans not be extended so far. 

Senator Doveras. I was opposed to that too, but in 1954 there was 
a desire on the part of the Eisenhower administration to stimulate 
homebuilding, and so the duration of the FHA mortgages was ex- 
tended to 30 years in order to reduce the monthly downpayments. 

I thought it was an unsound method at the time, that it was a means 
of stimulating debt, although there was an abhorrence for public debt. 

T am glad to be confirmed in my financial judgment, Mr, Morgan. 

Senator Bennetr. Of course, since 1954 the Democrats have con- 
trolled the Congress and written the housing bills, and they have had 
many opportunities to cut back. 

Senator Doveras. Once these evils are in effect, it is very hard to 
reverse them. Appetite is encouraged which makes it irreversible. 

Mr. Morean. I could in all honesty say I have appeared before com- 
mittees here under both types of administration and I have always 
had to take the same position. 

I think that card probably is more significant than anything else 
in showing what the difference in cost is. 

Senator Dovetas. Would you be willing to have all this made a part 
of the record ? 

Mr. Moraan. I certainly would, sir. 

Senator Dovetas. It shall be done. 

(The material referred to follows :) 
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[Copy] 


THE Boston FIivE CENTS SAVINGS BANK, 
Boston, Mass., September 3, 1958. 
Re lot, Squirrel Hill Road. 
Mr. —__—— 
Cambridge, Mass. 


, 


Dear Mr. —: We are writing to advise you that, subject to the provisions 
of our mortgage application form, we are willing to grant you a construction 
loan of $25,000 on the above-mentioned property, for a term of 20 vears, at 454 
percent, provided the house is built according to plans and specifications. The 
money will be advanced in six payments as per the enclosed schedule, and the 
monthly payment for interest and principal will be $161.56, plus a monthly pay- 
ment equal to one-twelfth of the annual tax bill. You will have the right to pay 
up to 85,000 additional on the principal in any year. It is understood that this 
commitment will be automatically cancelled if papers are not passed within 4 
months, 

We would like to have you notify us when you are ready to proceed with the 
loan so we may forward the records to our attorney, Mr. Fosdick P. Harrison, 
Richmond 2-3810, in order that he may examine the title and prepare the neces- 
sary papers. He will notify you as soon us these are ready for signature. It is 
understood that you will take care of the expense for this legal work. As soon 
as the foundation is completed, we would like to have you sign and return the 
enclosed card so that we may obtain our regular survey since no money may be 
advanced until this is in our files. We would like to have you let us know when 
you are ready for the first payment so we may include your property in our 
regular inspections. 

if we may be of any further assistance to you, please do not hesitate to get 
in touch with us. 

Very truly yours, 
Rosert T. LAWRENCE, 
Assistant Treasurer. 


[Copy ] 
30sTON, MAss., June 5, 1959. 


43 Linnaean Street, 
Cambridge, Mass. 





To Fosdick P. Harrison, Dr. 


To services rendered for examination of title in connection with a con- 
struction mortgage to the Boston Five Cents Savings Bank in the sum 


of $25,000 covering property at lot ————, Squirrel Hill Road, ———,, 

TNR la a a ees gie ewan _... $150. 00 
To cash paid for Everett M. Brooks’ plot plan___.__-----_------------ 22. 00 
To cash paid for municipal lien certificate__..___._._..___---------------- 2. 00 
Ep I sre eee een es 5. 00 
PAT rea ace Vi I eee 6. 00 
To cash paid for recording mortgage and registering same____.-----~-~~~- 11. 00 
To services rendered in giving certificate of title letter___.___._._.__.__---- 25. 00 
To cash paid for recording release of restrictions (register) ~..._-.----~- 4. 00 
To cash paid for recording release of restrictions (unregistered) —----~- 3. 00 
To cash paid for recording partial release (unregistered) ~---.-------- 3. 80 
To cash paid for recording partial release (registered) _._.__.-_.------- 4. 00 
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[Copy] 
[From the office of Fosdick P. Harrison, 24 School Street, Boston, Mass. ] 
CONSTRUCTION LOAN AGREEMENT 


This agreement made this 17th day of November 1958 between The Boston 
Five Cents Savings Bank, hereinafter called the mortgagee, and____________ ‘ 
hereinafter called the mortgagor. 

Witnesseth that: 

1. Wherever the woids “mortgagor” and “mortgagee” are used herein they 
shall include their several successors, grantees, and assigns, and if the context 
requires shall be construed as plural. Wherever the woids ‘ building” and “lot” 
are used herein they shall be construed as plural if the context 1equires. 

2. The mortgagor has given to the mortgagee contemporaneously herewith a 
certain mortgage note for $25,000 and a mortgage to secure the payment thereof 
on a certain lot of land on Squirrel Hill Road, Wayland, being lots E and 52, 
reference being made to said mortgage for a more particular description. 

3. The mortgagor proposes and agrees to forthwith erect, equip and complete 
a certain building now in process of erection on said lot in accordance with the 
plans and specifications submitted to the mortgagee. The mortgagor agrees 
that the materials used in the erection of said building shall be of the best 
quality called for by said specifications, and that the workmanship shall be 
firstclass in every way and that both shall be satisfactory to the mortgagee. 

4. The mortgagor agrees not to use in connection with the construction and 

1uipment of said building and materials, fixtures, or equipment which are 
purchased upon lesse or conditional bill of sale or to which the mortgagor does 
not have absolute title. 

5. The mortgagor agrees to deliver to the mortgagee upon its request duplicate 
originals of the contract, plans and specifications for the erection of said 
building. 

6. The mortgagee agrees to advance to the mortgagor the amount of the 
mortgage during the erection of said building, subject to the terms of this 
agreement and conditions set forth in the schedule hereto annexed marked 
“Schedule of Payments” at the times and stages of construction therein set 
forth. The mortgagee may anticipate payments at any time without becoming 
liable to holders of junior encumbrances or to ery person whatsoever. 


THE Boston FIVE CENTS SAVINGS BANK 
SCHEDULE OF PAYMENTS—CONSTRUCTION LOANS 


One-fifth (or 20 percent) of the amount of the mortgage when the following 
work is completed: Foundation; backfill; house framed and boarded in; gutters 
installed; chimney up including rough fireplace (if any) and flashing; roof 
shingled and tight. 

One-fifth (or 20 percent) of the amount of the mortgage when the following 
work is completed: Sidewalls completed with shingles, clapboard, or brick; 
exterior primed; inside partitions, rough plumbing, heating, and wiring; insu- 
lation; garage (if any) framed and door and window frames. 

One-tenth (or 10 percent) of the amount of the mortgage when the following 
work is completed: Lathing; rough plaster and skim; cellar floor; tile bath 
and rough grading. 

One-fifth (or 20 percent) of the amount of the mortgage when the following 
work is completed: Inside finish; cabinets; stairways. doors, windows, and 
hardware; finished plumbing and wiring; finished fireplace. 

One-fifth (or 20 percent) of the amount of the mortgage when the ‘ollowing 
work is completed: Floors laid; finished paint and paper: finished heating; 
exterior paint: water; sewer; shades and screens; stove: walks and steps; 
driveway (if any): finished grading; shrubs and seed; house completed and 
ready for occupancy. 

One-tenth (or 10 percent) of the amount of the mortgage in 48 days after 
eompletion and when the mortgagee is satisfied that there are uo liens or rights 
to liens against the property. 
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7. The mortgagee shall be required to make any advances subject only to the 
following conditions: 

(a) That the mortgagor shall not be in default in the performance of any 
of the agreements and conditions of said note, mortgage, and of this 
agrecment. 

(v) That there are no encumbrances on said land which may take priority 
over Soid mo-igage, in whole or in part, or raise any reasonable doubt or 
question as to whether they take priority over said mortgage; that no 
notice of any contract or mechanic’s lien relating to the erection of said 
building has b°cn recorded; that there have been no violations of any 
resiric::ors, building laws, or zoning laws relating to said land or buildings; 
that there shall have been no attachment made of the interest of said 
mortgagor in said real estate or by trustee process or otherwise of the funds 
in ue hands of said mortgagee; that there shall have been no substantial 
partial or total damage by fire of said building. Before being required to 
make any payment, the mortgagee shall be entitled to reasonable oppor- 
tunity to employ attorneys to investigate any and all of the foregoing 
matters, and said mortgagee shall be entitled to rely upon the opinion of 
such attorneys. Reasonable fees of such attorneys shall be paid by the 
mortzagor. 

8. In addition to the interest provided for in said note, interest at the same 
rate per annum shall be paid on each installment hereunder as advanced and 
shall be payable in advance and may be deducted by the mortgagee from any 
installment payable hereunder. Any attorney’s fees or other expenses payable 
by the mortgagor herein provided for or incurred in connection with the 
examination of title to the security for this mortgage, drafting mortgage, note, 
and all other papers may likewise be deducted from any installment payable 
to the mortgagor and charged as an advance hereunder. 

9. Guarantees given by the mortgagee for payment of labor or material or 
equipment for said bu:'ding and charges for labor, materials, and equipment 
furnished by the mortgagee for said building, if any, may be charged as advances 
on said mortgage loan against such payment or payments as said mortgagee 
may see fit. 

10. The mortgagor authorizes the mortgagee to pay and cause to be discharged 
any encumbrances of record, any sums due or claimed to be due for labor or 
materiels furnished, and any other sums which in the opinion of the mortgagee 
or its attorneys it is expedient to pay in order to secure the completion of said 
building according to said contract, and the decision of the mortgagee upon 
any question of fact or expediency shall bind the mortgagor. Any money 
so paid may be charged against such payment or payments due the mortgagor 
under the schedule of payments as said mortgagee may see fit. 

11. In the event of any substantial partial or any total loss or damage by 
fire of said building during erection, this agreement may be canceled at the 
election of the mortgagee without affecting the validity of the note and mortgage 
as security for the advances already made and interest thereon. 

12. In the event of any such loss or damage by fire, the mortgagee may, but 
shall not be bound to, elect to hold the proceeds of any fire insurance for the 
purpose of readvancing the same to the mortgagor, in such manner as the 
mortgagee may in its discretion determine, for the purpose of repairing such 
loss or damage, and as when the building shall again reach the stage of erection 
that it had attained before the fire and when the proceeds of the fire insurance 
have all been advanced, further to carry out the terms of this agreement as if 
no fire loss or damage had occurred. 

13. If the mortgagor shall, for 7 successive days, suffer the erection of the 
building substantially to stop, the mortgagee shall thereupon have the right but 
shall not be bound to take immediate possession of said premises and proceed 
to complete the building. All materials at that time in or near the premises 
shall become the property of the mortgagee without payment therefor, to be 
used in said completion and the mortgagee is authorized to charge all money 
expended for said completion against any payments not already advanced; and 
the mortgagor agrees to pay to the mortgagee all sums expended in good faith 
by the mortgagee in said completion even if the same shall be more than the 
amount agreed to be advanced, and in addition thereto, the mortgagor agrees 
to pay to the mortgagee for services in connection with said completion an 
amount equal to 10 percent of the cost of completion, and the mortgagee is 
authorized to add all such sums to the amount of said mortgage, holding said 
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mortgage as security for the payment thereof, irrespective of whether the 
total of such sums is in excess of the amount of the face value of said mortgage. 

14. The mortgagee shall be no longer bound by this agreement if said mortgage 
shall be foreclosed for breach of condition nor if said buildings shall not be 
completed within 6 months of the date of said note and mortgage, but the 
mortgagee may advance payments, but shall not be bound to do so, after 6 
months from the date of said note and mortgage for the completion of said 
building and may charge the same against the mortgage note and the mortgagor 
agrees to repay the same upon demand. 

15. This agreement shall not be assigned or transferred by the mortgagor 
equitably or otherwise except with the consent of the mortgagee endorsed in 
writing hereon. The mortgagor also shall not transfer or encumber his interest 
in said real estate, except with the consent of the mortgagee in writing. 

16. No waiver at any time of any of the provisions or conditions of this agree 
ment or of said mortgage or note shall be construed as a waiver of any other 
of the provisions or conditions of this agreement or of said mortgage or note, 
nor shall a waiver of any provision or condition of this agreement in any instance 
be construed as a waiver of the same provision or condition in other or subse- 
quent instances. 

In witness whereof the parties have hereunto set their hands and seals to this 
instrument, executed in duplicate. 

Tne Boston Five CENTS SAVINGS 
BANK, 
By Ropert T. LAWRENCE, 
issistant Treasurer. 


COMMONWEALTH OF MASSACHUSETTS 


NOVEMBER 17, 1958. 
Suffolk, ss: 
That personally appeared the above-named and made oath to the truth 
of the statements contained in said agreement and acknowledged the same to be 
their free act and deed, before me. 








——., Notary Public. 
My commission expires January 15, 1960. 
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Senator Doueias. I may say that I have asked the staff to prepare 
a memorandum on the interest charges on home mortgages for maturi- 
ties of 20, 30 and 40 years, which I believe to be accurate, of a some- 
what similar nature to yours. I am going to ask unanimous consent 
that this also be made a part of the record. 

I am going to ask Senator Bennett and Senator Bush and their 
assistants to check these figures to see they are accurate. 

Without objection, they “will be made a part of the record. 

(The material referred to follows:) 


Interest charges on home mortgages with maturities of 20, 30, and 40 years 


INTEREST CHARGES ON A $10,000 MORTGAGE 


Amortization period 
Interest rate (percent 


| 
| 





20 years 30 years | 40) years 
| 
3 $3, 320 $5, 192 | $7, 184 
4 (1952 VA rate 4, 544 7, 172 10, 064 
444 (1952 FHA rate ; 4, 880 7,712 10, 832 
5 5, 840 9, 332 13, 136 
514 (1960 VA rate ‘ 6, 176 9, 908 13, 952 
4 (1960 FHA rate 6, 872 11,024 15, 584 
Was 7, 208 11, 600 | 16, 400 
646 (1960 average rate) _ - : 7, 894 12, 754 18, 102 
7 (1960 west coast rate 8, 607 13, 951 19, 829 
INTEREST CHARGES ON A $15,000 MORTGAGE 

3 Z . : nae be $4, 980 $7, 788 $10, 776 
4 (1952 VA rate) i ae : : “ 6,816 | 10, 758 15, 096 
434 1952 FHA rate). ____— a 7, 320 | 11, 568 16, 248 
ee oe ; au pb Ores ee 8, 760 | 13, 998 19, 704 

Sic tise V Ae ee sas 9, 264 | 14, 862 | 20), 928 
I at csc ba eeenneen 10, 308 16, 536 23, 376 
6 ae a Lor John a a ee 10, 812 17, 400 24, 600 
6% (1960 average rate) __ ids dees hart ac te ae ae 11, 841 19, 131 27, 153 
7 (1960 west coast rate)_..._._. 7 on 7 . 12, 911 20, 927 29, 744 








Prepared by staff, Senate Subcommittee on Housing. 


Senator Douctas. Go ahead, Mr. Morgan. 

Mr. Morean. This occurs particularly when the potential mortga- 
gor seeks a mortgage loan for a longer term than examination of his 
credit shows he needs. In such cases, our mortgage personnel point 
out to the prospect that he wants to incur a larger obligation for inter- 
est payments than one of his financial stature need do. It becomes 
apparent to such a borrower that it is in his best interest to minimize 
his interest cost by borrowing money for no longer a term than is 
required, considering his ability to make repayment E of the loan accord- 
ing to schedule. While I know of only a few instances in which the 
potential borrower after such a disclosure has decided against pro- 
ceeding with the purchase, he is given information that lets him know 
exactly what his alternative financial obligation will be for interest 
due on a loan bearing different maturities. 


I am certain the subcommittee realizes it is common practice for 


savings banks and other banking and thrift institutions making mort- 
gage loans secured by real property to express the interest rate on the 
loan in terms of simple annual interest. This has been banking prac- 
tice for a century. It enables a potential mortgagor to make com- 
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parison among potential lenders on the basis of the interest rate most 
advantageous to the borrower. 

Senator Douveias. Mr. Morgan, this is one of two features which 
we are trying to universalize. 

Mr. Morcan. Well, I think there are many difficulties in the way of 
universalizing it, and I will go into that a little later. I am afraid it 
is not as simple as the legislation might contemplate, and I would like 
to address further comments on that, but I realize that is what you are 
trying to do. 

It 1s also common practice for thrift institutions to specify the 
period of time for which the funds are lent. In the early 1930's, when 
it Was more common for mortgages to be accompanied by demand 
notes—I should say demand notes not carrying any requirement for 
principal payment—it was a matter of ale arithmetic for the bor- 
rower to compute his mortgage interest cost per year by multiplying 
the outstanding princ ipal amount, say $10,000, by the simple annual 
rate of Interest—d percent, S500 a year, 

In the absence of amortization of the principal, the borrower knew 
that his annual payment on the mortgage, if made when due, repre- 
sented the interest due on the 1 mortgage. 

Now, this whole difficulty arose subsequently. 

With the advent of amortized mortgages as a more common form 
following the depression of the early 1930's—FHA first and then 
VA—the exact amount of interest due on the declining principal bal- 
ance of the mortgage over its life was not quite as apparent as on a 
demand note transaction. However, it was a definite amount worked 
out on payment schedule ¢ harts that could easily be ascertained from 
the lender by a potential borrower. Many lenders follow the practice 
of noting in writing for the borrower on his monthly reminder of 
installments due how much of his monthly payment goes toward pay- 
ment of principal and how much toward payment of interest. 

I think in the photostatic. copies you have you will find a photo- 
static copy of this which is a book. This is the kind of bill that we 
send so that they can see exactly. You have a photostatic copy of it 
there. In addition you have photost: itic copies of this type of book, 
and I am going to explain that in just a second. 

Many of the thrift lenders believe that the borrower should know 
at all times, should have a record at all times in his hand of what he 
owes and what he has paid. In the savings bank business we ap- 
proach the mortgage business from the savings bank background. 
Savings banks issue a little book like that. It does not make any 
difference where they are in the country; that is the kind of book 
they generally issue to their depositors. The depositor likes to see 
the amount go up all the time. He is increasing the amount and in- 
creasing the interest. It is an encouragement to save and to build. 

The mortgage book is the other sid& of this. When you borrow 
money you like to see the total amount you owe going down. You 
like to see your principal take the balance down. 

If you pay money for t taxes, you like to see it in the back of the 
book so you know the money is there. 

Senator Doveras. This is very commendable. This is what you do? 

Mr. MoreGan. This is what we do. 

Senator Doucias. Very commendable. 
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Senator Bennerr. This is what all mortgage lenders do? 

Mr. Morcan. This is what most supervised lenders do. I am talk- 
ing about the thrift institutions. I am not trying to make this ex- 
clusively on the savings banks. But most lenders do either this or 
they send slips which are in effect looseleaf. 

Senator bennerr. That is right. 

Senator Doves. I was glad you made that qualification to the 
sweeping statement of my colleague, because it so happens I have a 
mortgage on my house, and simply the amount of the monthly pay- 
ment is entered but not the declining principal. I have wondered 
about this a good deal. 

I will be very glad to send a copy of this testimony to the insticu- 
tion which holds my mortgage. 

Mr. MorGan. It is not done as generally where there is an inter- 
mediary, where a payment is made through a mertgage company to 
* final lender. But the prime lenders in their direct relations for the 
most part use this type of arrangement. 

It should be borne in mind that until now T have been discussing 
mortgage loans in terms of the maximum amount of interest obliga- 
tion assumed by the borrower under the mortgage contract. It is, 
of course, within the discretion of the borrower to decrease this maxi- 
mum by making prepayment of all or part of the loan. This is true 
despite the existence in some morigages of a provision often errone- 
ously referred to as a “penalty” charge for prepayment. In reality 
this charge is no more than an attempt toward reimbursement of the 
lender for expenses of reinvesting mortage funds that had been deemed 
invested for a longer period under the original mortgage contract. 
But although the borrower may possess these means to minimize in- 
terest. cost to him, he should realize what his maximum potential 
interest cost is, lest he lack the financial means to reduce this amount 
by prepayment of the mortgage loan. 

I have included in the papers I have handed to you a copy of the 
construction loan agreement and a copy of the note, and I think I 
also included in that a letter of commitment: I will come to that in 
a minute. 

Next in considering costs incurred by the mortgagor we come to 
that group of charges usually lumped under the heading of closing 
costs. Few, if any, ‘of these items are direc ‘tly attribut: ible to the cost 
of borrowing money. Many of them represent adjustments of charges 
connected with ownership of the real property itself, prorated be- 
tween seller and buyer to date of closing. 

In this category are found such items as taxes, the prorating of 
taxes for instance, assessments, water rates, and insurance premiums. 
Also included may be fees for ser vices of personnel handling the clos- 
ing such as attorney’s fees, title search or title insurance fees, and sales 
commissions. Related to this category are the so-called finder’s fees 
representing payment to those agents who find a potential source for 
a mortgage loan. Expressed in “points” representing a percentage 
of the mortgage loan, this finder’s fee is sometimes charged only to 

the borrower, but is also at other times a cost shared by both the bor- 
rower and the seller. All the closing costs mentioned so far have one 
thing in common: None of them represents income to the lender 
for the money he has loaned. 
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Senator Doucias. Mr. Morgan, you touched on a very important 
point, and I think your suggestions are most constructive. We have 
used the term “the total of the finance char ges” should be known, and 
the percentage which these finance charges are of the outstanding un- 
paid balance. 

It has been suggested by several, including our very good friend 
and colleague, Senator Bush, that we have a positive definition, an 
allirmative series of definitions, as to what is included in these charges. 

Would you favor some negative definitions as to what items would 
not be included in these charges 4 

Mr. Morean. I think it is very important that you differentiate be- 
tween the kinds of charges, because some represent income to the 
lender and some are cash outlay by the borrower and the lender has 
no income from them whatsoever. 

For instance, I think the amount paid to the attorney to do the title 
work, the title insurance, have no bearing on the income. 

Senator Douauas. Or taxes. 

Mr. Morcan. Well, certainly items that are prorated should be 
definitely excluded. 

Senator Dovugias. Yes. I find myself in agreement with you on 
that point. 

But suppose now that you buy an automobile and then find that 
you are buying life insurance to protect the seller of the automobile 
during the life of the debt incurred for the automobile. Is that a 
credit charge or a service charge ? 

Mr. Morcan. We do not do it so I cannot—I would have to think 
about that, and I think it would depend on whether it was required 
or not. 

Senator Bennerr. May I ask the witness a question at this point? 
Do you think you should state to the customer as interest anything 
except interest? Would you charge the attorney’s fee and would 
you sign a statement before you closed the deal that this is interest 
and that it has increased his interest by X percent ? 

Mr. Morcan. Senator, I think if you will look at the second piece 
of that supplemental material that I gave you there is a letter dated 
September 3, headed “Squirrel Hill Road.” That is the type of com- 
mitment letter what we now send, and this is at the stage when we 
make the commitment. He still has quite a way to go—2 to 3 weeks 
to a month before the papers will pass. He can back down at this 
stage very easily. 

Senator Doveras. I wonder if you would read this letter, Mr. 
Morgan? 

Mr. Morean. I would be glad to. [Reading:] 


We are writing to advise you that, subject to the provisions of our mortgage 
application form, we are willing to grant you a construction loan of $25,000 on 
the above-mentioned property, for a term of 20 years, at 434 percent, provided 
the house is built according to plans and specifications. The money will be ad- 
vanced in six payments as per the enclosed schedule, and the monthly payment 
for interest and principal will be $161.56, plus a monthly payment equal to one- 
twelfth of the annual tax bill. You will have the right to pay up to $5,000 ad- 
ditional on the principal in any year. It is understood that this commitment 
will be automatically canceled if papers are not passed within 4 months. 

We would like to have you notify us when you are ready to proceed with the 
loan so we may forward the records to our attorney— 
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in other words, we do not forward them until he tells us to— 

Mr. Fosdick P. Harrison, Richmond 2-3810, in order that he may examine the 
title and prepare the necessary papers. He will notify you as soon as these are 
ready for signature. It is understood that you will take care of the expense for 
this legal work. As soon as the foundation is completed, we would like to have 
you sign and return the enclosed card so that we may obtain our regular survey 
since no money may be advanced until this is in our files. We would like to 
have you let us know when you are ready for the first payment so we may 
include your property in our regular inspections— 

and soon. 

Senator Dovetas. May I ask this: Do you charge the borrower for 
vour lender’s overhead charges, costs / 

Mr. Morgan. We charge him nothing for— This is not universal. I 
cannot speak for all lenders on this. In our particular situation we 
charge him no appraisal fee. We charge him no overhead. We charge 
him no inspection. We charge him interest from the day he gets his 
money, straight simple interest. It could not be cleaner. 

Senator Doveias. The interest takes care of those overhead charges? 

Mr. Morean. Correct. 

Senator Bennerr. But that is on loans that average from $10,000 
up! 

Mr. Morcan. We make mortgage loans down to $1,500, and we make 
them up to$5 million. 

Senator Bennerr. But your average you said earlier is—— 

Mr. Morean. Is about $12,000 or $15,000. 

Senator Doveias. Do you practice this same thing on a $1,500 loan? 

Mr. MorGan. Exactly the same. 

Senator Bennerr. But if you had all $1,500 loans you probably 
would have to change your program ¢ 

Mr. Morean. We would be out of business. 

Senator Bennerr. That is right. 

Senator Busu. There would be no problem at all then. 

Senator Doveras. Go right ahead. 

I see this collection of documents that you have submitted follows 
this transaction all the way through. 

Mr. Morean. It does. I thought it made more sense to take a single 
transaction and to eliminate the name from it and to have the original 
papers rather than to try to make up a set of papers for you. 

Senator Dovetas. All right. 

Mr. Morgan. At this point, since that was a construction loan and 
not atypical one and therefore might be somewhat different than other 
types of loans, I brought another simple one that had the whole story. 

(The material referred to follows:) 





ao 


ai: 
ec 


oe 





“<4 


le 
al 


id 


er 


CONSUMER CREDIT LABELING BILL 40] 


e ae ‘ ‘ RF _ % <3 bs 
ltt BOSTON FIVE CENTS SAVINGS BANK 
* c 
8 ‘ o* * 
» $ * * 7 
> o£" < e 
. ‘ “ ? ‘ e. + 
* + km 
a 
” ar @ lywrg 
handier treet 
*atertow:,. “assac iwetts< 
De ar 


form you that, subject 
ation form, the followin 
with reference to your « 


We are pleased to in 
provisions of our mortgage applic 
terms have been approved for vou 
on the abhove-sgentioned property 








A nt. 
ters: 
Interest Rat $2 nbeP cent 
. Z 

interest Prin L2Os%4 month 7 

are / 
Taxes: @ towel? montnjh 
Additiona) Prepayment g: , od ‘ yar 


Attorney} r, Poedick PF. Harrison ee - m3 treet 


‘ estan, -“asa. Te 
\ 
We aré forwarding the records to our attorney in order that 
he may ex We title and prepare the necessary papers. “Ye will 
notify you a@ econ aa thease are ready for signature. It is understood 


that you will take cere sof the expense fer hie legal work 


I? we may be of any further assistance to you 
net heaitate to get in touch with ua. 


; Please do 


stu ¥Yery truly youre, 
ec; Henshaw Real Estate 


Robert °, Lawrence 
Assistant Treasurer 


a 
? 





CONSUMER CREDIT LABELING 


FOSDICK P. HARRISON. Arroawey 
24 ScwHoo. STREET. BOSTON. Mase 


MEMO OF SALE AND/oR 


MORTGAGE AF aa 
xd. I/¥ 
DATE ocmaeepmnemames - = OP 3 VY ___Balance Due 
PROPERTY 2h . ce ss 
Cocarion_Afo 4 Gee Adjustments Due - 


— ___Total Due Seller 





ADJUSTMENTS 
__ Shen owes ITEMS si ___ __Due on Present Mortgage 


___Balance Due Seller. 











SK, BDA action BDaet Nalanne 


Title for Bank | — 
{off PP, et 
| Record Mortgage : | | 
Record Deed 





"| BALANCE DUE| 7 


i ‘at 





A4iR64a 03 PRY 
eusnorreg ~~ AEN 
peOy BIIFT fg Gz Foner 


‘meg [roy fo weBps0yg Ay ponssg 


YIEg 63 
A@rpane 


BILL 


zo 


*JUSMNIGSRT PATPRsS & JO FOasIQ O87] BABU TT 
*e40U UR JO SEpTON 3 go 
agotide euy iv z iepinaiet predan TUuTemMes YUNoOUT SFTW 
ayy ‘sepunesey gop Ane yp ese: ‘acunyeq Ptadun euy uo ATHIUOM 
po yndmoes og 0% 3 Gar ety i tedtowrad 64 pattdce {ewer jogiay., oF 
94% pus 8 , 
ome 

pTes x atqvded wiiieles ATUY a a 

96 MTT #\z0 S4UIWT (27 It Axgauow 


jo 
SIVTTO" 


‘oesay vied « spem pure somusz iq paezodson 


“ay Aqesoy 928 Goareq, pasropas os sesnesed yorum ou YY oe saquenm ‘ones 


© 
Z 
— 
4 
w 
= 
< 
4 
= 
— 
A 
_ 
jen 
oO 
pe 
a 
Lol 
rc 
b 
NM 
Z 
° 
oO 


@ SONTAVYS SINZO ZAIA NOLSOH THI 


03 4nd Qy estmoad ‘Atyetenes puy Arqurot Se QRAISZOWA ANTVA wos 


4T' te Pehwaceq *SeUN ‘BOIsOg 00°G00 "eT $ 


je spews 40 pied aos ‘susmied wormey pur yedioozg yo eruomrauepae 304 


ON ““qUuOwTeg peoYy BIIFTtg 9z 





CONSUMER CREDIT LABELING BILL 


PRINCIPAL AND INTEREST 


. | we <= enn mane am — 


| aw -4-60 |. 


» 


ma-uto #92822, *#8232|9*0.02) 1793274 


| 
| 
| 


; 
; 
; 
; 


3 
“ 
5 
6 
. | 
8 
9 
O 


| 
i 
; 
| 
= 
t 
i 


a 


ee SSS ane 


THE BOSTON FIVE CENTS SAVINGS BANK 


THIS BOOK MUST BE PRESENTED OR MAILED WITH 
ai _.. BACH. PAYMENT 


Tei cee 


pee 
+ 


fs 


saat ae 1200090! 
2 | FeB-3-60 ee59n | #97150| 000. 01) 17.960.96|RS ¢ 


Fag 


| 
| 





CONSUMER CREDIT LABELING BILL 


TAXES. ETC. 


aE # #10425 
#3475 #*139.00 





406 CONSUMER CREDIT LABELING BILL 


Senator Busn. Mr. Chairman, could I ask the witness a question? 

Senater Doveias. Yes. 

Senator Busn. De you think vour procedures here in making mort- 
gage loans are typical of the way mortgage loans are handled by most 
savings banks? 

Mr. Morean. I think that some of them do a better job than we do, 
Senator. I am very much impressed with the letters I see from some 
others that are better. 

Senator Doveias. Do any of them do a worse job than you de? 

Mr. Morean. Sometimes I think not. 

Senator Dovuéias. I am sure you do not want that to stand on the 
record. 

Mr. Morgan. I would like that to stand so I can take it home with 
me. 

Senator Doveras. If I may put the question in a different form, 
are there not many real estate lenders who do not lay all their cards 
on the table in the same way that you do? 

Mr. Morean. I imagine there are some small lenders who have not 
perfected their procedures as much as this. But let me say this: That 
if people are engaged in handling any volume of money it has got to 
be on some precise and exact basis. Otherwise we would be steadily 
sued for failure to carry out contracts. 

Senator Busu. Are you familia: with proce dures used in cvch mat- 
ters by the Federal savings and loan associations? 

Mr. Morean. I have seen many of their letters of ecmmitment and 
many of their closings. 

Senator Busu. How do the ‘y compare Ww ith your procedures? 

Mr. Morean. I think thrift institutions of relatively the same size 
are about the same. 

Senator Busw. Similar? 

Mr. Morean. Right. 

Senator Busu. And this would apply to other savings and: loan 
assoclations too ? 

Mr. Morean. That is correct. I think it is common to the thrift 
organizations who are primarily in the mortgage business. 

Senator Busn. As well as thrift departments of commercial banks 
who lend? 

Mr. Morcan. I would assume they might do an even better job. 

Senator Doveias. You are a most generous man, Mr. Morgan. 

Mr. Morean. There is one other cost that may require settlement 
at closing. That is the item often called “discount” for want of a bet- 
tername. And I know you are going to want to discuss this somewhat. 

It may take several forms. In one variation, it is hardly distiguish- 
able from the finder’s fee mentioned above, for the buyer or the seller 
or both are requested to pay “points” in order to have the mortgage 
loan made. These funds are passed on to the lender. In an alterna- 
tive form, the borrower is credited with a principal sum less than that 
for which he signed the mortgage note. In either form, there is an 
economic explanation for this practice when changes in the general 
money market make it undesirable for the lender to loan funds at the 
stated rate of interest. As in the case of transactions in the bond 
market, the yield deemed adequate under current market conditions 
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is attained by letting the mortgage note continue to bear the economi- 

cally undesirable rate of interest. but requiring that, in effect, more 
than par be paid for the principal amount of the loan. This is an 
unavoidable way of handling mortgage transactions, where the inter- 
est rate is fixed at a percentage below the market level for mortgage 
money, because it departs from the method more simply understood 
by all taking part in the transaction. 

If not handled on an “all cards on the table” basis, this practice, 
unfortunately, lends itself to abuse, for if not advised in advance, the 
buyer or the seller, or both, may be too far committed financially and 
legally to make withdrawal from the transaction an acceptable course 
of action for either. 

Let me say at this point that until we worked in the field of fixed 
rates below market rates, VA and FHA, this practice did not develop, 
and, as a matter of fact, it was not until this last year that there was 
any discount charged in New England where normally the market 
rate has been below the national market rate. 

The FHA and VA loans that are made—I should say the borrowers 
who borrow through FHA or VA—are protected through FHA and 
VA regulations to one point of discount. The seller or the builder 
has no sneh protection, and he normally has paid the additional dis- 
count. But as long as we have fixed rates we are going to have 
discounts. 

Senator BENNErr. So what you are telling us, in effect, is that even 
though your statement shows 514 percent interest this might be a dis- 
counted transaction and the actual rate of interest might be 5.6 
percent ¢ 

Mr. Morean. If there was any discount involved it would be in 
that letter. 

Senator Bennerr. It would be in the letter? 

Mr. Morean. Right. We think that is the only way to do it, and 
Tam certain that is the way most everybody does it. 

Senator Bennerr. But according to this bill the discount has to be 
figured and stated as simple annual interest. 

Mr. Morean. That is correct. And that would mean instead of our 
telling the borrower that he is borrowing at 514 percent interest we 
would in effect on a 30-year loan have to tell him that, “You are 
borrowing on a note that carries a 514 percent rate and normally that 
would be it except that we have had to charge you one point discount, 
and therefore you are borrowing at 5.59 rate.” 

Senator Busu. On the money actually taken. 

Senator Doveias. How long would it take you to work that out? 

Mr. Morgan. I can work that fairly quickly from the kind of tables 
that we supply all of our people. I imagine that we probably would 
print these. If we had to do this, we would have to check this and 
hand it to people. 

Senator Doveuas. Let’s try this out. I wonder if we could hold a 
stopwatch on you. Assuming a $12,000 mortgage at a discount of 2 
percent running for 20 years, how much would the discount of 2 
percent amount to? 

Mr. Morean. I have to start with a rate and term of the loan. 
Senator Doveias. Make the rate 5 percent. 
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Mr. Morgan. A rate of 5 percent. And a 20-year loan did you 
say ¢ 

Senator Doveras. That is right. 

Mr. Morcan. Five percent and a 20-year loan would normally 
be—— 

Senator Busn. Two percent. 

Mr. Morcan. And you are saying 2 points. It would be 5.24. 

Senator Doveras. That was done in 18 seconds. 

Senator Bennerr. I am happy the Senator from Illinois did that 
because this is a simple problem involving one transaction. 

Now I would like to give the witness a problem. 

Senator Doveias. Surely. 

Senator Bennerr. This is coming from a witness who is coming 
later. 

Let’s see if his little book will work it. 

Mr. Morean. All right. 

Senator Brennerr. A gasoline service station manager has a tele- 
phone call early in the morning to start a customer’s car. A new bat- 
tery is required. The breakdown is on Monday, and the new battery 
is installed. The worker states that he will receive his paycheck 
Friday evening and subsequent alternate Fridays. The cash price of 
the battery is $20. The time price is $22. And he agrees to pay $4 
each payday for four alternate Fridays and then pay the balance of 
$2. Under the proposed law he would be required—the service sta- 
tion attendant, before he could sell the battery—to translate that into 
simple annual interest. 

Mr. Morgan. I will give you all the books I have got. 

Senator Bennett. Off the record. 

(Remarks off the record.) 

Senator Doueias. I suggest we have this statement photostated 
and then that we get a number of people in and time them under the 
efficiency method. 

Senator Bennerr. I would love to have somebody undertake to 
calculate this against the time basis. 

Mr. Morean. This probably well states the fact that in the mort- 
gage picture there is probably only one other item that goes into the 
cost of interest, equivalent of interest. It is the discount. 

Senator Dovcrias. What is that? 

Mr. Morean. The discount. The discount where it is charged. 

Normally in the conventional market there is no discount charged 
because the rate is set at a rate to take care of it. In other words, the 
rate in this case would have been set at the 514 figure and there would 
have been no discount. 

Senator Bennett. That is right. 

Mr. Morean. It is true, of course, that any income to the mutual 
savings bank is reflected in its official records. 

Senator Busn. Mr. Chairman, just on Senator Bennett’s case there, 
would the Senator tell us or does his information permit him to tell us 
how that $2 charge was arrived at ? 

Senator Bennerr. Having been in business, I would tell you that 
you cannot open an account, check a man’s credit, post five payments 
to that account, for less than $2. And TI do not think you can actually 
do it for $2. I do not think you collect any interest on that $20 loan. 
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Actually, I think you would be better off if you did not make the 
sale because the cost of handling the credit and the bookkeeping 
would eat up the $2. 

We had a man before us yesterday afternoon who, if I remember 
his testimony, said they had a minimum charge of $2.50 for any credit, 
any installment credit extension. You would not like to open an 
account for $2, would you? 

Mr. Morgan. We have opened them for 5 cents. You have hit the 
wrong fellow. 

Senator Bennerr. Wait a minute. You open a deposit account for 
5 cents. 

Mr. Moraan. I understand. And it costs us more than 5 cents. 

Senator Bennerr. But you would not make a loan of $20 payable 
over 5 months for $2? 

Mr. Morean. We are not in the small loan business, and I am glad 
we are not. 

Senator Bennett. Sure. 

Senator Dovetas. I do not want to be continually taking contrary 
positions to my good friend from Utah, but when he mentions credit 
investigations for the purchase of gasoline —— 

Senator Bennett. This is not gasoline. This is a battery. 

Senator Douatas. A battery ? 

Senator Bennett. This is a $20 battery. 

Mr. Morean. It is true, of course, that any income to the mutual 
savings bank is reflected in its official records. These are subject to 
and come under the periodic scrutiny of supervisory officials. Since 
all mutual savings banks at present are State-chartered, they all are 
subject to State supervision. Many also find themselves subject to 
the supervision of Federal agency officials by reason of their FDIC 
membership. Financial institutions in general have come under the 
same type of supervisory control. Since the breakdown of income 
components is known to these officials, there should be no hesitancy on 
the part of financial institutions to divulge the same information to 
persons having a legitimate interest in such information, 

Senator Doveras. I want to commend you for that statement. In 
other words, what you say is that financial institutions should be will- 
ing to state to the borrowers the same information which they have to 
give tothesupervisors? Is that true? 

Mr. Morean. Correct. : 

As I stated earlier on behalf of the national association in a state- 
ment filed with the Housing Subcommittee of the House Committee on 
Banking and Currency on January 27, 1960: 

Another provision of H.R. 9371 would require the mortgagee originating FHA 
and VA mortgage loans to report to the appropriate agency the amount of any 
fees, charges or discounts paid in connection with such loans. 

Iam merely bringing this in to emphasize this point. 

At that time we said, continuing: 

Our mutual savings banks have no objection to the spirit of this provision 
insofar as it applies to payments made to the mortgagee. AS a matter of fact, 
all such fees, charges or discounts are a matter of record in the mutual savings 
bank involved, available to the appropriate supervisory authorities. Our savings 
banks prefer to make these facts available to appropriate authorities upon re- 


quest, rather than have thrust upon them the expensive and time-consuming 
burden of compiling additional reports. 
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Mutual savings bank operations are now and always have been subject to 
close scrutiny by State supervisory authorities and Federal bank examiners in 
those instances where their activity brings them within the jurisdiction of Fed- 
eral supervisory authorities. Rather than embark upon still more costly paper- 
work, the mutual savings banks would prefer to spare those who borrow its 
funds from any added cost on that account, while still making available upon 
request the type of information sought to be disclosed by this provision. The 
foregoing applies to funds paid to the savings banks as mortgagee. The savings 
bank, however, could not assume responsibility— 


and I want to make this clear- 


for disclosing fees, charges or discounts paid to others than the savings bank 
in connection with a mortgage loan, for it would have no sure means for com- 
pelling disclosure of such information. 

That concludes that former testimony. 

Senator Busn. Do you regard the savings banks as subject to this 
bill ? 

Mr. Morean. Yes, sir, we do, as mortgage lenders. 

Senator Busu. Right. 

Mr. Morean. Another older form of mortgage practice that has 
become more prevalent during periods in which mortgage loans are 
difficult to obtain is the junior mortgage lien. More commonly, this 
consists of a second mortgage or second deed of trust, but the use of 
even more subordinate liens is not unknown. These bridge the gap 
between the downpayment made by the buyer and the amount of 
money the lender is willing to lend on the security of a first mortgage 
lien. 

There is nothing evil per se in a second mortgage. It often comes 
into being.to enable the buyer to obtain possession of real property 
while aw aiting the receipt of funds from the sale of other real property 
in which he owns an equity. And we in our business bump into this 
frequently. 

For the purpose of covering this comparatively short range of 
credit, the second mortgage performs an acceptable function. Usury 
laws apply to junior liens as well as to first liens, although junior 
liens usually include a higher degree of risk for the lender, especially 
in those areas where foreclosure laws have been modified in favor of 
the homeowner. It may not be too strong a statement to say that the 
holder of a second mortgage normally has purchased merely the 
privilege of paying off superior liens in the event the mortgagor com- 
mits an uncured default with respect to the mortgage. 

The greater risk involved in junior liens is again reflected in the 
discounts the market demands for resale of a second mortgage. One 
great source of potential trouble is that the borrower, anxious to go 
through with his purchase of real property, will overextend his ability 
to repay on schedule all the money he has borrowed. Obviously, the 
junior lien will require satisfaction either by simultaneous payments 
on the first mortgage and junior lien or by a lump sum payment of 
the junior lien at a time when the mortgagor's obligation to make 
regular payments on the first mortgage continues. 

Even a mortgagor with excellent credit may default on payments 
under these arrangements due to circumstances beyond his control 
once he has assumed the obligation to pay the two or more mortgages 
involved in the real estate transaction. 
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This is the financing that FHA tried to cure and that the VA tried 
to cure. 

These are some of the dangers inherent in the practice of placing 
junior liens on real property. Yet the amount of real estate sales 
would undoubtedly diminish noticeably if all junior liens were pro- 
hibited in connection with the purchase and sale of real estate. The 
holder of the first mortgage will not usually be found holding a junior 
lien on the same property, even indirectly. In our State we are 
prohibited by law from holding it. Therefore, the junior lien problem 
is one not primarily involving thrift institutions. And I say this of 
all thrift institutions. 

The holder of the second mortgage is more likely to be the seller 
of the real property or a money lender tending to specialize in the 
field of accepting junior liens. Here again the borrower should realize 
what financial obligations he is assuming, for it is at his peril that 
they are left unperformed. 

I have seen recent statistics indicating that the outstanding volume 
of home mortgage credit in the United States amounts to an esti- 
mated $120 billion I think it is. Obviously this represents a lot at 
stake for both borrower and lender. But many hued for the 
public interest are found in this field. 

First is the close supervision to which nearly all financial institu- 
tions are subjected by State or Federal authorities. And I think it 
fair to say some five-sixths of all the one- to four-family houses, mort- 
gages on one- to four-family houses, are held by supervised lenders. 
There is not this problem. This problem is not acute in the mortgage 
field that this bill is attempting to reach. 

Certainly this is true in the case of all mutual savings banks. 

Second is the practice of requiring mortgage loans to be fully amor- 
tized by periodic payments over their life, accompanied by more care- 
ful scrutiny on the part of the lender regarding the borrower’s pro- 
spective ability to make these periodic payments. 

Third is the freedom of choice still left to potential purchasers of 
real property, most of whom are also potential mortgagors. 

Given the facts concerning the financial obligations he is about to 
undertake, the potential buyer is in a position to decide whether he 
wishes to undertake the transaction. 

As I have noted in this statement, practice in the real estate mort- 
gage field has generally made this information available to potential 
mortgagors. 

I would just like to close by saying this: If the first mortgage on 
residential property is.to be included in the bill, it would seem de- 
sirable to have it in a separate section. I think there are enough points 
of difference between the mortgage loan and consumer credit so they 
should not be both described together and regulated together. 

If there is to be a mortgage section in this bill, then there are two 
phases that I think ought to be covered. I see no objection to the 
mortgage lender making a statement in writing of the finance charges 
involved at a very early stage in the negotiations. 

Senator Doveras. Would you include total finance charges in that? 

Mr. Morean. I was just going on to cover that, Senator. 

Senator Dovetas. Excuse me. 
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Mr. Morean. I think it ought to be expressed in simple interest 
even if we have to use the little book to do it. He ought to be told the 
number of years for which he is borrowing, and he ought to be told 
the monthly or quarterly charge for interest and principal plus a 
twelfth of the tax or whatever the other items are, and that he ought 
to know before he decides whether he wants to make the deal or not. 

The second part of this, he ought to receive when he closes his loan 
a statement that most do but all ought to. One of the copies you have 
before you is a closing statement, a cash closing statement, and a cash 
bill from an attorney which itemizes in detail what he is paying. 

Do you see a bill there headed “Fosdick P. Harrison” which shows 
the services in connection with the examination and the passing of 
papers, $150? The boy buying his house knows that this is what he 
paid out for services. The other items are itemized in detail. If he has 
any questions about it when he is passing the papers, that is the time 
to speak up. 

Senator Bus. What sort of a fellow is Mr. Harrison? Is he a 
lawyer ? 

Mr. Morean. He is an attorney. 

Senator Bennett. But you do not think this $235.80 should be 
included in the interest charge that you——- 

Mr. Morean. I am perfectly clear that not one part of that has 
anything to do with anything that the lender gets. 

Senator Doveras. Mr. Morgan, there are a couple of questions that 
come to my mind. The first question is: Is it proper to require that 
the total amount of the interest charges over the period of time or 
finance charges properly defined be stated before the contract is finally 
signed ? 

Mr. Morcan. Let me say this in this connection: We write loans 
from anywhere from 5 to 30 years. The average loan with us in 1959 
had been with us but twelve. I think to tell a man that he will defi- 
nitely pay a full $5,000 more would mean he was going to keep the 
loan with us for 30 years, and on the average he only keeps it 12. 

I have no objection to showing him this card and I have no objec- 
tion to furnishing him a copy of it. 

Senator Dovcrias. Do you think it might encourage more rapid 
payment? 

Mr. Morcan. In my experience, as I indicated in my testimony, 
very seldom does the individual back away when shown the cost. 

For the most part they figure it out as to whether they think they 
can afford to carry it. Often they do not know whether they can 
afford to carry it, because they have not had the experience of carrying 
it, and we who have sat by and watched them try to carry on, say, & 
given salary know that sometimes they can and sometimes they 
cannot. 

I have seen women whose job is cleaning office buildings at night 
able to carry it when professors at college could not swing the deal on 
a $25,000 salary. 

But, generally speaking, many of them do not know what they 
can afford to carry. 

Senator Doveras. There is a second question I would like to ask. 
This last document which you asked us to examine, when is that shown 
tothe borrower? At what point in the transaction ? 
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Mr. Morean. There are two stages in this relationship with the 
borrower, and there are only two. The first is when he comes in and 
talks about what he can do, at which time we say, “If you want to 
borrow $10,000, this is the way. If it is 16 years, this is the way. At 
20, this way.” And so on. “Your salary would justify you doing this.” 

He says, “Well, I have decided I will do this.” 

We look at the property, and within a couple of days we send him 
that letter of commitment. That is all at an early stage where he can 
back out if he wants to. He does not have to go forward. 

He may not have even made his deposit on his house or anything 
else. These other papers are drawn and handed to him at the time 
of passing papers. He still has a chance probably with a penalty of 
some kind at that time—not so far as we are concerned but so far as 
the seller of the property is concerned—to withdraw. 

But I think that between the two sets of papers he gets it all. 

Senator Dovexas. Let me ask you this: Is he shown this document 
prior to signing the contract for purchase or construction ¢ 

Mr. Morgan. Which one do you have in mind ? 

Senator Dovuctas. The one you mentioned—Harrison. 

Mr. Morean. Fosdick P. Harrison ? 

Senator Dovetas. Yes. 

Mr. Morcan. No, we would normally tell him—We have a little 
scale like this that tells him roughly what the legal charges are, and, 
as a matter of fact, in many cases on loans up to $15,000 we say that 
the fee is going to be or we normally say the fee will be $75 and it 
will cover the plot plan and several of those items. 

Senator Doveras. He does not see the precise amount ? 

Mr. Morcan. He knows roughly what 

Senator Doveias. He has a rough idea as to what these charges 
are going to be? 

Mr. Morean. That is right. 

Senator Dovetas. Beforehe signs the contract for construction or 
purchase? 

Mr. Morcan. We do that out of self-protection because we do not 
want the fellow to get up to the final stage and back away because 
he is not ready with the money. 

So I would say if a mortage section is to be included in the bill, if 
there is a mortgage section to be included, it ought to be separate 
from the consumer credit, and it ought to be divided into two parts, 
one what you tell a prospective borrower when he is arranging for 
the loan and another set of facts which you give him when he passes 
the papers. 
eee, Doveras. If this were done would you support such a 

ill? . 

Mr. Morcan. We would have no objection to it, and we would 
support it, because we think the borrower is entitled to know it. We 
think it is good business to tell him. 

Senator Doveras. Mr. Morgan, your testimony is always brilliant, 
concise, public-spirited, and we want to commend you for coming 
down here. 

Mr. Morgan. Thank you very much. You have been very attentive. 

Senator Doveras. Senator Bennett, do you have any questions. 

Senator Bennett. I have no more questions. 
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Senator Doverias. Senator Bush? 

Senator Busu. Yes, Mr. Chairman. 

It seems quite clear from your testimony, to me at least, that mort- 
gage lending is a different type of lending and very much lower-cost 
operation per dollar loaned than the type ‘of lending that I think this 
bill was originally directed toward, namely, installment credit. Do 
you not think so? 

Mr. Morcan. There is question about that. You mean per item and 
per dollar, yes. 

Senator Busn. Yes. And I am trying to agree with you that if 
residential mortgages or mortgage lending are included in this bill— 
I would like the attention of our counsel to this—in the first place 
we ought to consider dropping it out altogether and in the second 
dlace, if it has to be in, and I do not really see why it should be after 
hearts ‘ing your testimony, especially if you are right i in vour statement 
that this is more or less standing practice among the lenders on homes. 
But if it should be in there I agree with you it certainly should be 
under a separate title dealt with as a specific problem, because I see 
no similarity between this and installment credit. 

Mr. MorGan. This business has had a very different background 
than consumer credit. It is much less confused. It is much more 
simple. It has dealt always with simple interest. 

Senator Busn. That is right. 

Mr. Morcan. There are not the ramifications to it that there are to 
consumer lending. I cannot speak for the consumer lending credit 
field, but in the mortgage field it is fairly plain-going, fairly simple, 
fairly straightforward. 

Senator Busu. I congratulate you on your testimony. 

Mr. Morgan. Thank you very much. 

Senator Busn. It is very clear and very helpful. 

Senator Dovetas. The next witness is Mr. Paul Selby, representing 
the National Consumer Finance Association. 

Mr. Selby, will you proceed ? 


STATEMENT OF PAUL L. SELBY, EXECUTIVE VICE PRESIDENT, 
NATIONAL CONSUMER FINANCE ASSOCIATION 


Mr. Sersy. Mr. Chairman and members of the committee, I have 
prepared a very brief statement. 

First, for identification, I am Paul L. Selby of Washington, D.C. 
For the past 14 years I have been and am now the executive vice 
president of National Consumer Finance Associaiion. Prior to 1945, 
I was for 6 years chief of the Division of Securities of the State of 
Ohio, in which capacity it was my responsibility, among other duties, 
to employ and supervise a staff, to administer the Ohio Small Loan 
Act, to issue licenses to applicants, to supervise the business, to ex- 
amine for compliance with the law, and to require and compile the 
annual reports. 

The National Consumer Finance Association is the national trade 
association of the licensed consumer finance companies, sometimes 
called small loan companies, which are engaged in the business of 
making installment cash loans to individuals and families under State 
license and supervision in some 41 States which have adopted the 
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Uniform Small Loan Law in entirety or in such substantial part as to 
constitute adequate regulation of the business. 

There is some confusion about the number of States. Since I dic- 
tated this draft, the Governor of Kentucky signed an amendment to 
the small loan law. There is just now going into effect a new small 
loan law in the State of Alabama. 

The numbers of States which are coming in to regulation do vary. 
As of today, it would probably be proper to say there are 43 States 
that have the Uniform Small Loan Act in whole or in such substantial 
part as to constitute adequate regulation. 

Senator Doveas. And seven which do not? 

Mr. Setsy. There are only two States, Senator Douglas, which 
have no provision for regulation. The States of Arkansas and North 
Dakota have never passed any law. Well, Arkansas did pass a law 
but it was held unconstitutional under a constitutional limitation on 
interest rates. And North Dakota enacted a law in 1959; a referen- 
dum petition was filed and is on the ballot for consideration by the 
vote of the people this fall. 

Senator Dovcias. What about the other five States? 

Mr. Serpy. In Mississippi there is a form of a brokerage loan law 
which is partial regulation. 

There is in North Carolina a bill purporting to regulate rates but 
without any State supervisory authority to enforce it. 

There is in South Carolina a small loan law. We will not accept 
members who operate under it because the rates on the small sums 
are higher than are recognized as being within the realm of reason 
under our rules in the association. 

The State of Georgia has what is called the Industrial Loan Act, 
which in many respects is quite similar to a small loan law. The 
rates are computed as an industral loan act. They are stated on a 
different basis, and requirements of the law differ somewhat from 
the Uniform Small Loan Act. 

The State of Texas has a certificate plan loan, which is the old 
Morris Plan adaptation. There is no provision for adequate enforce- 
ment against those who do not operate under it. 

I guess that about covers it. 

Senator Busu. Mr. Chairman? 

Senator Dovetas. Senator Bush. 

Senator Busu. You mentioned repeatedly the uniform small] loan 
law. I know what that is, but I think this would be an appropriate 
place for this witness to state the history of that law. 

Are you familiar with the Russell Sage Foundation ? 

Mr. Setpy. Yes, sir. 

Senator Busn. This is a very important consideration and I think 
if this witness, Mr. Selby, could give us his knowledge of the history 
of the uniform small loan law and the reasons why the Russell Sage 
Foundation made such a point of the thing 

Senator Doveras. As an old friend of Arthur H. Hamm, who was 
the original investigator for the Russell Sage Foundation, I am very 
glad to have this in the record. 

Senator Busn. I think it has a bearing on what we are doing. 

Senator Dovetas. Yes. 

Senator Busn. It ought to be in the record. 
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Senator Dovetas. Yes. 

Senator Busn. Because we are going to come up against it 
repeatedly. 

Senator Doveuas. Yes. 

Senator Busu. It would not take him long. 

Senator Dove.as. Yes. 

Mr. Sevsy. It will take a few minutes, Senator Bush, to review 
that history. 

Senator Busu. Yes. 

Mr. Secsy. As we moved from the small towns and villages and 
rural life where people could produce their own food and clothing 
and their gardens and their livestock, as we moved out of that rural 
situation in America into an industrialized economy in the period 
following the Civil War and up through the eighties and nineties, 
through those trust-busting days of the Sherman Antitrust Act, the 
industrial empire began to develop, and people became solely de- 
pendent as they moved into cities, on cash income. Wages were low. 
Employment was irregular. And it was absolutely necessary at times 
for people to obtain cash. There were no authorized lending insti- 
tutions in America that would respond to that need. 

The banks wouldn't touch an installment loan. There were no 
regulated small loan companies. There were nocredit unions. There 
were no institutions that would afford legitimate credit to these 
borrowers, and furthermore no lending institutions could operate at 
rates within the limits or usury laws and provide this need for them. 
Because the need was so great, they were driven into the black market 
situation, therefore, and there was a tremendous business that de- 
veloped in America which was known by various names, black-market 
lenders, the loan-shark operation, and the illegal business became a 
national scandal. 

Mrs. Russell Sage, pursuant to her husband’s request in his life- 
time, when she died, established some $20 million in a fund for the 
investigation of living conditions in America. One of the first studies 
that they undertook in America was a study of finance for the 
American family, as the situation then prevailed. They granted 
scholarships to Arthur Hamm and a fellow named Wassom at Colum- 
bia University, who obtained their doctor’s degrees in the study of 
this situation. 

Some sporadic attempts were made to solve the problem through 
remedial lending institutions, which were eleemosynary institutions. 
There was a bank in New York that still operates on a pledge of per- 
sonal property, the Provident Loan Society. It was established ‘way 
back there with rich people in New York providing the funds. 

But that did not solve the problems because you can’t expect this 
to become successful as an eleemosynary operation. So, as a result of 
these studies, the recommendation was made that instead of enforcing 
prohibition laws in the form of usury or bankruptcy laws, it was neces- 
sary to create the new type of lending institutions which would solve 
the problem by making it possible to provide credit for needy and 
necessitous borrowers on a legitimate, dignified, and author ized bi ASIS. 

Massachusetts passed a law in 1911 embr acing many of the provi- 
sions of what became the uniform small loan law. Ohio and Pennsyl- 

vania and two or three other States tried these experimental forms of 
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legislation, but in 1916, on the recommendations of these researchers 
and with the aid and assistance of people with some experience in the 
field, the uniform small loan law was drafted and recommended. Then 
they started on the long, hard campaign to procure the enactment of 
this legislation as enabling legislation primarily for the protection of 
the borrowing public against usury, usurious charges, and illegal and 
a Re collection practices. 

So by the fall of 1916 there were six States that had either the full 
draft of that first draft of the uniform small loan law or some modified 
form of it. 

Senator Doveias. What was that date? 

Mr. Setpy. In 1916. The National Association, which I now repre- 
sent, was actually organized at Philadelphia in 1916 as an association 
of licensed companies devoted to the better development of adequate 
lending facilities for small borrowers, borrowers of small sums, under 
law and regulation. 

A couple of years later the uniform small loan law was amended. 
To make a long story short, it has gone through seven drafts, slight 
revisions, but the basic principles remain the same. Only people who 
can qualify for license from the State banking ape sence or de- 
partment or other supervisory institutions, shall be permitted to en- 
gage in the business in the State, A rate is fixed under the law, that 
is, a Maximum ceiling on the rate. 

Senator Doucias. What was that ceiling in the original law? 

Mr. Sexsy. In the original law the maximum rate fixed in that 
original draft was 314 percent per month, as compared with 

Senator Dove.as. I understand, but that would be 42 percent a year, 
and you would have an annual rate of 42 percent. 

Mr. Sevtsy. It would be, and without the law the customary rate 
had been 10 percent to payday, which was 260 percent. So the pur- 
pose was to reduce the rates to a fraction of what they were prior to 
the enactment of the law, but still provide a rate which would yield a 
profit comparable to the investment in other businesses in America. 

From that beginning up until now—let’s grant that they were guess- 
ing at first on that 314 percent per month rate, or 42 percent a year— 
through the years, as the business has matured and developed, there 
has been a gradual reduction not only in the statutory ceiling on the 
rate provided in laws, but on the amount actually collected. The of- 
ficial report from the banking superintendent in New York State 
has just come out. The actual rate collected on loans made under law 
in New York State in the 1959 fiscal year was 1.77 per month, 1.77 
percent per month. 

The amount collected in the State of Vermont, according to official 
banking superintendent reports, was 2.02 percent In Ohio it is under 
2 percent and comparable with New York. The official report from 
Senator Proxmire’s State of Wisconsin is out and shows that the rate 
is very substantially under the maximum ceiling. 

Most of the provisions of this uniform act were to provide for the 
protection of the borrower... You fixed your maximum ceiling on 
the rate. You fixed a maximum length of term for the loan, so that 
borrowers couldn’t be tied up perpetually. That term was originally 
18, then 21 months. 
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Senator Busn. You fixed the maximum size of the loan. 

Mr. Se.sy. The maximum size of the loan was originally fixed at 
$300. 

Senator Busn. What is it now? 

Mr. Sesy. That part of the last draft is blank. That is a blank 
to be filled in. There are a few States which still operate under laws 
which make the maximum $300 on the size of the loan. There are 
many States which have a maximum size of loan of $500. Some of 
them have $600. Ohio and Nebraska have $1,000. 

Senator Busu. They have gone up to $1,000. 

Mr. Sexzy. In Oregon, I ‘think I am correct that the maximum 
there is $2,100. 

Senator Dovetas. Mr. Selby, you speak of this uniform draft. Is 
this draft drawn up by the Committee on Uniform State Laws? 

Mr. Setpy. No, sir. 

Senator Doveras. Who draws up the draft? 

Mr. Setry. This draft was originally drawn by the remedial loan 
division of the Russell Sage Foundation, as a welfare bill. 

Senator Dovetas. Who does it now ? 

Mr. Sersy. The only revisions that have been made since the seventh 
draft and that seventh draft was just prior to World War II: There 
is a story about Rolf Nugent whose name is well known to you, I 
think, Senator Douglas. He was head of the remedial loan division 
of the Russell S age Foundation. He was brought down to Washing- 
ton to administer the regulation on motor vehicles during the war. 

Senator Busn. What is his name? 

Mr. Seiry. Rolf Nugent. He was then sent to Japan by the 
Federal Government after the war, and died while there. The Russell 
Sage Foundation then took the viewpoint that they had fathered the 
Uniform Small Loan Law; they had worked with it from 1909— 
well, they had started their research in 1909—and worked with it 
until sometime in the 1940’s; they kind of turned it over to us, the 
National Consumer Finance Association. 

Senator Doveras. They turned it over to the personal finance com- 
panies? 

Mr. Setry. Correct. The National Consumer Finance Association. 

Senator Dovetas. Is there consumer representation ? 

Mr. Setsy. I beg your pardon. 

Senator Dovetas. Is there consumer representation on your com- 
mittee which works on the uniform act ? 

Mr. Seipy. You see, the uniform act is a “draft.” Asa draft it is 
notalaw. It isa recommerdation made to the States. 

Senator Doveras. I understand. Where does their recommenda- 
tion come from? Do TI understand that up to 1940 it came from the 
Russell Sage Foundation ? 

Mr. Sersy. That is correct. 

Senator Doucrias. And since 1940 it comes from the National Con- 
sumer Finance Association ? 

Mr. Setry. On general policy matters; yes. 

Senator Dovaras. And you are an association of lenders? 

Mr. Sersy. That is correct. 

Senator Dovetas. What revisions have you made since 1940? 
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Mr. Setsy. There was one revision issued in 1948 of the model act, 
and the revision suggested in that law or in that draft has never been 
enacted in any State in entirety. 

Senator Doveias. So that in practice 

Mr. Seusy. In practice the seventh draft of the uniform small loan 
law is one which is usually considered. 

Senator DoucLas. So that in practice you have not made any recom- 
mendations since 1940 which have been enacted into law? 

Mr. Setpy. That is correct. 

Senator Doveuas. In this seventh draft, what was the maximum 
rate of interest per month? It had been reduced from 31% percent? 
Or was it still 314 percent ? 

Mr. Setpy. The maximum rate suggested in the seventh draft was 
3 percent on any amounts up to $300, but in no case was that 3 percent 
to go beyond the $300 limit. 

Senator oe This would be 36 percent a year on an annual 
basis. Did you provide for lower maximums on loans above $300? 

Mr. Sevsy. Yes, sir. The rate in New York State, for example, is 
214 percent for the first $100. 

Senator Doveias. We have prepared an analysis of these laws. I 
am going to ask our staff to send you a copy and I would like to have 
you ‘check. 

Mr. Setpy. I gave Mr. Semer a copy of the rates effective in all the 
States. 

Senator Doueias. We derived these from you. Thank you very 
much. May I say we appreciate your cooperation very muc +h. 

Mr. Sevsy. If you want and other members of the committee want 
copies of this last rate card, September 1, 1959, I have it here. 

Senator Busn. Are the rates in the different States that have passed 

Uniform Small Loan Act, pretty much the same all around the 
country ? 

Mr. Sevsy. No. , 

Senator Busn. There is some variance in maximums? 

Mr. Sextsy. Conditions differ so widely. 

Senator Busu. I understand that. 

Mr. Sexsy. Look at this rate card, which we prepare annually. 

Incidentally, it is interesting to know that the new Kentucky law 
raised the ceiling in that State to $600, whereas it had always been 
$300 in Kentue ky. Look at Arizona. It has a 3 percent rate on the 
first $300, and then 2 percent on the bal: ance up to $600. Come down 
to Colorado, 3 percent rate on the first $3800, 114 percent on the next 
$200, and 1 percent to $1,500, which is the maximum in Colorado. 

Senator Busu. How do you interpret that for Connecticut ? 

Mr. Secpy. Connecticut? 

Senator Busu. Yes. Three percent on the first hundred ? 

Mr. Se.sy. Three percent on the first hundred, 2 percent to 200 

Senator Busu. What is that, three-fourths percent ? 

Mr. Sevsy. Three-quarters percent on the balance up to $600. 

Senator Busn. Three percent on the hundred, 2 percent for over 
that to 300 and three-fourths percent 

Mr. Sevsy. That is 9 percent simple on the balance of it. 

Senator Busn. Or 12 percent a year after 20 months. 

Mr. Setsy. That is correct. 
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Senator Doveras. These are on the outstanding unpaid balance? 

Mr. Sexsy. That is right. 

Senator Dovetas. Is there any State which requires the rates to be 
stated on an annual basis? 

Mr. Sextsy. No, Senator Douglas. The whole concept of this law 
is built around the idea that you compute your charges on the period 
between payment dates, and the new balance established at the time 
of each payment. On these stepdown rates, you will notice the rate 
changes every month, because the mix of the outstanding balance 
changes each month. 

Senator Dovetas. I understand. I am trying to establish the prin- 
ciple that there is a monthly rate; isn’t that true? 

Mr. Sersy. Yes. 

Senator Doveras. And with the possible exception of Wisconsin, 
there is no State which requires the rate to be expressed in annual 
terms, am I correct ? 

Mr. Sevsy. You are correct in part, but Wisconsin has a monthly 
rate statement. I was a little confused by Senator Proxmire’s state- 
ment, because I think he was confused between the Industrial Loan 
Act in Wisconsin and the Small Loan Act in Wisconsin. 

Senator Dovetas. Then the answer is that there is no State which 
requires the interest rate to be expressed as an annual rate. 

Mr. Setpy. You are correct. If you will look at the rate card, the 
rate in Wisconsin is specified as 214 percent on the first hundred, 2 
percent to 200, and 1 percent from between 200 and 300. 

Senator Busx. Why is that the case, that you use monthly rates 
instead of annual rates? 

Mr. Setsy. That was purposely worked out for the protection of 
the borrower in the very beginning because the borrower receiving his 
income in periodic payments is in a position where his commitment is 
related to his income, and the principal amount of his loan is based 
on that basis for computation of the charge. As each payment is 
made, you have a new principal. We are required by law to give 
him a statement of the new principal after the application of each 
payment. The rate is then computed for that 1 month. It is the unit 
of time and the rate is related to the unit of time, for which that prin- 
cipal is outstanding, and it has always been that way and we believe 
it is the only way to state a fair statement of charge to the borrower, 
especially since, in order to avoid doubling up at high rates, these 
laws have been modified to provide that, when you go over $300, 
your rate steps down to a simple interest rate of one-half of 1 percent, 
or two-thirds or three-fourths of 1 percent a month, and in a few 
States 1 percent per month. We can grant these large loans and save 
the borrower doubling up at the high rate. We then run into the 
problem which makes it even more vital today that we must stay on 
the monthly rate computation because your loan amount changes each 
time with a principal payment. You have less money out at 3 percent 
than at 2 percent. 

Senator Doveras. Mr. Selby. are the two inconsistent? Could you 
not have your monthly rate, which you can rate for the purposes of 
computation, but also express in annual terms; namely, 12 times the 
monthly rate? The complaint that has been made about this monthly 
rate is that, when it is said to be 2 or 3 or 314 percent, people do not 
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realize that that is 24 percent, 36 percent, or 42 percent a year. Per- 
haps you say they should realize that, but they don’t. What is wrong 
ay computing it on a monthly basis, but also stating what the annual 
9ASIS IS ¢ 

Mr. Sevsy. Because it would be very confusing to the borrowers. 
They wouldn’t understand it. May I ask the chairman ? 

Senator Doveras. Certainly, of course. 

Mr. Sersy. What do you think the gross take at 3 percent per month 
on a 1-year $100 loan is? 

Senator Doue.as. I didn’t hear. 

Senator Busu. The gross take? 

Mr. Setsy. What do you think the dollar amount of charges is on a 
$100 loan for 12 months at 3 percent per month ? 

Senator Busu. It would be paid off in monthly installments? 

Mr. Setsy. Level monthly installments. 

Senator Dovetas. It would be approximately $18. 

Mr. Secpy. You understand that when you say 36 percent, but the 
public thinks that is $36. 

Senator Dovcias. No, it would be 36 percent on the outstanding un- 
paid balance. 

Mr. Sexsy. That is correct and the Senator understands that, but the 
public won’t understand that. 

Senator Doveias. May I say the public would understand it much 
more than being told it is 3 or 314 percent per month. It seems to me 
to have it expressed in annual terms makes it much clearer, because 
this is the common way in which interest is being reckoned. 

Mr. Setpy. Then let me ask the Senator what you think the annual 
rate is under the Ohio law at 3 percent on the first $150 and 2 percent 
to $300 and two-thirds of 1 percent on the remaining $700 on a $1,000 
loan for a year ? 

Senator Doveias. You could give an annual rate on each bloc, or 
each increment. 

Mr. Setsy. We do. 

Senator Doveias. You give a monthly rate. 

Mr. Setsy. But every month the mix changes and you would have to 
have a separate statemert, 12 separate statements for the annual rate 
for each month. 

Senator Doveias. Don’t you make a monthly statement now ¢ 

Mr. Setpy. We give the information in one statement of computa- 
tion of the charges to the borrower. 

Senator Doveias. Monthly ? 

; Senator Busy. You give him one statement when he makes the 
oan ¢ 

Senator Dove.as. That is right. 

Mr. Sexsy. That is right. 

Senator Dovctas. Why not state that 3 percent a month on the out- 
standing unpaid obligation or 36 percent a year, and then put the 3 
percent on the ne obligation? It doesn’t interfere with your 
computation. It merely has:'the computation done for him in the be- 
ginning instead of having it lurking in the background, unstated. 

Mr. Se.sy. I wonder if we might get into the statutory requirements 
as to the State disclosure of charges, and then I will be glad to go as 
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far as you like in getting into the reasons why. But you get all com- 
plicated beyond recognition. 

Senator Doveras. I am just trying to simplify it. I am not trying 
to make it complicated. 

_ Mr. Sersy. I think it will develop that you are complicating things 
instead of simplifying them, as you see how these are building up. 

Senator Busu. Let’s let him proceed. 

Senator Doveras. Go ahead. 

Mr. Setry. One of the most essential requirements of the small 
loan law is full disclosure of charges to the borrower in the most 
practical and effective way in which it can be done. The protection 
of the borrower against concealment of charges is a paramount ob- 
jective. 

How should the rate be stated? For the more adequate protection 
of the borrower, these considerations were (I mean in 1916) and 
still are controlling: 

(1) The payments on each loan must be tailored to the income 
pattern of the borrower. Since income is received monthly, the pay- 
ments should be payable monthly. 

(2) The borrower must be accorded the privilege of prepayment 
or payment in full at any time without penalty. It is so provided in 
the law. 

(3) The rate of charge must be stated as an all-inclusive charge to 
cover all expenses such as investigation expense, overhead, collection 
expense and similar incidentals, as well as normal interest on the loans. 

(4) The statement of the rate of charge must relate to monthly 
payment interval {that is what I was getting at, Senator) and the 
amount of each charge be calculated on the number of days elapsed 
between payments to afford the borrower the option of reducing his 
total charges by prepayment in whole or in part at any time. 

(5) The rate of charge must be fully disclosed to the borrower in 
a written statement in the English language, together with a copy 
of the statute requiring such a statement and a copy of the contract 
and a schedule of the payments. 

Senator Doveras. Mr. Selby, you are going into a lot of detail about 
the act of one State. Would you object if we asked questions on the 
five standards that you laid down ? 

Mr. Sersy. If you want to go at it that way, certainly. 

Senator Doveras. May I take up this first point. You say that 
payments on each loan must be tailored to the income pattern of 
the borrower. Since income is received monthly, the payments should 
be payable monthly. Is income generally received monthly ? 

Mr. Setzy. Monthly or semi-monthly sometimes. 

Senator Doveras. Take your own State of Ohio, in its Revised 
Code. section 4113.15, there is a provision which reads as follows: 
“Employers of five or more regular employees must pay them wages 
at least twice monthly.” I am going to ask the staff to find out the 
provisions as to monthly or bimonthly payments in the various States. 
It is my impression that the principle of monthly payment of wages 

is relatively obsolete. 

(The information referred to follows :) 
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446 CONSUMER CREDIT LABELING BILL 


Mr. Sevsy. Did the Senator notice that it is at least twice monthly? 
Senator DouGias. Yes. 
Mr. Sevpy. It is related to the monthly period. 

Senator Doveras. Ohio Revised Code, section 4113.15, states: “An 
employer of five or more regular employees must pay them wages at 
least twice monthly.” 

Mr. Seiry. Twice monthly. It is related to the month, you see, 
twice a month. 

Senator Doveias. If your argument is true, why not put it on a 
— month basis. Isn’t the monthly payment really obsolete as a 

atter of fact / 

Senator Busu. You mean the monthly payment of salaries or 
naar’ 

Senator Doveras. That is right. Isn't it really obsolete / 

Mr. Sersy. Whether you pay it twice a month or four times a 
month or once a month, the consumers have to deal with the payment 
or rent—— 

Senator Doveias. You are saying income is received monthly. I 
im not saying bills are payable monthly 

Mr. Secpy. That is true, When we are dealing with a monthly pay- 
ment, we have to compute it monthly. 

Senator Doveias. Even the high-priced Senate employees are paid 
bimonthly 

Mr. Sersy. But you still relate it to the month and in that month 
you have your rental payment, you have your food bill, you have your 
clothing bill. 

Senator Deveras:- I don’t question that, but your first statement is 
since income is received monthly, the payments should be payable 


monthly I am simply saving that all the common know] edge that | 
have is th at income is payable for a earners and salary earners 
more frequently than monthly. It may be that newspapermen are up 


at the top of the economic ladder and get paid monthly, but most of 
the rest of the people get paid | vv the week or DImMoO! ith ly. 
Mr. Serry. I think we are agreed in prince _— It isa semantic play. 
Senator Doveras. This is not a semantic play. 


Mr. Secsy. All family budgets are made up on a monthly basis. 
Senator DoveGLas. Arthur Hamm isa friend of mine. I know some- 
thing about the struggles which he went through with the loan sharks 


and I know something about his early experience in the consumer 
finance field himself. He is a man of very good principle. I know 
something about the Household Finance Co. They started mn with 
verv _ motives. Nodoubt about that. And as compared with what 
wer before. it was a big | improvement. I don’t question that at all. 
The point I am trv ing to make is: Doesn't this month ly notation re- 
quire such a high rate of interest that what they really pay at 3 per- 
ent a month is 36 percent a year. Two percent a month is 24 percent 
a year. Three percent a month sounds innocent: the 36 percent a vear 
is the real annual rate. You can still compute interest on the basis 
of 3 percent a month, but you simply could just = a parenthesis in 
there. if necessary, 3 percent a month or 36 percent a vear. ()r you 
could put down 2? , : percent a mon ith or 24 pere ent a vear. 

Why do vou object to this? Tam not saving that vou should replace 
any statement that you have, merely add to the statement. 
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Mr, Sevpy. Maybe the Senator would like to tell me why Arthur 
Hamm recommended a monthly pay statement in the first place. I 
never met the gentleman. I read everything that he wrote, I think, 
but why did he arrive at the monthly ¢ 

Senator Doveras. I don’t know that. When I first heard it, it 
sounded extraordinary to me. It has seemed extraordinary to me for 
some 5) years. 

Senator Busu. Mr. Chairman, this has been a very interesting point. 
I see your point all right, which is that the statement of the monthly 
charge would seem to conceal the size of the annual rate, but I think 
the witness has made a pretty good case for the monthly charge as a 
business proposition. 

Senator Doveras. I don’t object to it being computed on a monthly 
basis. 

Senator Busn. I was very much interested in that. I know some- 
thing about the small loan companies, for about 30 years. I first 
looked into them and found, as you said, they do serve a very useful 
purpose. The loan shark business would be terrific in this country 
if it weren't for this group of companies and the Uniform Small Loan 
Law. 

Senator Dove.as. Certainly. 

Senator Busn. I can see in the administration of these loans, and 
I visited some of these companies and watched the way they handle 
their customers, they make them come in every month. To make them 
come in twice a month, it seems to me, would be too often. 

Senator Doveias. That was merely a reductio ad absurdum, I threw 
in. 

Mr. Sevsy. For ever so long family budgets and discussions of in- 
come have been related to the monthly income. You may get paid 
once a week or twice a month or monthly, but the unit basis of rents 
and installment charges, rent and other items have been related to the 
monthly basis for so long it has become entrenched in this field. 

Senator Dovcias. A vote may be coming and we may have to leave. 
We will have to recess at 12:15 anyway because the President of 
Colombia is addressing a joint session. We will reconvene at 2:30 
this afternoon. But this is the query I would make. You can still 
compute your interest at 3 percent on the outstanding obligation each 
month, but when the man signed the original statement, original 
agreement, he would know it is 3 percent a month or 36 percent a year. 
I don’t see why you object to that. It would only require about two 
more words on each contract. 

Senator Busu. What the Senator is saying, if I could paraphrase 
it, is: Why not in some place in the contract say that 3 percent per 
month is equivalent to 36 percent per year / 

Mr. Setsy. Because, Senator, it would be misleading the borrower 
and making a misstatement to him. What is the annual rate for the 
first 3 months is not the annual rate when you come to the sixth month 
or the eighth month. There is no way in kingdom come you can re- 
late that to an annual rate of interest. 

Senator Dovetas. You charge that monthly rate for the outstand- 
ing balance, and multiply by 12, that is the annual rate. The Russell 
Sage Foundation and Arthur Hamm and Leon Henderson and Rolf 
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Nugent who succeeded him, did a fine job of getting us out from under 
of the 19th century loan sharks. I am trying to get us into the 20th 
century on the basis of an annual charge. The good is frequently the 
enemy of the bad. 

We will return at 2:30. 

(Whereupon, at 11:55 a.m., the committee recessed to reconvene at 
2 :30 p.m. of the same day.) 


AFTERNOON SESSION 


Senator Dove.as. A question has come up concerning the Wiscon- 
sin act. We have a copy of the small loan law of that State, chapter 
214. I would like to read from Section 214.13, Duties to Borrowers: 


Every licensee shall (1) deliver to the borrower at the time any loan is made 
a statement in the English language, showing in clear and distinct terms the 
amount and date of the loan and of its maturity, the nature of the scurity, if 
any, for the loan, name and address of the borrower and of the licensee, and 
the agreed rate of interest of charge per annum clearly and plainly expressed, as 
nearly as such rate of interest or charge will permit. 


So Senator Proxmire was correct in stating that the Wisconsin 
act required the agreed rate of interest to be stated on an annual basis. 

Mr. Semer informs me he has been in touch with the agency re ed 
istering the act, and they state that this annual rate is stated 1 
parentheses following the monthly rate, for each step, which is as a 
matter of fact the precise suggestion I had made this morning. 

Mr. Selby, we apologize to you for the lapse of time which has 
occurred. We had a rolleall, and then we had the President of 
Colombia, and since then there has been another rollcall. 

I think at the time we broke up you were discussing the Ohio Small 
Loan Act. 

Mr. Sersy. Perhaps it would be well to read the provision of the 
Ohio Code. I have a copy of the Small Loan Act. I wonder if the 
committee has a copy of the law. I think I gave you one. Section 
14 of the Ohio Small Loan Act, which is section 1321.01 of the Revised 
Code, provides: 


(A) At the time any loan is made, deliver to the borrower, or if there are 
two or more borrowers to one of them, a statement in the English language, on 
which is printed a copy of section 1321.13 of the Revised Code, disclosing in 
clear and distinct terms the amount and date of the loan, a schedule of pay- 
ments or a description thereof, the type of the security, if any, for the loan, 
the name and address of the licensed office and of each borrower, and the 
agreed rate of charge, or in lieu thereof, a copy of all obligations signed by 
the borrower and a copy of sections 1321.13 of the Revised Code. 

(B) For each payment made on account of any such loan, give to the person 
making it at the time the payment is made, a plain and complete receipt speci- 
fying the date of payment, the amount applied to charges, and the amount 
applied to the principal, and stating the unpaid principal balance of such loan; 
provided that an unitemized receipt may be given temporarily and within 5 
days a receipt as prescribed above delivered or mailed. 

(C) Permit payment to be made in advance in any amount on any contract 
of loan at any time, but the licensee may apply such payment first to all charges 
in full at the agreed rate up to the date of such payment. 

(D) Upon repayment of the loan in full, mark plainly every obligation signed 
by any obligor “Paid” or “Canceled” and return the same and any pledge to the 
borrower or if there are two or more borrowers to one of them; provided that 
a continuing obligation in whole or in part is not repayment in full thereof. 

No licensee shall take any note or promise to pay that does not disclose the 
date of the loan, the amount of the loan, a schedule of payments or a description 
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thereof, and the agreed rate of charge, nor any instrument in which blanks are 
left to be filled in after execution. 

Any instruments taken in connection with the transaction upon which a 
conviction is made under this section are illegal and void, and the division of 
securities shall so notify such borrower in writing. Any charges paid in excess 
of that provided under section 1321.13 of the Revised Code may be recovered by 
the payer, in an action at law. 

No licensee shall pledge or hypothecate any note or security given by any 
borrower except with a person residing or maintaining a place of business in 
Ohio or with a bank authorized to transact business in this State, under an 
agreement permitting the division to examine the papers so hypothecated. 

Upon all judgments rendered on any note or other instrument of writing con- 
taining stipulation for payment of charges under sections 1321.01 to 1321.19, 
inclusive, of the Revised Code, interest is computed until payment at the rate of 
6 percent per annum on the amount of such judgment. 


These provisions of the law reveal the practical necessity of stating 
the charge on a monthly basis. Since the borrower is guaranteed so 
many privileges and options as to the time of payment and prepay- 
ment, it would often be misle eading to state the dollar amount of the 
charges when the amount of those charges are frequently changed at 
the option of the borrower but in conformance with the statutory re- 
quirements. It would be even more misleading to state the rate of 
charge on a simple per annum interest basis, especially in a State 
where the maximum rate permitted by statute is a “stepdown” rate; 
that is, a rate which varies with the amount of the loan and the suc- 
cessive unpaid balances thereon after the monthly payments. The 
purpose of such a “stepdown” rate structure is to provide for a sub- 
stantially lower rate on the larger loans, but the effective simple an- 
nual interest rate changes after each monthly payment because of the 
changing rate “mix” applicable under the statutory formula to the 
reducing principal balance of the loan. A statement of the rate on a 
monthly basis is positive, clear, understandable and fully disclosed to 
each borrower. 

The requirements of S. 2755, if enacted into law, would be incon- 
sistent and irreconcilable with the requirements of the State law. 
Licensees could not operate under mandatory requirements of the 
State statutes to which they owe their existence and a Federal law 
so inconsistent therewith. The statement of the rate as a simple 
annual interest rate is entirely practical for commercial loans and for 
single payment loans, but it would be most confusing and misleading 
to borrowers to attempt to use the simple annual interest basis in the 
licensed consumer finance business where improving rate structures 
have been designed for borrower protection and for the guarantee of 
many optional privileges to the borrower. 

In conclusion, it is our considered opinion that S. 2755 is not sound 
in principle, would be unworkable in practice, and would create con- 
fusion and misunderstanding in the minds of borrowers. We are op- 
posed to the bill. It should not be enacted into law. 

Senator Dovetas. Do I understand, Mr. Selby, that your statement 
has been authorized by the National Consumer Finance Association ? 

Mr. Sevsy. That raises a peculiar question, There has been no 
resolution adopted by the executive committee or the board of direc- 
tors of the association. After counsel for the committee asked me 
for some information about the Small Loan Act and how it operated, 
a suggestion was made that we ought to put a statement in the record 
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as to how we operate. I then inquired by mail from the members of 
my national executive committee if I should appear. They said, “Yes, 
you can put a statement in the record about the disclosures required 
under the small loan law,” and that is the reason why I am here. 

Senator Doveias. What I am trying to get at is this. You come 
out in yg mg tothe bill. Is that person: al opposition or is it oppo- 
sition of the National Consumer Finance Association? Have they 
given you authority to speak for them / 

Mr. Seisy. They have not given me authority to speak for them, 
but having worked through all of the last 20 years in this field, having 
fought the opposition over Federal controls over consumer credit in 
the Regulation W days, and knowing their attitude toward any en- 
croachment of the Federal Government Into the area of State laws 
already preempted by State laws, I have no hesitancy in saying that 
this represents the universal opinion of the licensees under the Small 
Loan Law. 

Senator Doveias. Would it be proper to say the bill is opposed by 
the National Consumer Finance Association ? 

Mr. Sersy. I do not think there is any question about it, but there 
has been no resolution or any formal action taken with respect to it. 

Senator DovuGias. Senator Bennett / 

Senator Bennerr. No questions. 

Senator Doveias. Thank you very much. 

The next witness is Dr. Albert Haring, representing the National 
Retail Furniture Association. 

We may say Senator Bennett informs me there is agreement to 
vote in just A few minutes, but you can start. We are very glad to 
have you here. 


STATEMENT OF ALBERT HARING, NATIONAL RETAIL FURNITURE 
ASSOCIATION 


Dr. Hartne. Mr. Chairman, members of the committee, I am Albert 
Haring, professor of marketing, School of Business, Indiana Univer- 
sity, Bloomington, Ind. I appear here today on behalf of the mem- 
bers of the National Retail Furniture Association, an organization 
which I have served for 20 years as a consultant and advisor on eco- 
nomic and business problems in the home furnishings industry. 

The members of the National Retail Furniture Association operate 
approximately 8.500 home furnishings stores throughout the United 
States and founded their organization in 1921. Most member stores 
are and have always been f: tmily-owned businesses and have a special 
interest in S. 2755 because, in the typical furniture store, from 50 to 
90 percent of sales are made on the installment payment plan. Except 
for the years of World War II, when cash sales were larger because 
merchandise was scarce and money relatively plentiful, this ratio of 
installment sales to total sales has not changed significantly during 
recent decades. As a result, any proposal which has an impact on in- 
stallment selling is of direct and vital interest to furniture merchants. 

The basic police: y of the directors of the National Retail Furniture 
Association has long been that local retail business should not be the 
subject of Federal legisl: ation and regulation and that, when legisla- 
tion or regulation appears necessary, this should be enacted at the 
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State or local level. Thus, the National Retail Furniture Association 
firmly opposes the enactment of S. 2755 or any similar type of Federal 
credit control. 

The principle of disclosing the details of installment credit con- 
tracts is favored. People should know the cost of buying on credit, 
provided they are given the information in a nondeceptive way and 
are given the whole ‘truth, not merely half-truths. The sincere opinion 
is held, however, that this is a matter for the States and that they are 
handling the matter well so that Federal legislation is not needed. 

The record of State legislation, excluding Alaska and Hawaii be- 
cause of their recent admission to statehood, is excellent. Every State 
has statutes covering banking, over 40 have consumer finance or small 
loan laws, and credit union laws are usual, Turning to the installment 
sale of merchandise, 30 States which include over 70 percent of the 
population have laws covering contract terms in selling automobiles. 
Of these 30 States, 18 have laws covering the sale of general merchan- 
dise as well as cars, and over 50 percent of the people live in these 
States. 

Senator Dovgias. Dr. Haring, I do not want to interrupt you, but 
by subtraction this means there are 20 States which do not have laws 
covering contract terms in selling automobiles, and 32 States which 
do not have laws covering the sale of general merchandise. 

Dr. Hartne. Excluding Alaska and Hawaii, I use 48 as the total, 
and adjusting for that, that is correct, sir. 

Senator Doveias. Thank you, 

Dr. Harinc. But the trend is even more conclusive. 

Before 1940, only three States had special ci ition covering in- 
stallment credit (Indiana, Michigan, Wisconsin) ; three more joined 
this group between 1941 and 1945 (C alifornia, Maine, Maryland) ; in 
the 1946-1950 period, Michigan basically changed its statutes and 
four new States passed installment credit laws (Connecticut, New Jer- 
sey, Ohio and Pennsylvania) ; between 1951 and 1955, Colorado, Ne- 
vada and Utah were added to the installment statute group; then in 
the 4-year period of 1956-1959, seventeen States passed their first spe- 
cial, installment credit laws (Florida, Idaho, Illinois, Iowa, Kansas, 
Kentucky, : uisiana, Massachusetts, Minnesota, Mississippi, Montana, 
Nebraska, New Mexico, New York, North Dakota, Oregon, South Da- 
kota). Nine States either passed their first statutes in this area or 
amended old ones in 1959 alone. In total, there were some nee 
legislative proposals made in State legislatures during that year. In 
addition, the States of Iow a, Maryl: ind, Massachusetts, and ‘Tvenesl- 
vania have established commissions to study installment selling and 
to recommend desirable legislation when their legislatures again con- 
vene. The Model Uniform State Law Committee of the Ameri ‘ican 
Bar Association 1s also in the process of drafting a proposed uniform 
State statute on installment selling. 

The States are thus ¢ -onclusively shown to be doing a good and ever- 
improving job in considering what legislation is appropriate for their 
citizens under local conditions of living and earning a living. Thus, 
no Federal legislation would appear to ybe needed, There « ertainly is 


ho necessity for the Federal Government to usurp the States’ right in 
this area. 
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Senator Doveras. Dr. Haring, there is a roll call. We will be 
back just as soon as we can. We will recess until that time. 

(Whereupon the subcommittee recessed for a short time.) 

Senator Dovetas. Dr. Haring, will you resume? 

Dr. Hartne. As a practical matter, Federal legislation of the type 
proposed has certain problems w hich raise grave doubts as to its de- 
sirability. In the first place, the United States is so large and diverse 
that a single Federal law to cope with the many variations in local 
conditions without causing unfairness or hardship would be virtu- 
ally impossible to formulate. Centralized control from Washington, 
regardless of the ability and intent of the agency handling its ad- 
ministration, cannot avoid creating an inflexibility with which the 
small local retailer, possibly a thousand or more miles away, is un- 
able to cope. The Office of Price Administration during World 
War II could not avoid severe cases of local hardship even 
though significant authority was granted to State and local OPA 
administrators. 

Small retailers, in the second place, would find calculating simple 
annual interest a great, possibly insurmountable, problem. <A gaso- 
line service station manager has a telephone call early in the morning 
to start a customer 's—factory worker—car. This is done but:a new 
battery is required. The breakdown is on a Monday, and the new 
battery installed then. The worker states that he will receive his 
paycheck Friday evening and subsequent alternate Fridays. The 
cash price of the battery is $20. The time price is $22—$5 each pay- 
check evening for 4 paychecks and then $2. What is the simple 
annual interest? Actually, the important thing to the worker is the 

$2 time price differential—having the battery today is or is not worth 
the $ 
Calculating that interest rate, you have to make a lot of assump- 
tions. The $2 on that I calculate in general would work out at be- 
tween 110 and 130 percent true annual interest, depending upon your 
assumptions, and yet from the worker’s point of view or from the 
dealer's point of view, if he keeps proper records his costs may exceed 
the $2. From the customer's point of view, it is a question of “Is it 
worth $2 to have the battery today?’ 

When government requires extra calculations and extra bookwork 
of business, costs rise and these costs must be recouped from cus- 
tomers. Profits in retailing have fallen so much during the last 
decade that new costs, such as those involved here, will have to be 
added to prices in most cases. Care, it is believed, should be used in 
enacting legislation which will increase costs and, quite probably, 
_ consumer prices. 

Quoting from the introduction to the bill: 

That the Congress finds and declares that economic stabilization is threatened 
when credit is used excessively for the acquisition of property and services— 
is an effective statement, but a statement of only one side of the pic- 
ture. If no cars or appliances or furniture were sold on the install- 
ment plan, sales would probably drop by at least one-third; factory 
employment, an area where productivity and wages are highest, would 
drop significantly ; retail employment would fall: prices of these con- 
sumer durables would rise because only mass production near ca- 
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pacity has made present prices possible. These results would affect 
stability adversely; and stability of employment appears to be the 
most significant factor. 

If the installment method of selling had not developed, the prod- 
ucts of mass producing industry would sell at higher prices, possibly 
two or three times current prices. The true cost of installment credit 
to the consumer is the net difference—dollar reduction in prices due to 
mass production minus the finance charge in dollars—not the finance 
charge standing alone. 

Under these circumstances, the directors of the National Retail 
Furniture Association respectfully request the members of this com- 
mittee not to approve this legislation for enactment. 

Senator Bennerr. Mr. Chairman, I have been very much interested 
in this question, because if the bill is passed and becomes law the 
clerk behind the counter, in this case the manager of a service station, 
will be required to calculate the finance charge in simple annual in- 
terest before he can conclude the sale. So I have had some interest 
in attempting to calculate the interest involved in this comparatively 
simple problem. The figures are simple—$2 and $20, with $5 pay- 
ments. 

I kicked it around last night for an hour or so, and every time I 
worked at it I got a different answer. And today, remembering that 
Professor Beckman yesterday said that he had the formula for com- 
puting interest and that he tried hard to teach his college students to 
use it, but they could not, I asked Professor Beckman to figure the 
interest in this particular preblem. He said to me when I asked him 
the same thing that Dr. Haring said—that you have to make some 
eS and he made different assumptions than Dr. Haring 
made because he comes up with an interest of 118.9 percent. 

Dr. Beckman is in the room, and I would like to ask him, if I may, 
how long did it take you to calculate this? 

Dr. Beckman. It took me about between 20 and 25 minutes to 
make the calculation. Of course, if I had had a machine, which I 
have at home, it might have cut it down by some 5 minutes or so. 

Senator Bennetr. This is very interesting. 

I went to my office after the morning session and asked one of my 
assistants, who is an economist, if he would calculate the interest for 
me, and I have his calculation. He told me he worked for nearly 
half an hour without a formula at hand and then gave up and called 
the Library of Congress and asked if there was a man who could 
furnish him the formula to calculate interest on this proposition. He 
then proceeded by a different method, using a schedule rather than 
a formula. He comes up with an interest of 129.5 percent, using the 
approach suggested by the Library of C ‘ongress, and his estimate is 
that after he got the method it took him 25 minutes to run through the 
problem to cs alculate the interest. 

This is one of the things that has been bothering me all along. 

From the point of view of the man selling the battery, this is a very 
simple problem. You have added $2 to the retail price of the battery. 
You have given the man time in which to pay, and you have accom- 
modated your collections to the man’s needs. Because he only gets 
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paid every 2 weeks, you let him pay as much as he can pay on payday 
and then pay out the balance, if there is any left over 

And that is the kind of a situation that you probably find with 
every customer. The situation or every customer would be different, 
but the company has a flat charge. The service station man can say 
very simply to the customer, if you want time on the battery, I have 
to add $2 to the price, and the customer can understand that. But 
if the service station manager had to say to the customer, “I can’t 
sell that to you on time until I figure out what the simple interest 
is on an annual basis,” and he didn’t have the Library of Congress or 
Dr. Beckman to call on, I wonder if he would get to work that 
morning, because under the terms of the story, the car wouldn’t start 
in the morning and the man had to get to work. 

I had an idea last night. I have a stop watch and I was going 
to suggest that somebody try to figure this while we timed them, 
but I decided that the hearings would stop for at least a half hour, 
and maybe an hour, while we went through the calculation. And 
remember the man at the service station would have no calculating 
machine. He would have to multiply each of the interests on the di- 
minished balances. I would like to put in the record if you would 
like to have them, Mr. Chairman, the notes made by these two who 
calculated this interest. 

Senator Doveras. It will be done. 

(The material referred to follows :) 


BATTERY FINANCING CHARGE EXAMPLE 


(Computed by Prof. T. N. Beckman) 
‘ash price : $20. 
Time price : $22. 
Credit service service charge: $2. 
Percent of service charge, nominal for the time involved : $2--$20=10 percent. 
Time involved for repayment of original unpaid balance: 7 weeks (approxi- 
mately). 
Part of year involved : 52 weeks--7=7.43. 
Percent of service charge, nominal on a per annum basis: 
7.43 X10 percent =74.3 percent 
Effective rate per annum: 
r(2n) 
R= — 
; n+1 
or 
74.38 


a =118.9 percent 
»? 


Even this assumes that the repayments of the $20 are made at exactly equal 
intervals which is not true for the first payment. The above calculation, com- 


plicated as it is, has been simplified for the sake of a quicker computation of 
the approximate annual simple interest. 
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Battery financing charge example 





Pacer sees EO ee eee ceeenananws oa saa ndones $20 
Winanee Coareee. . =o eS kee: Pa otter tel a te a chaos 2 
Time, price......- ean ci an i St ps ao a we ieee ie eracil 22 


Payments on alternate Fridays beginning Friday following the purchase. 
Four payments of $5, anda final payment of $2. 


$5 payments: 








Pamiaanies 40: WO iets meni ew encom enpnaswonpeiso $4, 55 
One-eleventh to finance charge ___-_----_----- eee ape CMe etter NE . 45 
7 = 3 ; = ] - 
| Number of | Principal 
Date | Payment | Toreduce | Finance Unpaid | days prin-| times 
| principal charge principal | cipal out- number 
| standing of days 
‘ ; nee —— —| —_—__—_ | —_—_—— a iat SEE 
1. Monday, Apr. 4 | —- $20. 00 4 $80. 00 
2. Friday, Apr. 8 | $5. 00 $4.55 | $0. 45 | 15.45 | 14 | 216. 30 
3. Friday, Apr. 22 5. 00 4.55 .45 | 10. 90 | 14 | 152. v0 
4. Friday, May 6 5.00 | 4.55 | 45 | 6. 35 | 14 | 80. 90 
5, Friday, May 20_- 5. 00 4. 55 | 45 1. 80 14 25. 20 
6. Friday June 3 | 2. 00 | 1. & "20 | 
ose opacities eis Moines niece nigh akc Spe Seat 
Total 22. 00 | 20. O 2.00 60 | 563. 00 


Final computation: $2+$563=0.355 percent daily rate X365 days=129.5 percent annual rate. 


Senator Bennett. I am not in a position to challenge Dr. Beckman. 
Of course, I can raise questions about the man who works for me. 
And I don’t agree with the way the Library of Congress went at it 
because in their approach they charged the same number of cents of 
interest for each 2-week period, even though the amount of it, the 
amount still due and outstanding, is lower. Of course, I am re- 
minded that this approach was based on a constant ratio of each pay- 
ment going to principal and interest. They do that because of the 
task of trying to calculate back. ' 

If you have a fixed interest rate, you know in advance that the 
interest rate is 10 percent, then it is easy to apply that to each succeed- 
ing balance, but in this case you have a fixed dollar rate and you 
haven't any basis to go back and apply it. The Library of Congress 
says, “We will just divide that evenly,” so even when the man only 
owed $7, the same interest rate was applied as when he owed $22. | 
am not sure that if you wanted to take somebody to court, that could 
be made to stand up. In other words, I think this demonstrates that 
there are different ways of figuring the interest and they proceed with 
variations, as Dr. Haring says, from 110 to 130 percent. I have two 
here. One is at 118.9, and one is at 129.5 on the same little simple set 
of facts, illustrating again that different assumptions or different ap- 
proaches will arrive at different answers. It was simply a recognized 
approach that was easier. This comes to the proposition, that it 
creates in my mind the reason why this kind of a bill just can’t be 
operated by the people who would have to operate it, without creating 
chaos in the actual process of selling merchandise or services. I offer 
these, Mr. Chairman. 

Senator Doveras. All right. 
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Dr. Haring, I notice you appear here on behalf of the National Re- 
tail i urniture Association, and that you have served that organiza- 
tion for 30 years as a consultant and adviser. May I ask if you are 
on a retainer with that association. 

Dr. Hartnc. No, sir. I am subject to special assignments, when 
and if given, and when and if I care to accept them. 

Senator Doveias. Are you being paid for your assignment here 
today’? 

Dr. Hartne. Yes, sir. I would like to add, sir— 

Senator Doveras. There is nothing discreditable in that. 

Dr. Harinc. I would like to add, part of my arrangement is: If I 
do rot agree with the association’s position, I have a right to decline. 
Sir, in connection with this, not representing the association, but rep- 
resenting myself, could I have the privilege of making one further 
comment ? 

Senator Doveras. Of course. 

Dr. Harrne. In line with what Senator Bennett brought up, when 
I first became acquainted with installment credit some 30 years ago 
in home furnishings, a very common retail practice was to have the 
price on the merchandise at a level where you said to the customer, 
“Mr. or Mrs. Customer, the price of this is $125. You can pay $10 
down and $10 a month.” Then if the customer said, “I would like to 
pay cash,” the store had two practices. One, they gave a flat 10 percent 
reduction for cash or they gave no reduction. The cash and the 
credit price was the same. One of my worries person: ma is that, in 
many operations, after spending 20, 30, or 50 years in the industry, 
to get the cash customer and the short-term credit customer a reduc- 
tion, the rediiction that that sort of payment should create, today I 
would say over 95 percent of the stores have a cash price and then a 
charge for time, dependent upon the number of months. There is 
quite a possibility that to solve a problem such as was brought out by 
the filling station, the interest or finance charge will be underground, 
and that people doing 50, 60, 70 percent of their business on credit, 
maybe 90 percent, will quote a time price, that is all. 

If you pay cash, you pay the same price, which means that we 
encourage the use of credit for maximum lengths and discourage cash 
purchasing, which personally disturbs me. 

Senator Doveias. Thank you very much. 

The final witness is Mr. William Cheyney, representing the Na- 
tional Foundation for Consumer Credit. 

Go ahead, Mr. Cheyney. 


STATEMENT OF WILLIAM J. CHEYNEY, NATIONAL FOUNDATION 
FOR CONSUMER CREDIT 


Mr. Cueyney. Senator Douglas, Senator Bennett, and members of 
the committee, I am William J. Cheyney, and I am the executive vice 
president of the National Foundation for Consumer Credit, a non- 
profit organization sponsored by manufacturers, wholesale distribu- 
tors, retailers, banking and financial institutions and insurance 
companies, large and small, throughout the United States and Canada, 
who recognize it is their obligation to bring to the American consumer 
the reassurance of a complete continuing , study of consumer credit: 
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a sound program of education for intelligent, safer use of credit by 
the people; a modernized, better, finer credit service. 

Senator Dovueias. Mr. Cheyney, I would like to ask you some 
questions about the national foundation. May I do so? 

Mr. CHEYNEY. Yes, sir. 

Senator Doucuas. Is this an educational foundation ? 

Mr. Cueyney. I have some facts about that in this presentation. 
We are not 100 percent educational, but 1 would say certainly 60 or 
70 percent of our work is educational. 

Senator Doucias. May I ask: Are contributions to your foundation 
deductible for tax purposes ? 

Mr. Cureyney. Yes, they are. 

Senator Doueias. May I ask who the president of your foundation 
is. 

Mr. Curyney. The president of the Foundation is Wilbur A. Bean, 
senior vice president, State Loan and Finance Corp. He lives in 
Albany, N.Y. 

Senator Dove.ias. That is personal finance ¢ 

Mr. Curyney. Yes, and sales finance. Our chairman is J. Hudson 
Huffard, president of the Chicago Housefurnishings Co., Bluefield, 
Va. 

Senator Doucias. How do you differ from the National Consumer 
Finance Association that Mr. Selby represents / 

Mr. Curynrey. We have some members who also are members of 
that group. The difference, however, is twofold. One is with respect 
to makeup. Our membership is made up of manufacturers, retailers, 
wholesalers, insurance companies, banks and all types of financing 
institutions at the consumer level. In other words, we cross all trade 
and industry lines. Our income is derived from dues. The organiza- 
tion came into being because of the problem of making consumer credit 
betted understood in this country. It is a rather interesting develop- 
ment, for instance, that manufacturers, who have no direct contact 
with consumers, still are interested in this work and support it. 

Senator Dovucias. Do you have any representatives of ultimate con- 
sumers or borrowers on your board of directors? 

Mr. Cueyney. No. In preparing the educational units which we 
are using in the secondary schools and some colleges throughout the 
country, more than 50 school superintendents, principals, and teachers 
served as our advisory and editorial committee. 

Senator Dovgias. Do you have any of these educators on your 
board ? 

Mr. Cueyney. No, but we do keep in constant touch with many. 
Ours is a private industry organization. I might say that we feel the 
difference between our organization and a trade association is that, by 
far, the greater segment of our income becomes money spent by busi- 
ness on the public, such as through this school work, and many other 
avenues for training and to increase understanding, at many consumer 
levels; whereas the trade association, to a large extent, percentagewise 
at least, is spending its income to better the trade, to work within the 
trade for internal and operating efficiency. For instance, we have 
nothing to do with the actual credit operation of a credit store, but 
we do have much to do with bettering the stores’ handling of customers. 

Senator Doveias. Would you be willing to file with us a list of your 
directors and their business affiliations ? 

53615 O—60—30 
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Mr. Cueyney. I shall be glad to do so. 
(The list referred to follows:) 


BoarD OF DIREcTORS—1959-60, NATIONAL FOUNDATION FOR CONSUMER CREDIT 


Chairman of the board:* J. Hudson Huffard, president, the Chicago House Fur- 
nishing Co., Bluefield, Va. 

President: W. A. Bean, senior vice president, State Loan & Finance Corp., 
Albany, N.Y. 

M. I. Behrens, Jr.. marketing consultant, New York, N.Y. 

I. B. Brodie, chairman of the board, Reliable Stores Corp., New York, N.Y. 

C. R. Brogan, president, REDISCO, Inc., Detroit, Mich. 

W. T. Christian, vice president, Household Finance Corp., Chicago, I1. 

Francis J. Conway, president, Thorp Finance Corp., Thorp, Wis. 

Themas H. Coughill, vice president, Pacific Finance Corp., Indianapolis, Ind. 

John L. Esterhai, vice president, Philco Finance Corp., Philadelphia, Pa. 

Mort F. Farr, president, Mort Farr Radio, Upper Darby, Pa. 

Robert M. Finch, president, Appliance Buyers Credit Corp., St. Joseph, Mich. 

Vice Adm. FE. Dorsey Foster (USN retired), vice president, Radio Corp. of 
America, Camden, N.J. 

James P. Fulford, president, Fulford’s-Colony Radio & TV Co., Washington, D.C. 

Harry E. Fuller, vice president. Capital Finance Corp., Columbus, Ohio. 

Ralph Huberman, Huberman’s, Philadelphia, Pa. 

G. R. Griffin, president, the Exchange National Bank of Tampa, Tampa, Fla. 

John W. Jones, vice president, the Lancaster County National Bank, Lancaster, 

a. 

Donald L. Jordan, president, Johnson-Carper Furniture Co., Inc., Roanoke, Va. 

Cecil D. Kaufmann, president, Kay Jewelry Stores, Inc., Washington, D.C. 

W. Earle Kimbrell, president, Kimbrell’s, Inc., Charlotte, N.C. 

Ervin FE. Lampert, president, the R. W. Norman Co., Salisbury, N.C. 

William A. Lank, president, the Farmers National Bank, Bloomsburg, Pa. 


Ralph N. Larson, president, the Morris Plan Co. of California, San Francisco, 


Calif. 


Cc. S. LaRue,. vice president and treasurer, Sterchi Bros. Stores, Inc., Knox- 


ville, Tenn. 
John T. Logan, secretary-Treasurer, Simmons Co., New York, N.Y. 
B. F. McLain, Hart Furniture Co., Inc., Dallas, Tex. 
James B. McMahon, Jr., president, Koller & Smith, Brooklyn, N.Y. 


Richard E. Meier, chairman of the board, Interstate Finance Corp., Evansville, 


Ind 
Richard Oblender, president, Oblender’s, Inc., Lancaster, Pa. 


Harry .O’Brien, first vice president, Bankers Security Life Insurance Society, 


Washington, D.C. 
John M. Otter, president, John M. Otter Co., Philadelphia, Pa. 
Linton Overstreet, vice president, Rustin Furniture Co., Greensboro, N.C. 
A. Dewey Parr, Parr Bros. Furniture Co., Lancaster, S.C. 


DeWitt J. Paul, senior vice president, Beneficial Management Corp., Morristown. 


N.J. 
Abe Pilsk, president, Pilsk Furniture Co., Nashville, Tenn. 
Elmer FE. Present, president, Daniels Jewelry Co., Tucson, Ariz. 
Harry B. Price, Jr., president, Price's, Inc., Norfolk, Va. 


J. Miller Redfield, vice president, American Investment Co. of Illinois, St. 


Louis, Mo. 
Lorenzo Richards, president, Boyle Furniture Co., Ogden, Utah. 
George F. Rock, president, Bank of Denver, Denver, Colo. (deceased ). 
Arthur I. Rosen, president, J. Finkel & Co., Philadelphia, Pa. 
Frank J. Ross, general credit manager, Sears, Roebuck & Co., Chicago, III. 
Richard C. Sachs, president, Sachs Quality Stores, New York, N.Y. 
Don Schmid, president, Don Schmid Motor, Inc., Wichita, Kans. 
John W. Schoonover, secretary, the City Loan & Savings Co., Lima, Ohio. 
John T. Snite, president, Imperial Credit Co., Chicago, T11. 
David D. Steere, president, Allied Finance Co., Dallas, Tex. 
Walter W. Stegman, controller, Kroehler Manufacturing Co., Naperville, II. 
W. W. Trice, Sr., president, Seminole Furniture Co., Inc., Tampa, Fla. 


1 Also trustee. 
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H. Van Riper, treasurer, National Manufacture & Stores Corp., Atlanta, Ga. 
- P. Vanderwicken, vice president, Motorola, Inc., Chicago, Ill. 

Paul M. Welch, vice president, the Citizens & Southern National Bank, Atlanta, 

Ga. 

C. B. Whiteside, vice president, the Merchants National Bank, Fort Smith, Ark. 

Senator DouGias. You may proceed. 

Mr. Curyney. More than 1,500 secondary school systems through 
the United States, —— and parochial, have accepted and use the 
study unit of the National Foundation for Consumer Credit, called 
Using Our Credit Intelligently. 

This school unit devotes both space and effort to proper “disclosure” 
of all the terms of every credit contract, including the matter of credit 
service charges. 

In this unit, we have not insisted upon disclosure in the terms of a 
simple interest rate per annum. The educational authorities with 
whom we have worked, have not requested this. We follow the prac- 
tice of full disclosure in installment contracts as exemplified by the 
Federal Reserve System’s regulation W, a method by far the most 
universally used today; a disclosure which lends emphasis to dollars 
and cents of costs. 

The unit does, however, explain as simply as possible, the several 
methods of using percentage in the calculation of interest and credit 
service charges in the various other fields of cash lending and credit 
distribution. 

We sincerely believe in constant educational effort, to bring every 
possible clarification of the areas of interest and credit service charges, 
to the attention of the public in ways the people can understand. 

As to the newer forms of revolving credit in both cash lending and 
retailing, our unit has made every effort to see that the public clearly 
understands the nature and amount of all charges there assessed. We 
believe the current practice to express revolving credit charges as a 
simple addition of a percentage of the outstanding balance each month 
is readily understood, but that to convert this expression to an annual 
rate at simple interest would confuse and frighten far more people 
than ever will be clarified by this procedure. 

More than 50 teachers, superintendents, and principals helped us 
edit this text. It reflects, we believe, their purpose as well as satisfac- 
tion in this presentation of “disclosure,” as in its other features. 

Education is a slower method than that of law, but its results are 
far more deep and lasting. 

I beg leave to present the committee herewith a copy of this study 
unit, “Using Our Credit Intelligently,” and shall be happy to oaEpy 
one to every member of the committee, and of the Congress for that 
matter, if requested. 

Would you like to see a copy, Senators / 

Senator Dovexas. Yes, indeed. 

Mr, Curyney. I do so to show tangibly that business is itself 
busily engaged in the work of making ‘the entire credit transaction 
clearly understood by all who partic ipate in it on whatever side of the 
counter they may be. 

This study unit has the approval of the boards of education as well 
as of the school administrative authorities in a majority of the 
larger metropolitan centers (I want to say I mean the very large 
centers. Should you want me to mention names, I would say suc ch 
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places as Chicago, Boston, New York, Washington, Baltimore, 
Philadelphia, San Francisco and Oakland are among those in which 
the boards of education have approved this study), to say nothing of 
the many hundreds of smaller communities which have taken simi- 
lar positions and action. 

Senator Dove as. Mr. Cheyney, I take it that the purpose of this 
study unit is to assist young people to use their credit intelligently. 

Mr. Curyney. That is true, sir. 

Senator Dovetas. I hold in my hand a card of a nationally known 
chain entitled, “Junior Charge Account for Young Adults. Please 
sign here. Nontransferrable.” 

It says, “This is your junior charge account identification card, 
which must be presented for all purchasing on your junior charge 
account. No purchasing is permitted without this card. No pur- 
chasing may be done by phone or mail. When credit is $40, pay- 
ments are $8 per month, with a small service charge.” 

I will ask Mr. Semer to show it to you and then I would like to 
ask you whether this credit card for young adolescents is an example 
of constructive use of credit. 

(The card referred to follows :) 


ARK 


- Newark, East Orange, Summit 


Junior Charge Account “tor Young Adults” 


Please Sign Here 
(Non Transferable) (Over) 
AUTHORIZE 


This is your Junior Charge Account identification 


card which must be presented for all purchasing 


on your Junior Charge Account. 


No purchasing is permitted without this card, No 
purchasing may be done by phone or mail. 


Your credit limit is $40.00 and the payments are 
$8.00 a month with a small service charge. 


BF-24 
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Mr. Cueyney. I hadn’t seen this, Senator. I have heard of the 
new experiments which are being made in the junior charge account 
field. Frankly, I am not certain whether they are good or bad. The 
Foundation has not actually discussed the matter; it is very new. I 
believe we have heard of it for the first time within the last 12 months. 
I can say, though, that those stores which have adopted this experi- 
ment have made it very clear to the trade, at least that this is not 
a profitmaking venture, believe it or not, that it is a venture in the 
attempt to teach the younger people how to use credit properly. 

Senator Doveias. To get them accustomed to buy on credit. 

Mr. Cueyney. Possibly so. They are going to ee: in life as it 
is today, Senator, anyway. I am not justifying this plan. You are 
asking my opinion. I say it is new, and that I am not sure. But I 
say this: Most of these teenage charge agreements (and I am not 
sure whether this particular one is one of them, for I haven’t investi- 
gated it) put a $50 limit on such commitments; also definitely assure 
parents that they will not proceed at law to collect, nor will they go 
to the parents for collection. In other words, the store is taking the 
entire risk. 

Senator Dovetas. Do they get the permission of the parents? 

Mr. Cueyney. Yes. I believe the parent has to sign the original 
papers. 

Senator Doveras. On this card there is no indication that the parent 
has to sign. 

Mr. Curyney. That isthe card which the young person carries with 
him, not the credit agreement itself. I do not present myself as an 
expert in this area. But I have read a few of these plans. 

Senator Doveras. You are the executive vice president of the Foun- 
dation for Consumer Credit studying these things very carefully. 
You published this most interesting booklet which runs to 50 pages, 
excluding the index. Do you have a statement you could give us as to 
how widespread you think this practice is of having adolescents be 
able to sign credit cards ? 

Mr. Cueyney. I believe really the National Retail Merchants Asso- 
ciation, whose members particularly have been the ones I have noticed 
in the field, could answer mathematically the extent of it better than I. 
I can tell you that it is a very, very small and experimental ae I 
have heard it discussed at meetings, not our own, but meetings I have 
attended. Pros and cons have been mentioned. Some are fearful of it 
for the same reasons that probably you are fearful of it. Others say, 
“We are taking the chance of losing money on this, but we believe we 
can create a better understanding of the nature and value of money in 
the minds of our youth, by this method.” 

Senator Doveras. A John Dewey process of learning by doing. 

Mr. Cueyney. It could be so. 

Senator Dove.as. So they can learn credit by getting into debt. 

Mr. Curyney. It could be put that way, or “learning by using.” 

Senator Doveras. This brings progressive education into fields 
which I had not previously thought it would invade. Proceed. 

Mr. Cueyney. Parallel to its educational program in the schools, 
the foundation always has urged careful and simple disclosure pro- 
cedures as to every item of cost in every type of credit contract, upon 
literally thousands of retail and cash lending operations with which it 
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has had contact, to the end that business and the public may unifor mly 
understand the nature, amount and impact of every credit service 
charge. 

By the way, on page 35 of this book, you will find a little block with 
red dots in front of each line in the block, by which we have attempted 
to help the teacher and the pupil see the various parts of an average 
installment contract, so that full disclosure will be understood and 
sought by these young people when later they use their credit. 

Senator Dovcias. Do I understand that you approve of having the 
total additions listed and disclosed, but not the rate disclosed 4 

Mr. Curyney. May I answer that as I go along / 

Senator Doveias. I would like to have you answer that now, because 
you had a sentence here on this point. I don’t want to be too brutal in 
my cross-examination. If you think this question is unfair, I will 
withhold it. 

Mr. Curyney. No, not at all. 

Senator DoveGias. Do you think that the total amount of the addi- 
tions and the itemization of these additions should be given, but not 
the rate of interest ? 

Mr. Cueyney. I believe so, sir, for this reason, one mentioned this 
morning. Some of the items, for instance, insurance, if it is a require- 
ment, is ; something extra for which presumably the retailer pays out of 
pocket and passes on to the consumer in the bill. It is a cost, but it is 
not a type of cost represented in the retailers evaluation of the operat- 
ing costs involved in carrying deferred payments. 

Senator Bennerr. You said “insurance.” Did you mean interest 

Mr. Curyney. No I meant insurance in this case. I am trying to 
consider the’ credit service charge as one thing, and other separate 
charges, as one for insurance, as something entirely different. I un- 
derstood Senator Douglas to have asked whether all these, including 
insurance and any other fees that might have been added, in my 
opinion should be calculated as a lump sum and then stated in the 
form of simple interest per annum. I believe that these costs are 
separate, should be stated in dollars, but not confused with a rate of 
interest. 

If I may return to an illustration given this morning in the mort- 
gage field (although I see the dissimilarity between it). It was said 
that, in general, it is the practice of banks not to charge a fee for in- 
spection, and so on in connection with mortgage loans. Large banks 
in Washington do. They make a $5 charge for opening, a $5 charge 
every time inspectors go out to the building, and if one goes out on a 

Saturday and doesn’t find the plumber on the premises and comes back 
on Monday, there are two separate charges made. The banks would 
say this is to take care of the travel cost, etc. and is not part of the cost 
of the money loaned. This is parallel to the retailer who insists, in 
a large purchase that the customer provide insurance on the article or 
on his life. Neither of these is a part of the charge for the deferred 
payment plan. Neither should be subject to calculation in terms of 
simple interest as though a part of the cost of a loan or sales credit. 

Senator Doveias. You do favor itemization of the so-called charges 
in addition to the principal ? 

Mr. CHreyney. Very much so. 
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Senator Dove.as. In the sentence you just read you also said: 


We believe the current practice to express revolving credit charges as a simple 

addition of a percentage of the outstanding balance each month is readily un- 
derstood. 
That sounds as though you also believe in the statement of the interest 
rate as a percentage, but you don’t want to have it quoted as an annual 
rate. Does this mean you would like to have it quoted as a monthly 
rate @ 

Mr. Cueyrney. No, not as a monthly rate, but as an actual percentage 
of an amount owed, for whatever period is involved. With respect 
to revolving credit, it can be understood if a man says, “The bill you 
owe is $100 and we have added $1.50 for a service charge, which is 114 
percent.” That is fairly easy to understand. I am not sure that it 
is easy for the customer to understand this, translated to a possible 18 
percent per annum. Particularly so if or when he was only calculat- 
ing on a revolving credit bill that he actually has not thought of as a 
year-long debt. 

Senator Doueias. Could you apply the standard which you have 
just laid down to the form outlined on page 35 of the book? Could 
you apply that which you say should be applied to revolving credit 
charges to the type of transaction indicated in the box on page 35 of 
your pamphlet ? 

Mr. Cuerney. I would personally, and I think our people would 
say it. is possible and quite understandable to express the total of these 
as a percentage of the original unpaid balance. 

Senator Doveras. Of the original unpaid balance. 

Mr. Cureyney. Of the original unpaid balance. 

Senator Dove as. But not of the current outstanding unpaid 
balance. 

Mr. Curyney. Yes, if this were known. We are talking now of 
expressing charges on a contract at the time it is signed, as I under- 
stand it. Revolving credit is pursuant to a contract which the cus- 
tomer signs before he has made a purchase. It provides that a charge 
of 1144 or 1 percent per month will be added on any amount unpaid 
at the end of 30 days. 

Senator Dovetas. If that is true, why not say 18 percent a year? 

Mr. Cueyney. I think we just have an honest difference of opinion 
as to whether the public would understand this, Senator. I really ~ 
think that is it. 

Senator Doveras. Continue. 

* Mr. Curyney. This educational work is a principal reason for the 
existence of the Foundation; a principal reason for the investment 
of money in it by the many types of business and finance that support 
its projects. 

I would like to say here, with respect to the nature of our organi- 
zation, this is why we have members who also are members of their 
many respective trade associations throughout the country. We do 
not attempt to represent them as a trade, you see. 

It is difficult to urge you to forego the passage of S. 2755 without 
running the chance of the misinterpretation of motive. Yet we be- 
lieve in all sincerity that the effects sought by its sponsors will not be 
achieved by it; that, to the contrary, as a statute, 1t may lose for the 
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public and the economy very valuable progress toward betterment of 
ethics and mutual satisfaction in handling consumer credit business— 
progress gained through a quarter century of real effort on the part 
of many business groups and educators. 

It would be hard to find an organization representing business to- 
day which is not fully in accord with both the principle and the prac- 
tice of full disclosure of charges in the credit transaction. It is a 
matter of how we variously view the full disclosure that causes any 
difference of opinion, I am sure. 

It is the fact that S. 2755 is popularly labeled “full disclosure” 
which has caused a great many people who have not read it to express 
either acquiscence or approval. 

Twenty-five years ago or so, there was little, if any, evidence of the 
separate credit service charge in deferred payment contracts in re- 
tailing. Banks and other leading institutions engaged only in the 
renting of money itself, of course have habitually expressed their 
charges for this service either as interest or discount; not, however, 
in accord with the provisions of S. 2755. 

May I interject, Senator, that in vesterday’s testimony the question 
‘ame up: Are the banks lending money and retailers not lending 
money? Hence is the term “interest” not equally applicable to the 
charges made by both, charges covering their respective operating 
costs as well as the true interest involved? I point out the banks in 
their consumer lending transactions, do not use the word “interest” 
in most cases. Most banks refrain from using the word “interest” in 
their consumer loan transactions, whether as to direct loans or the 
napenpnernate type. They do it on the ground, as you said so wisely 
yesterday, that they do face these various operating costs that the 
retailer also faces—collection, bookkeeping, and so forth—which 
“ause rates to be higher than for commercial loans. They have felt this 
difference to be sufficiently great between these charges and real in- 
terest as applied in their commercial banking business, that they have 
dropped the use of the word in practice as to consumer installment 
transactions. I do not say that all banks have done so, but that it is a 
generally understood trend and tendency for them not to quote “in- 
terest,” but “charges.” 

Twenty-five years ago, when credit buying was becoming more 
and more necessary to the balanced growth of the economy, millions 
of cash customers, in fact, paid the costs of credit service along with 
credit buyers, for lack of any clean-cut separation between the cash 
and credit price for goods. True, the time price differential has been 
known for several centuries as a principle, and to a considerable ex- 
tent has been operative, but it had not developed into the added credit 
service charge form—rather was exemplified by varied “discounts 
for cash” often not the same for all customers even in the same store— 
and for the same goods. 

The whole matter of pricing at retail has come a long way. Twenty- 
five to thirty-five years ago, it was still a general practice for customer 
and storekeeper to dicker, not with respect to separately expressed 
credit service charges, but in the matter of price itself, with credit 
service costs hidden and virtually unknown. 

It is often said that John Wanamaker (probably concurrent with 
other farsighted retailers)—and I recall your statement Senator 
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Douglas, yesterday about the Quakers—I, being one, was very much 
interested in that—was responsible for forcefully introducing the “one- 
price” system which has meant so much to the millions of people who 
under the dickering and bartering system, were paying more than 
their neighbors for the same product in the same stores. 

Almost simultaneously with the development of the one-price prin- 
ciple, perhaps a few years later, leaders in retailing began to work 
for the separation of cash and time price in the form of eT 
stated credit service charges, so that those who purchased for cash 
might be certain that they paid very little, if any, of the actual cost 
of credit operation, and so that those who bought on credit terms and 
did pay the credit costs might know specifically the actual cost of the 
credit they used. 

It has taken 25 years of hard work to persuade hundreds of thou- 
sands of retailers (I think more than a million, of course) throughout 
the country to adopt the principle of the expressed credit service 
charge. 

Today a vast majority of credit transactions are based on clear 
separation of credit charges from cash price, so that the customers may 
know full well in dollars and cents or in simplest direct percentages 
of the debt owed (I differentiate this method from a percent per an- 
num) what they pay for the use of credit facilities. 

A reasonably small segment of business still follows the “discount 
for cash” principle with a quoted or ticketed credit price. Dr. Haring 
mentioned this. Using the time price differential theory, the same 
article can be purchased for cash for less, the difference being the 
credit service charge in dollars, quite clearly. 

Before discussing whether or not consumers will or can understand 
more certainly the nature and amount of the credit service charge 
if it is expressed as “simple interest per annum,” or whether this 
method actually will confuse more consumers than it assists—we 
would like to emphasize another and very great danger we see in the 
passage of S. 2755. ‘ 

The very use of the word “interest” in this legislation shows that it 
is necessary to resort to this word to express what the authors of the 
bill -wanted to express; i.e., the percentage rate on an annual basis 
way, to depict the credit service charge. 

The credit service charge is not interest, nor does S. 2755 say it is 
interest. The fact remains that the authors of the measure found it 
advisable or necessary to resort to the “interest” tradition, rather than 
to strict fact in order to make what they are talking about under- 
standable even to the Congress. 

The public very generally has a concept of “interest” which cannot 
be extracted from the expression “6 percent per annum.” 

Elementary school texts taught in the fifth and sixth grades, for 
generations have utilized the 6 percent per annum fiction. It never 
was a rate of charge on consumer transactions. In fact, it was a devel- 
opment in the banking world, and at that, principally in the eastern 
part of the United States, in connection with the business transactions 
of commercial] banks. 

Reasonably large sums of money traditionally were involved. In 
States like Texas, California, and other newer areas of the United 
States, “6 percent per annum” has never been widely known in actual 
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use in banking circles—yet even in these areas the schoolchildren have 
been taught the tradition of “6 percent.” 

It is too much to ask the business community to undertake at this 
stage of economic development, to completely reeducate the American 
people, to the point of eliminating this fiction from their minds: the 
fiction that 6 percent per annum is interest and that interest is 6 per- 
cent per annum. 

Yet, every banker, consumer lender and retailer knows full well 
that to advertise or to incorporate in the written contract reference to 
percentage per annum rates “simple interest” in any real degree higher 
than 6 percent, or perhaps 8 percent, is to stamp himself in the public 
mind as usurious, unreasonable, a “high rater” in fact, as perhaps in 
some way “crooked.” And, Senators, we believe that would be true 
even with the help of a law, which caused all to express their charges 
as simple annual interest. 

That higher rates can be explained to the individual customer, with 
resulting understanding and satisfaction is generally true we think, 
but (1) business will not have this opportunity to explain except in the 
infrequent case, and (2) the considerable time and cost involved, with- 
out any real need for it, would be excessive, and add to price gener- 
ally. Or if not to “price,” then certainly to “cost,” whatever might 
happen to price in the long run. 

Faced with S. 2755 as law, merchants would have no real alternative 
than to return to the practices of a quarter century ago, wherein credit 
service charges as a separate item in consumer transactions were little 
known. 

It is conceivable, of course, that it might seem to business better, to 
pursue a middle course, to “ride with the fiction of tradition,” and 
state credit service charge as 6 percent or perhaps 8 percent per annum, 
knowing well that the actual cost of handling consumer transactions 
in small amounts and with many payments must, perforce, be far 
greater than any such credit service charge could reimburse. I should 
use the words “retail business” in this paragraph, of course not speak- 
ing of bankers and other lenders who have no place in which to “hide” 
their charge. 

Nonetheless, finding it suicide both because of the obstacle of public 
preiudice rooted in the traditional “6 percent per annum” theory, or 
seizing upon the natural wish of any man or woman to think that the 
use of credit does not, in fact. involve any cost at all, a great many 
businessmen, we believe, would advertise and sell “no charge for 
credit.” Some do now. 

Senator Doveras. Do you object to the practice of the large stores 
in stating that the cost of revolving credit is 114 percent a month? 

Mr. Curyney. No, I have no objection to that. I do not believe our 
members do, speaking of the method of expression, not the rate itself. 

Senator Doveras. Since it is 114 percent per month, what is the ob- 
jection to saying 18 percent a year? 

' Mr. Cueyney. It is a pyschological objection and a tremendous one. 
I believe I shall come to it a little later. I think the psvchological 
problem would be very real. Perhaps, on the other hand, if there were 
no competition any one store might do so safely. I don’t know. It 
might be possible to advertise 15 percent or 12 “percent per annum. 
Suppose T were to say, “Yes, I agree that is all right, to advertise 18 
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percent.” We believe in actual practice it is absolutely certain that 
within a month some big store ihwe yn the street would advertise “15 
percent.” Next, one would advertise “12 percent,” knowing that the 
public then would view the original “18 percent” as aw fully high. 

Senator Doveias. You presumably believe in a competitive system. 

Mr. Curyney. That is right. 

Senator Dovexas. If it stimulated other businesses to charge a 
lower rate of annual interest, wouldn’t that be a good thing? 

Mr. Curyrney. Very true if the real charge in truth would drop. 
I think, however, it would have a bad effect. actually on the economy 
for it would force the public to figure in a manner traditionally 
strange. Even with the aid of a law, 114 percent per month strikes 
me, as I receive my monthly bill, as a ‘specific charge. I see “114 per- 
cent,” and visualize it.as a dollar and a half on a $100 balance. I see 
it right before me. The charge says $1.50 or $1.35. I know this is 
the charge for the use of the account for that month. I can think of 
it as good or bad as I look at the situation. I intend to pay the 
account over 2 or 3 months. The annual rate is immaterial to me, 
because I am not borrowing for 1 or 5 years. It has nothing to do 
with a rate per annum, but is a monthly ¢ charge for use of my account. 

Senator Doveias. If you knew it was 18 percent, you might pay 
cash in a logical proportion of the cases or borrow from a bank at, 
say, 6 to 8 percent or 9 percent. Or a credit union, and so forth. 
Wouldn't the introduction of an annual rate permit the consumer to 
make a comparison between the alternate costs and comparative costs 
of different methods of financing, whereas this 114 percent a month 
tends to not register in that respect. I mean why should we be 
afraid of the fact that 114 percent a month is 18 percent a year. I 
can’t believe that business depends upon concealing this element of 
truth. 

Senator Bennetr. May I get into this a second / 

Senator Doveias. Surely. 

Senator Bennerr. I think there’ is this element. People dealing 
with merchandise from a department store deal on a cycle of a month. 
They do not deal on the cycle of a year. They buy and their bills 
come at the end of a month, and they complete their transactions in 
that atmosphere. To attempt to translate this monthly cycle now 
into a yearly cycle is to wrench the whole pattern out of the normal 
meaning to the man who is doing the buying and selling. 

Senator Doveras. Senator, I suppose we will be diser ussing this 
for some time. 

Senator Bennerr. A long time. 

Senator Dovg.as. | merely say the mortgage rate is an annual 
rate and yet the holder, the man who holds the ; mortgage on a house 
makes monthly payments in terms of that annual rate. 

Senator Bennerr. He does not buy a new house every month. 

Senator Dow. as. But as I have been trying to urge here, if we 
have a 114 or 2 percent a month rate, that is the same as 18 or 24 per- 
cent a year. We can still make our computations based on 114 or 
2 percent of the balance, but, if it is expressed as 18 or 24 percent, the 
consumer, the buyer knows what he is paying, by not paying cash, and 
can make comparisons with either paying cash, saving money, or bor- 
rowing from other institutions. And it seems to me that the more 
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knowledge the consumer has, the more intelligent his choice will be. 
We had the greatest financial expert in the United States here yester- 
day who could not tell and did not know what the finance charges 
were on an automobile he purchased. The head of the Federal 
Reserve System, a former president of the New York Stock Ex- 
change, a former Assistant Secretary of the Treasury, and he could 
not tell. How do you expect Joe Blow to know / 

Mr. Curyney. Well, Senator, may I say facetiously I think Gov- 
ernor Martin ought to go to a high-grade automobile agency where 
they would tell him pointblank what the charges are. 

I mean I think what we have heard testified to with respect to 
automobile charges have been the fringe cases. 

We ourselves were shopping for a car just a few weeks ago, and 
they not only gave us in writing what the various charges would be 
but they went over and doublechecked, gave us the little slip of paper 
that came out of the adding machine so we could check their addition, 
every single item, and it was just a regular agency. 

I suppose we probably could find somebody who would not do that. 

Senator Doveias. Mr. Cheyney, there is just one final comment I 
want to make. Suppose this man has both a deposit in a national bank 
on which he gets 3 percent interest and also has this charge account 
upon which he is paying 18 percent. 

If instead of saying 1144 percent a month he had been told it is 18 
percent, while he has this money on deposit at 3 percent, the sensible 
man would take the money out of the bank and pay cash and save 15 
percent. 

Mr. Cueyney. Ft is perfectly possible that the average man would 
do it anyway, Senator. 

Senator Dovetas. Do you not think that you as a foundation to 
educate the consumer in the wise use of credit should encourage him 
to use that credit in the way which will cost him least ? 

Mr. Cueyney. You will find a statement in our little book, sir, that 
there are times when we stand strongly behind the consumer who does 
not want to dislodge his savings. We do not want to encourage 
to dislodge them. We hope that he will consider leaving his savings 
alone rather than draw them out for current purchases. It is very 
hard to get them back. 

Senator Dovetas. If he only gets 3 percent a year on savings but 
pays 18 percent upon the credit which he is getting, would not a sensible 
man pay cash, forego 3 percent, and save the 18 percent, and have a 
net savings of 15 percent ? 

What is wrong with that? 

Mr. Cueyney. There is nothing wrong with that, sir. I believe in 
it fully. But the credit charge we speak of might amount to 37 cents 
in dollars and cents, don’t you see? 

Senator Dovetas. I know. 

Mr. Cueyney. And it might not be worth the difficulty. 

I personally would rather let my charge account run with a small 
credit service charge on it—that is, if I would have to disturb a 3 
percent savings type of account to pay it off. 

Actually, most of us I suppose in our middle income group here 
have types of bank accounts which bear no interest, so the comparison 
would not be involved. 
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I certainly would hate to advocate disturbing a savings account. 
If I had a savings account it would be for a purpose I believe, like 
saving for education or for something. 

But my money is in a checking account, and I presume yours is. The 
problem would not arise as a comparison. 

Now, I might say that when I see this $1.50 on my charge each 
month or $1.75 I could consider seriously whether I should hasten to 
pay the cash balance. That is true. And I think that 114 percent 
pointblank charge has in itself such an impact. But if you force the 
store to tell me it is 18 percent per annum, I say “Per annum what? 
I did not buy anything per annum.” 

I went to the store, made my purchases. I asked them to send me a 
bill. I left half of it unpaid. They added $1.50 as a service charge, 
you see, and I was not using—— 

Senator Dovetas. It is payment for credit. It is not payment for 
goods. It is payment for credit. 

Mr. Cueyney. I would say the bare use of credit has nothing to do 
of itself with per annums. Nothing to do with a year. Credit is m 
trust in you and your trust inme. And if I say I will forego the col- 
lection of my money now if you will pay me a dollar and a half, that is 
credit in use, regardless of any time element really. 

Senator Doveias. Well, see, here is the point. Tf the rate of interest 
which he pays is expressed as 114 percent a month, assuming that he 
has a savings account in a national bank or in a bank that pays 3 
percent, or in a building and loan association at 4 percent, viet he 
does is to compare the 114 percent with the 4 percent or the 3 percent, 
and, therefore, he is likely to conclude, “Well, it is better for me to 
have the charge account than to withdraw.” 

But if he compares the 18 percent, which is the real basis, with the 
3 or 4 percent, then he would quickly see that it is to his advantage to 
pay cash. 

By preventing this annual rate from being given, you are standing, 
I think, in the way of a true comparison of credit costs and therefore 
not fully informing the consumer. 

Senator Bennetr. Mr. Chairman, there are other factors involved 
in this. A man who always pays cash has got to go physically to the 
store to pick up what he gets. The man who has established credit 
can call on the telephone, can send some responsible member of the 
family, and he can budget his operations. 

Senator Doveias. I may be uninformed, but I thought that credit 
started after the end of the month, that it did not start from the day 
of the purchase. That if you bought, say, on the 10th day of April 
the credit would start beginning on the Ist day of May. It is not 
figured on a daily basis, is it ? 

Senator Bennett. It is charged on the amount of the balance, on 
the balance at the end of the operating month. 

Mr. Curyney. May I interject this: If, for instance, I buy on the 
10th of the month, my bill comes in the first of the next month, if 
that is the billing date. 

Senator Doveras. And there is no credit charge on that? 

Mr. Cueyney. No credit charge. 

Senator Dove.as. The credit charge will be only if you carry it for 
another month. 
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Mr. Curyney. Right. Now, suppose I let that bill go and they 
put the credit charge of a dollar on it at the end of the second month. 
Would it be fair for the store to tell me I have paid 18 percent per 
annum? I have had a 50-day account on which the charge has been 
18 percent per annum in your figuring, sir, but based on 30 days of 
use. Actually it would be something like 1114 percent, if reduced to 
the actual 50 days of this credit that I have used. Yet the store would 
have no mathematical way of telling me exactly this, under the pro- 
posed law. 

Senator Doveras. It would be 18 percent on the amount of credit 
a fter the initial monthly period. 

Mr. Curyney. Would that not be failure to disclose then, sir, be- 
cause you have not mentioned what happened before the end of that 
period? In other words, the credit was extended at the beginning. 
I use it for 50 days. And I would then be charged 18 percent per 
annum by your figuring for the use of it for the last 30 of the 50 days 
but nothing for the fir st 20, and it would not be full disclosure to say 
18 pore per annum, in my opinion. 

I admit it is semantics, but it is very practical in my mind—that it 
is hard for a store to say what the percent per annum rate really and 
truly is if required by law. And if the store should have to.go into 
a court and testify, “We said it was so many percent per annum,” I 
think it would be just as wrong to have overstated, for the good of 
the economy, for the good of all, as to have understated it. 

Senator Dovetas. Ingenuity in human minds is really extraor- 
dinary. 

But go ahe ad, Mr. Cheyney. : 

Mr. Cuerney. Thank goodness I am not trying to operate a store 
myself. 

We can foresee a confusing period in which consumers are led into 
an even more firm conviction that the credit transaction can in fact 
be handled at 6 percent or 8 percent. per annum, or even for nothing 
at all, and in which much or all of the cost of credit operation goes 
underground, becomes inextricably a part of price. 

It is well to note here that if this should happen the result would 
damage most. unfortunately those who are in the cash lending busi- 
ness, forced to compete with what would seem to be very low rates 
in retail establishments or no rates at all. 

And those consumers who still, for one or another reason, would 
borrow funds to pay cash for their purchases would run the obvious 

risk of paying the credit service cost twice, once to the bank or con- 
sumer finance company and again to the retail store with the latter 
charge hidden in price. 

Even if a majority of retailers—by the way, in the ancient days 
when credit charge business was first emerging in the economy there 
were some people who urged retailers to put the credit service ‘charge 
in price and then send the customer over to “my lending institution, 
my bank, and we will both make a profit.” That is historically a part 
of the picture, which has been eliminated I believe 100 percent. 

Even if a majority of retailers of their own accord would not care 
to turn to this extreme to retain customer approval, the trend in this 
direction would start when some few in the competitive picture would 
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seize upon the obvious advantage of advertising extremely low credit 
service charges, stating them in their contracts in accordance with this 
proposed law, whereupon it would become foolhardy for their fellow 
competitors not to follow suit. 

Incidentally, before writing that paragraph I got in touch with at 
least 25 stores, and I asked them, and I got just this answer: “We 
cannot stand competition in the newspapers or in knowledge of the 
community that our charges are higher, for the use of delayed pay- 
ments, than our competitors.” 

Not to do so could actually ruin perfectly honest businessmen and 
institutions. 

So to our minds the greatest net effect of the passage of S. 2755 
would be to drive the true cost of credit underground, intermingling 
it in price, confusing the public far more than any reasonable number 
are confused today. 

Moreover, it would actually assess cash customers once again with 
a large segment of the total cost of the credit operation. 

This is one of the things we have worked hard to eliminate in years 
past. 

It is our belief based upon the considerable experience of the aggre- 
gate of our membership in doing credit business with the public that 
the people are not percentage-per-annum minded. We are certain 
they are not percentage-per-annum educated. 

Senator Doveias. Mr. Cheyney, I hope you will forgive what may 
seem to be an impertinent remark, and I hope you will take it as not 
coming with any animus. If-people are not “per annum” minded, 
have you not perhaps failed in your educational task? Because the 
interest rates throughout the world and throughout all transactions, 
except at certain portions of the retail level, are expressed as an annual 
percent. 

I have thought that people were somewhat percentage minded in 
terms of an annual rate. 

Mr. Cueyney. I think there is a great difference between percent- 
age minded and percent per annum minded, Senator. I really would 
stick to my guns. 

We differ in opinion; that is all. 

Senator Dove.as. I think that that is a process of education which 
should be carried on, and I invite your cooperation in this. If we 
pass this law we hope to depend upon you as worthy allies to help 
educate people to what it means. 

Mr. Cureyney. We would certainly be happy to do so, and we are 
favoring education in mathematics in this country that will help 
people learn how to budget their income and use it wisely. That is 
the basis of the foundation’s operation and existence. 

If this would do it, we would certainly get on the bandwagon in a 
hurry. We do not believe, however, that business at this stage of the 
game, with the law at its back, should be forced overnight to retrain 
the American people. It is a generation job. 

I was taught that 6 percent per annum 

Senator Doveras. Let me say there are a few vacant seats on the 
bandwagon, so that there is room for you. 

Mr. Curyney. We have been told by educators, and we believe 
this, that whereas simple percentage calculations are taught in the 
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fifth or sixth grades of the public schools, a vast majority of high 
school students could not pass the fifth or sixth grade examination in 
simple percentages per annum, were such an examination offered in 
the senior year of high school. 

Nonetheless, it is a rare American who does not understand dol- 
lars and cents relationships. 

The vast majority of American retailers clearly state in every credit 
contract the dollars and cents costs of every charged item in the trans- 
action : 

( The cash price of goods purchased ; 
(2) The amount charged for insurance, investigation, and any 
other outside charge that is added; 

(3) The downpayment or trade in payment made; 

(4) The resultant original unpaid balance; 

(5) The total amount of credit service charge added for carrying 
it; 

(6) The total amount owing; and 

(7) The number of payments to be made until the total has been 
covered, and the time and place of each payment. 

We believe that testimony to the contrary must cover fringe 
cases, that are very few as against the great aggregate. 

This method of disclosure was sufficiently universal in practice that 
in the forties the Federal Reserve System resorted to it, made it 
obligatory under the terms of regulation W. 

The action educated thousands more of retailers to the practicabil- 
ity as well as the ethics of following this course, even those who per- 
haps had not done so before. The method has become traditional in 
such a large percentage of stores as to make the exception infini- 
tesimally small. We speak here, of course, of the installment-type 
transaction. 

State laws in increasing numbers have adopted this method of dis- 
closure. No State law in this evolution, we believe, and I here inject 
with exception of Wisconsin—I learned of this particular law here 
myself today—has upset the principle nor resorted to any other. 

Where State laws have set top limits on the credit service charge, 
these limits have not been expressed in percent per annum terms but 
rather more realistically and more clearly, from the consumer’s point 
of view we believe, as a flat percentage of the unpaid balance or a 
flat total amount per $100 of commitment, such as $10 per $100 of 
original obligation. 

Specific illustrations have been presented to this committee portray- 
ing the predicament of consumers who have been sold products they 
neither understood nor needed, such as the sale of a vacuum cleaner 
to a customer who did not speak English by a salesman speaking the 
tongue of his homeland, where the product was alleged to have been 
= dl purifier needed to preserve the lives of the children of the 

amily. 

That there were monthly or weekly payments involved as part of 
a credit transaction does not have any real bearing upon the truth 
that this customer was the victim of fraud. Several existing laws, 
we believe, were broken in this transaction, and others like it, if there 
are any, and we think the addition of one more law in the form of 
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S. 2755 would have little bearing on the situation, would offer no 
real cure. 

In fact, we believe the customer of the illustration would not have 
been able to read the percent per annum disclosure had it been written 
in his contract, or the total credit service charge disclosure which 
either S. 2755 or any applicable State statute might require. 

We believe that a great majority of those who are mulcted in the 
process of either the credit or cash transaction—I might interpolate 
here. We believe, or I personally believe I had better say, there are 
more people who get what they do not think they are buying in a 
cash transaction in this country than in a credit transaction, for this 
reason : 

When a cash transaction is finished, it is over. The shyster, let 
us say, who has foisted upon the public a piece of merchandise that 
is worthless has made this sale. He forgets it. But the merchant 
who still has on his books the problem of collecting for it is much more 
worried about the quality and the value of what he has sold. 

We look askance at more cash sales than we do credit sales. 

Illustrations already offered to this committee indicated that some 
military personnel, on finding a credit service charge in fact amounted 
to 17 percent per annum—lI believe this was on the first day of the 
hearings or the second—gave it as their opinion that this constitutes 
high-rate credit practice. 

We mention this because it proves the point already made that, 
whether the credit service charge should amount to 30 percent per 
annum, 25 percent per annum, 15 percent per annum, or 10 percent 
per annum, it is the simple fact that anything more than 6 percent 
per annum becomes a high rate, or perhaps 8 percent. Yet these same 
people, knowing exactly how much work it takes for them to earn 
$100, how many days of labor and how much of their weekly salary, 
accept the same charge, simply stated in dollars, for the same credit 
transaction as reasonable. And very likely the charge is indeed 
reasonable, covering the costs of opening and closing books, investiga- 
tion costs, miscellaneous services costs, and finally the cost of the 
borrowing of money itself by the retailer or lender, 

And we would point out that even the retailer or lender who bor- 
rows such money, to carry his consumer customer, and who pays the 
traditional percentage per annum rate of the banks, is required to 
keep on balance 20 percent or so of the borrowed funds and, hence, 
actually pays an entirely different rate than the one expressed in the 
note. 

A statement was made here yesterday like this: 


Why, in treating with the consumer, can business not tell the actual facts of 
percent per annum rates when that same business— 


and I think it was a finance company that was mentioned— 
when that same finance company goes in to the money market and borrows at 
asimply stated per annum rate? 

I just wanted to say this: That the person who made that statement 
does not know how the finance companies borrow in the market. 

In addition to the stated rate that they pay, they have to present 
to the bank or insurance company a prospectus to prove the worthi- 
ness of the loan, and I have had it told me that some of those docu- 
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ments cost up to $50,000 to prepare—of course, on large loans. But 
they are expensive. 

And, furthermore, in the cases of smaller companies, the partners 
or principal officers are required to present a term insurance policy 
for each of them to cover the amount of the loan for its duration. 
And yet neither of these charges ever gets expressed into the simple 
annual interest rate that the companies pay. 

Senator Brennerr. May I add to that that the banks are required 
by the banking examiners to secure from corporations an audit pre- 
pared by a certified public accountant, for which the corporation has 
to pay, even though within the corporation there is no particular 
reason or need for the audit. This adds to the cost of securing credit 
which never shows in the simple rate per annum. 

Mr. Curynry. Yes. 

While there can be illustrations upon illustrations offered to this 
committee of credit service charges that have been unreasonable, and 
while every one of us in business quickly wil] attest to their truth, we 
believe passage of S. 2755 would multiply, not lessen, these fringe- 
case inequities. Once the credit service charge is driven underground 
because merchants dare not accept the obligation to untrain the public 
mind from the traditional 6 percent theory, there would be no way 
whatever for customers to know what they pay for credit service. 
The result would be universal secrecy, we believe, more than full 
disclosure. 

Nor is it correct to say that competition in price would forestall 
burying the credit service charge in price. A hundred and one in- 
eredients already make up every price, some of them added or omitted 
in every transaction between buyer and seller. Some show up in 
dollar adjustments in price itself. Others ie buried in quality, serv- 
ice, handling, and the lke. 

It is true that ultimately increases in prices must have their market 
effect, although since the Second World War there has been’ con- 
siderable evidence that a prosperous public with increasing margins 
of disposable income beyond the requisites for bare necessities has 
been noticeably more interested i in quality, style, usability, and other 
ingredients than in price itself. Witness the steady rise in prices in 
many well-known industries coexistent. with ste sadily increasing sales. 

To the extent that credit service charges either are forced back 
into price or that consumers are retarded from buying because of the 
per annum rates perforce expressed under S. 2755, it is obvious that 
the resultant damage would fall upon those durable goods industries 
whose distribution by the very nature of their products requires the 
use of consumer credit. 

If, for instance, the buried credit service charge, now become a part 
of price, pushes the latter beyond the point of market acceptance, the 
effect would be reduced sales. Conversely, if consumers are deterred 
by fear for an expressed 18 percent per annum rate, the effect would 
be reduced sales. 

However, it is clear historically that consumers, when they forego 
the purchase of certain products because of price or for any other 
reason, do not forthwith add comparably to their savings. 

To the contrary, they merely shift their purchasing to other lines 
where their quick available dollars purchase easily—i.e., in lower 
priced lines as in soft goods and services. 
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I point out to you, the retailers are very sensitive to this situation. 
When, for many reasons, it has become in their minds unprofitable 
to handle a larger item, or any item, they quickly stock up with some 
others, because they feel they must get their portion of the consumer 
expenditure dollar. ‘They have to, to pay their rent and salaries and 
what have you. And the item which bears the tag, any tag including 
a credit service charge tag, which frightens the public or which for 
any reason causes the public not to buy becomes the item which the 
retailer shunts into the back part of the store, to emphasize something 
else. He still sells merchandise. 

The industry, however, which made the forgotten product, would 
lose. 

The net effect upon the economy would be no real change in the 
total of consumer spending but a very real damage to the durables 
industries and a realinement of the division of the consumer dollar 
among the various products and services offered in the marketplace. 

We should add—and this we think is very important—that the 
result of this bill in this direction would be reduced sales in bad times 
as well as good times, an inflexible and unfortunate aspect. 

In the industries damaged there would be loss of work. In the 
durables industries wages are generally higher and the ratio of highly 
skilled to nonskilled workers likewise is high. These workers par- 
ticularly would be damaged through layoff, cutback in hours. 

I was a little surprised personally to find the AFL-CIO is not at all 
worried about that fact. 

The Nation must preserve carefully the ongoing growth of its 
durables industries. Their products, by and large, consist of packages 
of many services extractable only over periods of years, one at a time, 
as the consumer uses them, and thus they become too costly for the 
average consumers to buy and pay for in cash. 

If everyone could purchase these durables, larger and more costly 
products, packages of many services, for cash, our problem would 
be simple. The fact is that all the cash purchasers combined could 
not keep our modern mills at work with their belt-line production 
methods nor their men employed. 

Without the vast army of credit purchasers, the cost of most. manu- 
factured durable items would be materially higher than they are 
today. 

This means the presence in the marketplace of millions of credit 
buyers not only has reduced the price paid for these articles by cash 
purchasers but it likewise has made available the same products to 
credit purchasers at considerably lower prices than they would have 
had to pay if substantial credit buying did not exist. 

These lower prices, we believe, in most instances, far outstrip, often 
many times over, the credit service charges made throughout the 
country. 

Any law that by its impact curbs the flow of credit buying, particu- 
larly when it does so in good and bad times alike, would tend to de- 
prive all buyers of this price advantage. 

Moreover, in the acquisition of vacuum cleaners, refrigerators, auto- 
mobiles and almost any other durable product one could mention, the 
accelerated possession made possible through credit buying involves 
other cash savings in the form of eliminated alternative costs, such as 
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the cost of buying ice for an icebox, at 50 cents per day, contrasted to 
the cost of operation plus any and all credit service charges, of an 
electric refrigerator, or in valuable hours of household labor saved. 

You know, earlier in this testimony a case was mentioned in which 
an elderly man built a bathroom on his house and fixed the porch 
and found that his cost for carrying the credit over a period of years 
was something like—was it $1, 700 or $2,000, something like that? 
It raised the original price of some $2,600 to something like $5,000, 
and the payment went over 20 years or so. 

This comes to my mind. If the elderly gentleman needed the bath- 
room, and I do not know whether he did or not, but if he did and he 
rented a house that had this extra bathroom, in the same course of time 
he would have paid much more than this in rent. 

So even while the credit service charge expressed as it was looks 
awfully big, it is probably not anything like as big as the rental cost 
of a comparable piece of property. 

So one vitally concerned with accurately showing the public the 
true net effect of credit buying should c arefully note both the costs and 
the parallel savings involv ed, not, just give overemphasis upon the 
credit service costs. 

The fact that people generally have accepted credit financing indi- 

cates, we think, their know ledge that the savings involved outdistance 
the percentage added to cost by charges for the credit contract. Con- 
sumers, it seems to us, are more aware of this balance which ends up 
to their own advantage than are those who protest that the consumer 
credit system is a deadweight cost to its users. 

To the contrary~it has been noticeable in some of the testimony 
before this committee that the matter of competitive advantage ap- 
pears in this bill’s behalf. 

Deterring legitimate sales, carrying reasonable rates of credit 
charges, by introduci ing the element of distrust and fear in a forced 
expression of rates in antitraditional dress will not protect many 
people. But it will jeopardize the jobs and well being of a hundred 
times as many. 

For every fake or fraudulent transaction this bill might possibly 
prevent it would—I say it “would”; I will say it “e ould”; I wiil 
change the word if you like—kill a ‘hundred perfectly sound sales, 
purely because the principle on which it is based is not in conformity 
with the education and tradition of the people at this time. I do not 
know what we will learn in the course of a generation. I hope we 
learn much about this business and many other things of importance 
in family life and finances. 

In closing we remind the committee that. S. 2755 would constitute 
a venture of the Federal Government into the legislative prerogatives 
that traditionally, and we think under the Constitution, belong to the 
respective States. 

Thank you, Senator, very much. 

Senator Dovetas. Thank you, Mr. Cheyney, very much. 

That concludes the testimony for today. The first witness tomor- 
row is Hon. Orville Freeman, Governor of Minnesota. 

We will meet at 10 o’clock in this room. 

(Whereupon, at 4:28 p.m., the hearing was recessed, to be recon- 
vened at 10 a.m., Thursday, April 7, 1960.) 
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THURSDAY, APRIL 7, 1960 
U.S. SENATE, 


CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION AND STABILIZATION, 
Washington, D.C. 


The subcommittee met, pursuant to recess, in room 5302, New Sen- 
ate Office Building, at 10:06 a.m., Senator Paul H. Douglas (chair- 
man of the subcommittee) presiding. 

Present : Senators Douglas and Proxmire. 

Senator Doveras. The committee will come to order. We are very 
glad to welcome this morning the distinguished Governor of Minne- 
sota, Hon. Orville Freeman, who has come to Washington at great 
personal inconvenience to testify on this bill because he regards it as 
important. I understand the Governor has had some experience in 
this matter in the State of Minnesota which he would like to discuss, 
among other matters. 

Weare very glad to welcome you, Governor. 


STATEMENT OF ORVILLE L. FREEMAN, GOVERNOR OF THE STATE 
OF MINNESOTA 


Mr. Freeman. Thank you very much, Senator Douglas. I have 
come to Washington for the sole purpose of supporting S. 2755 because 
I believe it incorporates a principle of real importance to most Amer- 
icans. I have had some experience in recommending a similar bill in 
Minnesota. I think that my experience may be of some value to the 
members of this committee in their consideration of S. 2755. I pro- 
- to present: first, a brief summary of our efforts to enact into 
aw in the State of Minnesota a bill incorporating the principle under 
consideration here; a second, a summary of the reasons why I regard 
a law requiring the disclosure of the true cost of consumer credit as 
essential; and, third, my reasons for supporting the enactment of such 
a law by the Congress of the United States. 

I hesitate to read all this, Senator Douglas. 

Senator Dovetas. Please. Your testimony is very important, 

Mr. Freeman. Anyone who has studied our economy in the years 
following World War II must recognize the growing importance of 
the field of consumer credit. Consumer credit has increased eight-fold 
since the end of the war. This expansion of consumer credit has un- 
doubtedly played an important role in the expansion of our economy. 
It has encouraged mass production by facilitating mass distribution. 
It has helped to raise our standard of living by enabling Americans to 
buy consumer goods and pay for them as they are being used. Its phe- 
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nomenal expansion has resulted in a rapid extension of new forms of 
consumer credit to millions of people. 

Financial institutions that provide such credit have sought to ex- 
tend their activities by seeking more favorable legislation, by extensive 
advertising, by appeals to an expanding number of borrowers—most 
recently even to teenagers—and developing new types and devices 
of extending credit. One conspicuous characteristic of most forms 
of consumer credit is that the cost of such credit is concealed from, 
or unknown to, the consumer who uses such credit. I know that your 
committee has already heard much testimony indicating how few 
people, even in comfortable income brackets and with better than 
average education, really know how much taney pay for credit. 

When new snail ation relating to consumer credit. is proposed in 
most State legislatures, including ours in Minnesota, it is usually 
sponsored and promoted not by consumers but by those engaged in 
a business that will benefit by such legislation. They seek more fav- 
orable rules under which to operate. There is a likelihood that the 
pressures brought to bear on a legislature will be overwhelmingly one 
sided. Most of the carefully prepared testimony and skillfully pre- 
sented arguments are presented by those whose special interests will be 
served by the legislation sought. Pages of statistics are offer ed with 
conclusions so cleverly drawn that they appear most. convincing, yet 
so difficult, for the average legislator to analyze correctly that they 
remind me of the noted statistician, who was 6 feet tall, who drowned 
while wading across a stream that had an average depth of 3 feet. 
No very articulate and organized voice of the consumer is likely to 
beheard. . - 

It was because of this situation that I appointed a Governor’s Study 
Committee on Consumer Credit in 1957. I asked the committee to 
study consumer credit practices in Minnesota and to present, a report 
on facts and conclusions that might serve as a guide in developing 
legislation that would promote the public interest as well as sound 
and constructive operation of the business institutions that extend 
consumer credit. 

Since farmers and wage earners constitute the majority of con- 
sumers in Minnesota, I selected as cochairmen of this committee one 
man who represented labor and one who represented cooperatives. 
The other members of the committee were six legislators, two public 
officials—the securities commissioner and the banking commissioner— 

a public accountant, a trustee in bankruptcy, a lawyer, and one repre- 

sentative of each of the following kinds of institutions that extend 
credit: savings bank, savings and loan association, industrial credit 
company, small-loan company, commercial bank, an automobile dealer, 
a represent: itive of the ret tail federation, and a representative of the 
State credit union league. 

This committee held 20 meetings and was in session a total of more 
than 102 hours over a period of more than a year. It sought and 
heard testimony from experts in social work as well as in consumer 
finance. It devoted many hours to a study of auto sales finance and 
the problem of retail installment sales. Early in 1959 it produced a 
report, copies of which are presented to this committee, containing 
23 recommendations, for some of which it also presented conflicting 
minority reports. 
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Senator Doveias. Do you have any objection to this being made a 
part of the record, to be inserted at the conclusion of your testimony @ 4 

Mr. Freeman. Not at all, Senator. 

Senator Doueias. And also your special message to the Minnesota 
Legislature ? 

Mr. Freeman. No, sir. 

Senator Doueias. Thank you very much. 

Mr. Freeman. I would be very happy if that were done. 

Many of the recommendations were remedial measures to apply to 
Minnesota laws relative to various kinds of consumer credit, One 
recommendation was to— 


urge the enactment of a law requiring that in all forms of agreement for con- 
sumer credit the amount charged, either as interest or finance charge, must be 
stated in terms of simple interest on an annual basis. 


The committee report further stated the following: 


The deliberations of this committee have brought out clearly the variety of 
rates charged. They have also brought out the necessity for different rates 
applying to different kinds of credit. We have learned that it is sometimes 
extremely difficult to determine exactly what rate is both adequate for the 
lender and fair to the consumer. Yet we can see no valid argument in opposi- 
tion to letting the borrower know exactly what rate he is paying. 

It is noted that— 


under present laws and practices there is much confusion about actual rates, 
and charges are presented in such varying and confusing terms that only the 
most experienced borrowers are likely to know exactly how much they are 
paying. 

The committee reported that under Minnesota law maximum rates 
ranged from 8 percent simple interest. under the usury law up to 36 
percent under the small-loan law, with many variations in between, 
and that the carrying charge on installment sales was whatever the 
traflic would allow, unregulated by law. 

The committee supported its recommendation by stating that— 
it is traditional in our economy that when people are asked to invest money 
the returns are expressed in terms of simple interest. People understand what 
that means. It is likewise traditional in our economy that we permit freedom 
of choice among competitors provided there is an honest and clearly under- 
standable statement of terms. 

The committee report included no minority opposition to this 
recommendation, although in all honesty I must report that not all 
members of the committee were willing to support the proposal. 

Senator Dovueias. There was, however, no minority report ? 

Mr. Freeman. No minority report. 

During the 1959 session, I sent to the Minnesota Legislature a spe- 
cial message on consumer interests in which I recommended a simple 
annual-interest disclosure bill. In that message I presented the princi- 
ples underlying my recommendations as follows: 

Government today must be concerned with the economic welfare of the people. 
Under our philosophy of free enterprise, the production and distribution of goods 
is almost wholly in private hands. Powerful groups of producers compete with 
or combine with each other. Among other things, government is charged with 
the responsibility of fixing and enforcing the rules of the game. In carrying out 
this function, government is expected to represent the public interest. In other 
words, in the conflicts and competition between various producing groups, gov- 
ernment should represent our interest as consumers, the one interest that we 
have in common. 
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Yet experience has repeatedly shown that grave difficulties beset this repre- 
sentation of the consumer or the public interest. Agencies and commissions 
set up to regulate various communications, transportation, and other economic 
activities are subjected to pressures and influence on the part of those very 
groups they are supposed to regulate in the public interest. When new rules of 
the game are proposed in the form of new regulations or new legislation, those 
most active and effective in pressing their points of view on government agencies 
or on the legislative bodies are the specific interests concerned. 

Such special representation of interests, whether in the form of lobbying or 
various other kinds of pressure, is an accepted feature in our government. It 
is not necessarily an evil in itself, for all life in our modern interdependent 
society must involve a compromise of conflicting interests. If the conflicting 
pressures would counterbalance each other, a balance could be achieved. But 
such a compromise or balance can be acceptable only if the strengths of the 
various pressures are at least approximately in proportion to the numbers of 
people whose interests are represented in each pressure group. 

There is one economic interest that is almost always underrepresented where- 
ever these conflicting pressures meet, and that is the consumer interest. Thus 
the voice that really expresses the interests of the greatest number has the 
weakest voice in our councils. Government should, therefore, make a special 
effort to strengthen that voice. 

One field in which vast numbers of consumers have a deep interest of in- 
creasing importance is that of consumer credit. Few areas of economic activity 
have expanded as rapidly in the postwar period. Whereas the volume of con- 
sumer credit in the United States amounted to only $8 billion in 1946, by 1958 
it had increased more than 500 percent to a total volume of $48 billion. This 
rapid increase in volume has been accompanied by increased sources and kinds 
of credit and by pressures for various changes in laws regulating or affecting 
the extension of credit to consumers. Each recent session of the Minnesota 
Legislature has witnessed such proposals for change, and some changes have 
been made. 

Proposals for changing the rules applying to one or more types of institutions 
that extend credit are usually sponsored by the institutions concerned, and are 
made for their benefit. This is entirely in order. However, members of the 
legislature and other public officials are obligated primarily to protect the 
interests of all the people, even as they maintain a proper concern for a fair, 
equitable, and favorable climate for the development of all legitimate business 
enterprise. We cannot fulfill our responsibilities effectively unless we have at 
hand all of the pertinent information. I, therefore, appointed a special study 
committee on consumer credit more than a year ago to study the overall picture 
of sources and terms of consumer credit in the State of Minnesota. 

This study committee on consumer credit consists of 21 members, including 
members of the legislature, representatives of each of the principal kinds of 
institutions that extend consumer credit in Minnesota, and leaders in the fields 
of agriculture and labor, and consumers themselves. I am very much impressed 
with the amount of work, study, and serious discussion which members of this 
committee devoted to their task. I have given its report and the recommen- 
dations it contains careful consideration; and the principal recommendations 
that I now make in the field of consumer credit are based on the recommen- 
dations of this study committee. 

The committee recommendation that I believe would offer the greatest pro- 
tection to the consumer who needs credit is the enactment of a simple law which 
would require that in all forms of agreements for consumer credit the amounts 
charged either as interest or as finance charge must be stated in terms of 
simple interest on an annual basis. 

Consumers should expect to pay a fair price for credit, just as they should pay 
a fair price for goods they buy. But, just as they are entitled to know the exact 
nature and price of merchandise they purchase, they are entitled to know the 
price they pay for credit, in terms they understand. At the present time interest 
rates and/or carrying charges range all the way from an amount equivalent to 
5 percent per annum or less to more than 60 percent per annum. In a high pro- 
portion of cases the individual securing credit does not know that our competi- 
tive system applies to this field of enterprise as well as to others, and that by 
knowing all the available sources and their true, comparative interest rates he 
might be able to secure credit more advantageously from one source than another. 
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The committee went on to say that— 


Under present laws and practices there is much confusion about actual rates and 
charges are expressed in such varying terms that only the most experienced are 
likely to know exactly how much they are paying for credit. It is reasonable 
and fair that different kinds and amounts of credit, with varying degrees of risk 
to the lender, should vary in cost—and we know that it is sometimes extremely 
difficult to determine exactly what rate is both adequate to the lender and fair 
to the consumer. Yet it is traditional under our laws and practices that we fix, 
by legislative action, the maximum rates and charges that can be made by credit 
agencies. These legal maximums are now the major protection that exists 
against exploitation of the borrower. 

The enactment of this simple requirement for a statement of true simple in- 
terest rates would, however, offer such an additional degree of protection that 
the exact determination of maximum rates and charges would be of less critical 
importance. The statement of charges and interest in terms of their equivalent 
in true simple interest rates, and thus in clearly understandable terms, would 
make possible effective freedom of choice among competitors, a principle that is 
traditional in our free enterprise economy. We depend upon competition to pro- 
tect consumers against exploitation in many fields of goods and services, but 
competition can perform this function only when all factors are expressed in 
clear and comparable terms. 


After the presentation of this special message, identical bills to pro- 
vide for the disclosure of the simple annual interest rates were intro- 
duced in both the house and senate of the Minnesota Legislature. A 
few weeks thereafter I sent a letter to each member to emphasize the 
importance of these bills as the— 
most important of all bills in this field from the point of view of the people whose 
interests we are elected to serve. 

The bills remained in committee in both houses. 

Hearings were scheduled in the house of representatives, but the 
committee never got around to holding such hearings or to discussing 
the bill in committee. 

The bill received some public support, from a few credit unions and 
labor unions, and from many interested individuals. Representatives 
of one of the large independent commercial banks helped us with the 
bill but took no stand publicly. 

The nature of the opposition to the bill is worth noting. Opponents 
presented oral and written arguments to members of the committee 
and to other interested members of the legislature. In general, the 
opposition was along two lines. 

The first was typified by the following quotation from one of the 
letters sent to all members of the legislature e: 


No retailer can afford to extend credit at simple interest rates the public is 
familiar with. 


Which, in effect, was saying that “If the public knew what we are 
doing to them we couldn’t possibly do business with them,” which I 
think wasa slip. 

The second approach was less frank but more prevalent. It took 
the position that for installment credit the calculations necessary to 
present an honest statement of the simple annual interest rate were 
so complicated that compliance would be impossible. I can illustrate 
by the following quotations from the credit manager of a large retail 
establishment who said: 


It [the bill] provides for the use of professional idiom, completely alien to 
the layman’s knowledge [and] the intent of the proposed simple interest bill 
cannot be achieved. 
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I think it appropriate to add that this same general credit manager 
confessed, in his letter, that— 


I still haven’t been able to figure out my mortgage. 


The difficulty in computation was particularly emphasized with 
regard to the practice of adding on new credit purchases after a 
former contract, was only partly fulfilled, and with regard to the prac- 
tice of “ballooning” in contracts for the purchase of automobiles. 

Incidentally, some of our most general complaints with the situation 
as it exists relative to this practice of “ballooning” as illustrated by 
the man who bought a car, owed a principal balance of $3,000, to which 
was added a time price differential of $886.88, who paid 28 payments 
of $35 each, amounting to $805, and at the end of 2 years owed a 
balance of $3,081.88. This balloon really did rise to outer space. 

Senator Doveras. In other words, Governor, this is a case where 
a& man paid a total of $805 on a car, the original cost of which was 
$3,000, and at the end of the 2 years his debt was greater than his 
original- 

Mr. Freeman. Than what hestarted with. That is correct. 

Another unsigned, mimeographed argument against the bill that 
was circulated among our legislators emphasized two points. First, 
it maintained that a time price differential is not the same as interest 
because the former includes administrative costs such as credit in- 
vestigation and the servicing of accounts, as if other forms of lending 
did not also require investigation and servicing. Second, it repeated 
the charge that the proposal was entirely impractical from mathemati- 
cal and operating standpoints. 

A third argument sometimes used was that customers did not want 
to know the interest rate but merely the monthly payment. 

Senator Doveras. We have had those arguments in the last 2 days, 
Governor. 

Mr. Freeman. I have read some of them, Senator. 

I would like to make a few comments with regard to these argu- 
ments in opposition to a simple annual interest rate disclosure bill. 

First, I do not believe the argument that “no retailer can afford to 
extend credit at simple interest rates the public is familiar with,” 
because some retailers do just that, and do it today. But. the very 
presentation of this argument is evidence, not only of how high some 
of the charges are, but “of how defective ‘ly they are expressed. One of 
the complaints we received in Minnesota was that of a young couple, 
both college graduates and both holding good positions, who bought 
furniture on time at what was described as a 5 percent carrying 
charge, only to discover that the charge was 5 percent a month. 
When they learned the facts they were able to get a credit union loan 
at the rate of 12 percent simple annual interest instead of the 60 per- 
cent they would otherwise have been charged. 

Second, I regard the difficulty of computation argument as pretty 
much of a smoke screen. It would seem as though some of the tech- 
niques of extending credit have been designed to conceal instead of 
disclose the true cost, and that in such cases computation is inten- 
tionally difficult. I have no doubt that the ingenuity of credit insti- 
tutions will be sufficient to devise methods of extending installment 
credit. in which the true cost: of credit can be calculated and expressed 
in terms of simple annual interest that the consumer will understand. 
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I might add to this by saying that I am certainly no actuary or 
accountant, but in reading some of this testimony I very quickly 
became totally and completely confused. But I would wonder if the 
purpose of Government regulation in this field is not, in addition to 
making it possible for the companies and the retailers to operate, 
also to protect the consumer. If we have something that is so com- 
plicated that allegedly even those extending the c redit cannot under- 
stand it or calculate it, we have something on our hands that ought to 
be simplified. These very arguments in terms of its very complexity 
may well have been the strongest arguments in terms ‘of requiring 
that something be done about it, so the public by and large can under- 
stand it. Conceivably the best way would be this simple proviso if 
we assume, which we believe to be the case—and it is challenged in 
some of your testimony—that the best measure that we have is that of 
simple interest, which people are more familiar with certainly than 
anything else. And having seen the ingenuity of some of the methods 
of financing today, I personally have no doubt that all of those who 
are denling in this area would quickly develop methods to conform 
to the utilization of simple interest. 

Senator Dovcias. Just one point, Governor. When you say “simple 
interest” that would be simple annual interest on the unp: aid balance 4 

Mr. Freeman. That is correct. That is what I mean to say; yes, 
sir, 

We did not succeed in enacting our simple interest bill in Minne- 
sota on this first attempt. There was opposition, though not much 
that was publicly expressed. I believe that the chief reason for its 
failure, however, was lack of sufficient education and understanding. 
Interest and support have been growing steadily, and I look forward 
to greater success the next time. 

Incidentally, | think as I talk to people, particularly retailers, 
that they basically would welcome something being done about this, 
and particularly those who—— 

Senator Dovcras. The Retail Federation testified against the bill, 
Governor. 

Mr. Freeman. I certainly would not challenge the Retail Federa- 
tion in its representation of the individual mere chants. I would only 
cay that as 1 talked to many individual merchants they would like 
to be protected in their desire to do the right thing in relation to 
this. I have found considerable support for this proviso, although 
I must say frankly those who do so do not get on the street corner and 
holler about it, but there are many who are not supporting it. 

I should like to turn now to my second point, a summary of the 
reasons for enacting a bill requiring the disclosure of the true cost of 
consumer credit. 

First let me summarize these, so as not to burden you. 

Senator Doueias. Governor, ‘there will not be a rolleall until 11 
o'clock, so take your time and go ahead. 

Mr. Freeman. First, a disclosure of the true cost of credit, in terms 
of simple annual interest that all can understand, is essential if we 
are to uphold the principle of honesty and integrity in business, of 
free competition, and of intelligent consumer choice. 

For the great majority of American business, honesty has proved to 
be the best policy. No reputable businessman would defend a prac- 
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tice of concealing the cost of the products he sells. Why should he 
try to conceal the cost of credit? Yet you have pages of testimony 
here, and I could provide pages more, that indicate that under the 
practices now followed in the consumer credit field the majority of 
consumers who use credit do not know what it costs. Does it follow 
then that the majority of those who extend credit do not know what 
it costs‘ I wonder if a businessman could operate without knowing 
what interest he collects or what interest he is paying. It strikes me 
that he cannot, or at least that it is a strange kind of business opera- 
tion if he does not know. If he does know why can he not work out 
a system of transmitting it so the public could know ? 

Sometimes this lack of knowledge may be the result of indifference. 
Often it is being deliberately fostered. One member of my staff— 
this is in the Governor’s office—wrote to the company that financed his 
automobile to ask what interest he paid last year, in order that he 
might deduct that amount for income tax purposes. He received a 
reply (1) thanking him for his inquiry, (2) quoting from the Internal 
Revenue Service to the effect that the law allowed a deduction equal 
to 6 percent of the average unpaid monthly balance, (3) stating what 
his average unpaid monthly balance had been during 1959, and (4) 
saying “beyond this quotation, of course, we cannot advise you as to 
your personal tax liability.” When he calculated the true annual 
simple interest he had paid he found it to be, not 6 percent on the 
average unpaid monthly balance, but close to twice that amount. 

Senator Douetas. In other words, Governor, you do not propose to 
reduce the maximum rate but merely to require the rate to be stated 
as an annual rate, is that not true, on the outstanding unpaid balance? 

Mr. Freeman. Correct, sir, so there might be competition. I have 
come to be more and more a believer in competition rather than regu- 
lation as a means of protection. I think competition if it is effective 
is much more effective than regulation. 

Senator Dove.as. I agree with you. We both have been sometimes 
attacked as not believing in the competitive system. I want to say 
that I-thoroughly agree with you on this point. It is extraordinary 
how so many supposed defenders of the competitive system do not 
seem to believe in it when it affects their own concern. 

Mr. Freeman. It is just as indefensible to mislead a consumer as 
to the cost of credit as it is to mislead him as to the nature and con- 
tent of foods and drugs or the fiber content of material. 

Disclosure of the cost of credit in uniform, understandable terms 
is essential for free competition in the field of credit. The objection 
is sometimes made that a disclosure law would lead to arbitrary and 
undesirable regulation of interest rates and credit terms, but I believe 
the opposite is true. Our first consideration of a bill of this kind in 
Minnesota arose out of the difficulty in arriving at just what ought 
to be a maximum interest rate on small loans, a maximum that would 
prevent exploitation of the borrower and at the same time permit 
sound and responsible business to succeed. We recognized that dif- 
ferent kinds and amounts of credit call for different rates of interest, 
and therefore we recognized the difficulty of arriving at a fair maxi- 
mum. But we felt that the actual ceiling on the rate to be charged 
would be less important if all forms of credit were offered at rates 
that were comparable and easily understood. Under such circum- 
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stances, competition could serve as a regulator and the consumer 
could make an intelligent choice based upon his own needs and his 
own credit rating. 

Secondly, I believe a disclosure of the cost of credit would have a 
wholesome effect on our economy, in both its social and individual 
aspects. 

I believe that the wise use of consumer credit can be and has been a 
good thing for both the individual and the economy. But exploitation 
is hever a . good thing, nor is concealment. The unwise use of credit, 
without measuring the values involved, can lead, and has too often 
led, to individual economic loss, to family bankruptcy, and to personal 
tragedy. It is therefore in the interest of individual well-being to put 
consumer credit on a sound, understandable basis. 

For the economy as a whole, the overextension of credit can threaten 
stability. Excessive credit costs that are made possible by the con- 
cealment of the amount of those costs add to the high cost of living. 
Excessive selling on deceptively easy payment plans can sap public 
and private capital, diverting it from public and private essentials 
into an overconsumption of nonessentials. 

This bill, then, is essential in the interest of establishing the prin- 
ciples of honest labeling, free competition, and intelligent consumer 
choice. It is likewise essential for sound individual and family 
economics and for the good of our economy as a whole. 

Thirdly, why should Congress act? I hope that the Congress of 
the United States will enact the bill we are discussing today. If I 
were to suggest any change I would urge an amendment to strengthen 
it by requiring disclosure in adv ertising as well as to each person to 
whom such credit is extended. 

Senator Dovetas. In other words, in the words of Warren Hastings, 
Governor, I am astonished at my own moderation. 

Mr. Freeman. I note that the bill provides for exceptions in the 
case of substantial compliance achieved under the law of any State. 
It may therefore be appropriate to state why I support Federal legis- 
lation on this subject t and at the same time continue to urge such legis- 
lation in my own State. 

Senator Doveras. May I interrupt a moment at this point. The 
testimony of the representatives of the retail consumer finance insti- 
tutions and retail stores has been to favor State action and not Federal 
action. May I ask you if you received support in your State from 
the private loan institutions for your State law ? 

Mr. Freeman. No; we did not, Senator. 

Senator Doveras. Did they oppose it? 

Mr. Freeman. They opposed it. 

Senator Dovaras. Did you receive support from the State federa- 
tion of retailers 

Mr. Freeman. No. 

Senator Dovatas. Did they oppose it ? 

Mr. Freeman. Yes, sir. 

Senator Douctas. In other words, in Washington these groups are 
for State regulation, but in Minnesota they are not for State regu- 
lation ? 

Mr. Freeman. That has been our experience to date. 
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Senator Doveras. I might say that was the experience which we 
found when we were working on the question of minimum wage and 
unemployment compensation and old-age security. Groups would say 
they were for State action, and then when we had gone to the State 
capitals we found these groups opposed to State action there. 

Mr. Freeman. Permit me to express, in general terms, my attitude 
toward Federal-State relationships. In speaking on this subject at 
the annual Governors’ Conference in May 19538, I expressed it as 
follows: 

In the imagery of many people, our American government appears like a 
cake with three distinct layers, the top labeled Federal; the middle, State; the 
bottom, local. The truth is that our government is not like that at all. In 
reality it is—in the apt metaphor first used, to my knowledge, by Professor 
Morton Grodzins of the University of Chicago—like a marble cake, in which the 
several levels of government are intertwined and interlocked. We can no more 
separate functions and label some Federal and others State and regard such 
division as forever immutable than we can separate the States themselves from 
the Union. To attempt to isolate functions and assign them to one or another 
level of government is to attempt the impossible. 

It is often because of false assumptions regarding Federal-State 
relations that we hear the cry of “States rights.” And that same 
“States rights” battle cry is frequently used—not to reserve some 
power or function to the States—but to prevent its being exercised at 
all. Where this has not been the case, we have developed pragmati- 
cally here in the United States a workable and effective coordination 
and Federal-State cooperation. 

We have both Federal and State laws on labeling and honest adver- 
tising. Federal'deadership has often stimulated progressive State 
action, as in the fields of unemployment insurance and inheritance 
tax. The: possible exercise of a Federal power, as in the insurance 
field, can induce States to undertake effective regulation themselves 
if they prefer that to Federal regulation. We are accustomed to 
both National and State banks, which have their function in the 
whole complicated structure of money and credit. 

The burgeoning field of consumer credit and the problems it 
involves are national in scope. The big financial institutions are 
nationwide. Mail-order credit is increasing. 

In the growing installment credit field, the total absence of any 
effective legislation in some States and the lack of uniformity among 
the States that have adopted an installment sales act of some kind 
leaves the major areas of installment sales financing totally unregu- 
lated. ‘The interstate sale and discounting of trade acceptances and 
commercial paper is an integral and indispensable part of the financ- 
ing of installment sales. 

Senator Doveias. You are making a very interesting point. You 
are saying that though the extension of credit may be local that the 
financial institutions which deal in wholesale credit tend to be 
national. 

Mr. Freeman. Correct. 

Senator Dovetas. And that, therefore, these local extensions will 
merge nationally into a countrywide acceptance ? 

Mr. Freeman. That is correct, and increasingly so. 

The establishment of uniform standards and practices would appear 
almost essential to the efficient operation of this gigantic credit sys- 
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tem. To require financial institutions to tailor their forms and 
practices to each State’s separate laws is in itself an additional burden 
and expense that the consumer should not be required to bear. 

Even more important, the adoption of a bill such as §. 2755 would 
impel those States that have dragged their feet in this important area 
of legislative responsibility to adopt effective measures to protect con- 
sumers from overreaching on the part of selfish or unscrupulous 
lending agencies. 

In this important area, action is necessary in the interest of the 
American people, and I believe it may be easier to achieve such action 
by Congress than from the several States. I believe that here in 
Congress you are less subject to immediate pressure of special 
interests. 

Senator Doueias. What an optimist you are, Governor. 

Mr. Freeman. It is all a question of degree, Senator. 

Legislation is a full-time job for you. You hav e superior facilities 
for getting at the facts through heari ings such as this. 

Credit is a very important part of our money economy, and con- 
sumer credit is of constantly increasing importance in that economy. 
It must be a matter of concern to the Federal Government. Your 
action on this bill can set standards for a sound and honest basis of 
consumer credit throughout the Nation. Such action will encourage 
those States that would prefer to have enforcement closer home to 
enact their own laws. It can provide a uniform standard that will 
facilitate compliance for the institutions involved. It can provide 
the kind of education and arouse the kind of public interest and con- 
cern that will result in the elimination of ignorance and exploitation 
in the field of consumer credit, while it promotes the sound and con- 
structive use of that credit to the end of higher living standards, 
economic growth and the general welfare. 

Senator Dovenas. Thank you very much, Governor. I wonder if 
you would be willing to tell the committee about some of the lobbying 

techniques which were used to defeat your bill. 

Mr. Freeman. The bill actually did not come to hearings. 

Senator Doveras. I understand. 

Mr. Freeman. I have some ideas, but I am not sure as to why it did 
not get to hearings. 

Senator Dove as. Generally, the Governors keep very close watch 
on their legislatures and know what is going on. I may say that, as 
you know, testimony before a congressional committee is privileged, 
and you are not subject to libel suits. 

Mr. Freeman. There was enough pressure brought to bear and op- 
position to this that it was not brought to hearing, ‘although I tried to 
get it brought to hearing. 

In all fairness, the bill was not introduced until the session was well 
along, and there was a great deal of time pressure. So I would not 

rant to be unfair in connection with it. Suffice it to say that I urged 
very strongly that hearings be held on it, and hearings were not held 
on it in either the House or the Senate. 

Senator Dovatas. In addition to the retail merchants and the per- 
sonal credit institutions, what other groups were opposed to the bill ? 

Mr. Freeman. These were the most prominent. 

Senator Doueias. How about the automobile dealers? 
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Mr. Freeman. These as well were, although they were not quite as 
prominent in connection with it. I would say the retail merchants 
more or less carried the ball. 

Senator Dovetas. Governor, you threw out a most interesting sug- 
gestion in a couple of places in your testimony. That was the sug- 
crest ion that there might be cooperation between the Federal Govern- 
ment and the States. Would you care to develop that ? 

Mr. Freeman. I have felt for a long time that the concept of 
States rights is an arbitrary principle that is set up somewhere as a 
determinant; that it is just not sound or practical and does not repre- 
sent the true facts; that we have in many areas worked out good oper- 
ating relationships on a very pragmatic basis, and this ought to be 
the case here as well; and that the Federal Government very often 

can and should lead the way. It has at its disposal gener ally the 
superior talent, not always, but in terms of expertness, in terms of the 
committees that are standing committees of the Senate and the House 
and that operate over a full-time basis. With the people available here 
in Washington, particularly talented research personnel, the Federal 
Government can provide a service function, and does, to the States, 
In the enactment of legislation with a proviso such as you have in this 
bill, if the States see fit to act conforming to certain minimums set 
down in the Federal law they then could do so. This has been the case 
in many, many areas and would seem to be very practical here. 

Senator Doveras. This last point I think touches on a very signifi- 
cant feature. You are suggesting that the Federal law could set 
minimum standards and that where the State law came up to or 
exceeded those standards that the State would administer its own 
law. But that where there was either no State law or a State law 
which did not come up to those standards then administration could 
be in the hands of a Federal agency. Is that what you are saying? 

Mr. Freeman. That is what I think would be very practical and 
would have very satisfactory results. 

Senator Doveras. Under these conditions, if the States wished to 
act they could do so by the simple device of acting ? 

Mr. Freeman. Correct. 

Senator Dovetas. But if they did not wish to act then the Federal 
Government would assume residual responsibility ? 

Mr. Freeman. That is right. 

Senator Dovetas. That is a very creative suggestion, Governor. 

I wonder if you would be willing to assign some member of your 
staff or yourself to work with us to explore the possibilities of de- 
veloping details of such an arrangement. 

Mr. Freeman. I would be very happy to do so, Senator Douglas. 

Senator Doveras. Yesterday we had a witness testifying for the 
National Foundation for Consumer Credit, who stated as follows: 

The greatest net effect that this bill would have would be to drive the true 
cost of credit underground; that is, the retailers would pad credit charges in the 
price of goods instead of stating them openly and fully. 

Do you care tomake any comments on that statement ? 

Mr. Freeman. I think that it is a rather disgraceful statement. 

Senator Doveias. Pardon ? 

Mr. Freeman. I think that it is a rather disgraceful statement. It 
says in effect that if we are not allowed to do this as we see fit we are 
going to do it even more underground than we are doing it now. 
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Senator Dovueias. Was this argument used against your bill in 
Minnesota ¢ 

Mr. Freeman. Again, Senator, there were no hearings officially held 
on it, and so I could not, as I say, state that this was expressed. But 
to say that it is going to be even worse than it is now “ we try and 
regulate what is a confusing and difficult picture now is, I think, 
totally negative as an approach to the problem. 

Senator Dove.ias. The same gentleman stated that people are not 
“percentage per annum minded.” I remember his testimony. He 
said people were accustomed to thinking in terms of dollars and cents 
or interest on a monthly basis, not a yearly basis. 

It has been some time since I studied arithmetic, but as I remember 
my arithmetic books they always computed interest in annual terms. 
Governor, you are appreciably younger than I, and you have studied 
the more modern arithmetic methods. I wonder if these have been 
changed in recent years. If you remember your computations of 
arithmetic in grade school, did you do these on an annual basis or on a 
monthly basis % 

Mr. Freeman. The Senator puts me in a very difficult position, 
because it was so long ago I did it I really do not remember. 

Senator Doveas. I may say for the record I have asked the Library 
of Congress to examine the 20 most important textbooks in arithmetic 
and find out whether interest is computed on a monthly basis or a 
yearly basis. I have told the authorities in the Library of Congress 
that all I want are the facts. 

It would be very interesting to find out whether the American pub- 
lic really has been taught to compute interest on a monthly basis or 
ona yearly basis. 

(The information referred to follows :) 


THE LIBRARY OF CONGRESS, 
LEGISLATIVE REFERENCE SERVICE, 
Washington, D.C., April 7, 1960. 
To: The Honorable Paul H. Doug! as. 
From: Education and Public Welfare Division. 
Subject: Survey of textbooks currently in use for method of teaching computa- 
tion of interest rates. 


The following quotations from 20 current textbooks for elementary and high 
school arithmetic courses, selected on a random basis, indicate that interest is 
commonly computed and stated as a rate per year. 

1. Brueckner, Leo J., Foster E. Grossnickle, and Elda L. Merton, “The New 
Mathematics,” Book II (Philadelphia, John C. Winston Co: 1956) p. 165 

“The rate of interest is expressed as a percent. What rate does the bank 
charge? This is the rate for a year.” 

2. Buswell, Guy T., William A. Brownell, and Irene Sauble, “Arithmetic We 
Need” (Boston, Ginn & Co., 1956), p. 86: 

“On a $1,200 loan Mr. Brown paid interest at the rate of 6 percent a year. 
How much was the interest for 1 year?” 

3. Carpenter, Dale and George F. Drake, Jr., “Applying Arithmetic” (New 
York, Macmillan Co., 1957), p. 128: 

“To find the interest we multiply the principal by the rate by the time. 

“This fact is stated by the interest formula above [i=prt]. The meaning of 
each letter in the formula is given below: 

i=the interest in dollars. 

p=the principal, expressed in dollars. 
r=the rate of interest. 

t=the time, expressed in years. 


53615—60———32 
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4. Clark, John R. and Rolland R. Smith, “Teacher’s Edition for Growth in 
Arithmetic,” Revised (Yonkers-on-Hudson, New York, World Book Co. 1957), 
p. 192: 

“Interest formula.— 

“1. John wanted to compute the interest on $500 at 6 percent for 3 years. He 
thought: 

“Interest for 1 year=0.06 & S$500=$30 

“Interest for 3 years=3 X $80=$90 

“Explain how these answers were obtained. 

“2. To find the interest on $500 for 9 months at 6 percent, John would think: 
“Interest for 1 year=0.06 & S500= $30 
“Interest for 9 months=9/12 or 3/4 of $830=$22.50 
“How did he get the $30? the 9/12? the $22.50?” 

5. Carlson, Paul A., Hamden L. Forkner and Lewis D. Boynton, “20th Century 
Bookkeeping & Accounting” (Cincinnati, South-Western Publishing Co., 1957), 
p. 368: 

“Interest on notes.—A note that bears interest is said to be interest-bearing. 
If it does not bear interest, it is said to be non-interest-bearing. Interest is 
expressed as a percentage of the principal. This percentage is known as the 
interest rate. Interest at 6 percent means that 6 cents will be paid for the use 
of each dollar borrowed for a full year. When a note runs for less than 1 year, 
the amount of interest is found by determining what fraction of a year the 
time is. That fraction is then multiplied by the amount that would be charged 
for a full year. For example, if the time of a note is 6 months, which is one 
half of a year, the amount of interest would be one half the amount that would 
be paid for a full year.” 

6. Douglass, Harl R., Lucien B. Kinney and Donald W. Lentz, “Everyday 
Arithmetic” (New York, Henry Holt & Co., 1950), p. 84: 

“You have seen that to find the interest, you multiply the principal by the 
rate, and then multiply this result by the length of time the money was used. 
The time must be expressed in years. A simple way to write this is as follows: 

Interest= principal X rate X time. 

“By using letters to represent words, this rule may be written as a formula: 

I=pX<rxt or I=—prt.” 

7. Gager, William A. et al., “The Scribner Arithmetic,” Book 8 (New York, 
Charles Scribner’s Sons, 1955), p.117: 

“Interest is principal times rate of interest times the time in years; that is, 
I=prt.” 

8. Lasley, Sidney J., and Myrtle F. Mudd, “Arithmetic in Life and Work” 
(Englewood Cliffs, N.J., Prentice-Hall, Ine. : 1958), p. 187: 

“Interest.—The sum of money borrowed is the principal (p) ; the money paid 
for the use of the principal is the interest (i); the percentage of the principal 
that is to be paid as interest is the rate (r); the period allowed for the repay- 
ment of the principal is the time (t) ; and the sum of the principal and interest 
isthe amount (a) * * * 

“The time (t) is computed as 360 days to the year by banks in computing sim- 
ple interest. The time should be expressed as a fractional part of 1 year. For 
instance: (a) 90 days=90/360 or %4 year * * *” 

9. Lennes, N. J., and C. W. Sutton, “Economic Mathematics” (Boston, Allyn 
and Bacon, 1950), p. 296: 

“The General Equation of Interest—By the definition of interest we have: 

“Interest=principal X rate < time 

“The rate is expressed in terms of percent and the time in terms of years. 
The difference between ordinary and exact interest lies in the difference in com- 
puting the time.” 

10. Mallory, Virgil S., et al., “Commercial Arithmetic” (Chicago, Benj. H. San- 
born & Co., 1956), p. 213: 

“General money is borrowed for less than a year. In such eases, to find the 
interest, express the time as a fractional part of a year. Thus, 2 months is 
14 year, 3 months is 4 year, 6 months is % year, ete. 

“When interest is computed for a certain number of days, the number of days 
is changed to a part of a year. For ordinary interest purposes the year is con- 
sidered to have 360 days. Thus 40 da. is 40/360 or % yr.; 140 da. is 140/360 
or Ag yr., ete.” 
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11. Mallory, Virgil S. and Kenneth C. Skeen, “Higher Arithmetic” (Chicago, 
Benj. H. Sanborn & Co., 1955), p. 114-5: 

“In a similar way, if you use money borrowed from another person, you 
must pay him for the use of it. The amount you pay for the use of money on 
a loan is called interest. The amount of interest you pay depends upon the 
amount you borrow (the principal), the time you have it, and the rate of 
interest. The rate of interest is a certain percent of the amount borrowed; 
rate of interest is usually though of as a certain percent a year * * * 

“The rule for finding interest is: Interest equals principal times rate times 
time, where time is the number of years. The formula for this rule is: 

T=. 

12. McSwain, E. T. and Ralph J. Cooke, ‘Understanding and Teaching Arith- 
metic in the Elementary School” (New York, Henry Holt & Co., 1958), p. 
224-225: 

“Interest.— 

“For various reasons, people are willing to pay for the use of money and others 
are willing to loan their money if they get paid for making the loan. The amount 
paid is called interest, the amount borrowed or loaned is called principal, and 
the rate of interest per year is stated as a percent of the principal. Interest is 
really a special application of percent because principal and rate as well as time 
must be considered in computing interest cost.” 

13. Morton, Robert Lee, et al., “Making Sure of Arithmetic” (New York, Silver 
Burdett Co., 1952), p. 32 

“Borrowing money. 

“Mr. Clark wanted to have the roof of his house repaired at a cost of $350. 
He borrowed the money from the bank. When the money was returned, we say 
that the loan was repaid. Mr. Clark also had to pay for the use of the $350 he 
borrowed. Money paid for the use of borrowed money is called interest. 

“1. Mr. Clark paid interest at the rate of 4 percent a year. This means that 
he had to pay 4 percent of the amount he borrowed for the use of that amount 
for 1 year.” 

14. Piper, Edwin B., Joseph Gruber and Preston E. Curry, ‘Applied Business 
Arithmetic” (Cincinnati, South-Western Publishing Co., 1959), p. 152: 

“Interest formulas.—The principal multiplied by the rate gives the interest 
for 1 year. 

“Principal X rate=interest for 1 year 

“Interest for a period other than 1 year is found by multiplying the interest for 

1 year by the time in years. 
“Principal X rate X time= interest 

“Thus the interest on $1,000 at 6 percent for 3 years is $180: 

$1,000 < 0.06 x 3=$180 

“For a period equal to'’4 of a year, the interest would be $12: 

“$1,000 x 0.06 & 14 =$12.” 

15. Stone, John C., and Virgil S. Mallory, ‘“‘New Higher Arithmetic” (Chicago, 
Benj. H. Sanborn & Co., 1938), p. 204-05: 

“In the exercises you have already solved you have seen that the rate of 
interest means a percent of the principal paid each year for the use of the money. 
Thus ‘6 percent interest’ means that 6 percent of the principal is paid for 1 
year’s use of the money borrowed. 6 percent a year would be at the rate of 
one-half of 1 percent a month.” 

16. —, and Clifford N. Mills, “Unit Mastery Arithmetic” (Chicago, Benj. 
H. Sanborn & Co., 1938), p. 74: 

“Money paid for the use of money is called interest. 

“The interest to be paid is a certain percent of the money borrowed. This is 
called the rate of interest. The rate of interest is generally expressed on the use 
of the money for 1 year. 

“Interest at 6 percent means 6 percent per year.” 

17. Thompson, J. E., “Arithmetic for the Practical Man” (New York, D. Van 
Nostrand Co., Inc., 1946), p. 245: 

“Interest.—In business transactions, interest is money paid for the use of 
borrowed money or equivalent value. It is always stated as a percentage of 
the amount borrowed. This percentage is called the interest rate. The amount 
borrowed is called the principal; and the sum of the principal and interest is 
-alled the amount. The amount is therefore the total sum to be paid. 

“The interest rate is usually expressed as a certain percentage of the principal 
for 1 year and in the case of simple interest the total interest is simply the annual 
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interest multiplied by the number of years the loan continues to run, that is, 
the number of years from the time the money is borrowed until the time it is 
paid.” 

18. Upton, Clifford B., and Kenneth G. Fuller, “Arithmetic, Grade Eight” 
(New York, American Book Co., 1956), p. 106: 

“1. When banks compute interest on loans to individuals they usually count 
the exact number of days from the day the money is borrowed to the day it is 
paid back. The banks also count 360 days as a year. While one might expect 
the year to be counted as 365 days in cases like this, it is not the practice of 
banks to do so. If the bank makes a loan for 24 days this is considered to be 
24/360 of a year and not 24/365 of a year.” 

19. Wheat, Harry Grove, Geraldine Kauffman, and Harl R. Douglass, “Row- 
Peters on Arithmetic, Book Eight” (Evanston, Ill., Row, Peterson & Co., 1952) 
p. 109): 

“To find the interest for a given number of months, we must find the interest 
for 1 year, and then we multiply by the fractional part of a year. 

“For 3 months, we take three-twelfths or one-fourth of the interest for 1 year. 

“For 6 months, we take one-half of the interest for 1 year. 

“For 8 months, we take eight-twelfths or two-thirds of the interest for 1 year. 

“For 9 months, we take nine-twelfths or three-fourths of the interest for 1 
year.” 

20. Wilson, Guy M., “Teaching the New Arithmetic” (New York, McGraw Hill 
Book Co., 1951), p. 311: 

“A simple approach to interest, and the one that frequently helps pupils, is 
to figure all interest as if it were for 1 year; then in a separate example figure 
the time as the proper fraction of a year. If the time is 2 years, it is 2/1 times 


the answer for 1 year. If it is 6 months, it is one-half times the answer for 
1 year.” 


HELEN A. MILLER. 


Mr. Freeman. It would be my judgment, and this I suppose is 
subjective, but I have talked to a number of people in checking it. 
Although most people do not know very much about interest or its 

calculation, if they do have any information about it, it is in relation 
to simple interest on a yearly basis. 

Senator Doveras. That had always been my belief until the Na- 
tional Foundation for Consumer Credit informed me that modern 
education was different. I am curious to know what modern educa- 
tion is.. If this is so, then another sin can be charged to John Dewey. 

Governor, would it be asking too much to ask you to tell us about 
your plans in the future on this bill ? 

Mr. Freeman. It is my intention to submit this bill to the legis- 
lature again, to have it introduced, assuming that I am still in office, 
which is of course something that is difficult to predict. 

Senator Doueias. That is always a contingency for all of us, 
Governor. 

Mr. Freeman. There is more support for it, and I feel, increas- 
ingly, that it is important. So we would continue to emphasize the 
need for it in Minnesota. I feel that this committee is performing a 
very real service in calling this to public attention. I read some- 
where a comment—I believe it was in Sylvia Porter’s column—a 
couple of days ago in connection with some bank in New York that 
was seeking to educate the consumer in connection with what interest 
‘ates really were. 

Senator Dovetas. I think that is the Bowery Savings Bank, which 
is the largest mutual savings bank in New York. 

Mr. Freeman. I cert tainly would not suggest that there is a con- 
spiracy among retailers and automobile dealers and finance ing institu- 
tions to deceive people and to levy unfair rates of interest on them, 
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rates that are bad. But this thing has been going from bad to worse, 


and those who would like to adhere to a more strict standard find 
themselves unable to do so because of the competition. 

Senator Dovucias. You touch on a very interesting point, because it 
is frequently said you cannot legislate morality; that this should be 
left to the ethical conscience of individuals. The statement you have 
made is that the law can decrease the temptations to which the more 
unscrupulous would otherwise be subjected. 

Mr. Freeman. I do not think there is any question about that. We 
would find it so in any number of areas where there have been abuses, 
where competition in itself between various operators would result 
in the following of procedures that would be intolerable and would 
not be followed if it were not for that competition; plus, of course, the 
easy rationalization that if Jones does it why shouldn’t I. To set 
certain minimum standards as a part of preventing the unscrupulous 
and those who do not now have much of a conscience as to taking 
advantage of the public at large, is, I think, one of the real re- 
sponsibilities of government. 

Senator Dovueias. Have you talked this issue over with other 
Governors ¢ 

Mr. Freeman. No, I have not. 

Senator Doucias. We had a witness for the National Retail Furni- 
ture Association who said that the record of State disclosure legisla- 
tion was excellent and the trend was to more of it. The implication 
was that the States will take care of this matter. 

Mr. Freeman. I anticipate difficulty in getting action on this in our 
State, and should this bill be favorably acted on here I think my dif- 
ficulties would be substantially lessened. 

Senator Doveias. If we made the bill of the type which you men- 
tioned, namely, the setting of Federal minimum standards, the State 
administration in those cases and for those features where the State 
law was up to or surpassed the Federal statute 

Mr. Freeman. I think this would be very, very helpful. It would 
be my estimate that this would be extremely diflicult to accomplish in 
the States—extremely difficult. 

Senator Doveras. Governor, you, though young in years have been 
a veteran in the political struggles of Minnesota, ‘Have you had 
battles over the small loan act in Minnesota ? 

Mr. Freeman. The small loan industry has given me more difficulty 
and caused me more frustration, if I might use the word, in the legis- 
lative sessions in which I have been Governor than any other single 
thing. 

Senator Dovueias. Do you find the small loan companies opposed 
to State regulation in the field of small loans? 

Mr. Freeman. In our instance it was a desire on the part of the 
small loan companies to increase their rate of interest. 

Senator Doveias. Above the initial 3 percent ? 

Mr. Freeman. We had 3 percent and a maximum of $300, and they 
wished to extend it and increase that maximum. Then we had the 
question of how much interest rate on the first $300 should be and 
how much on the second $300. And this was a very difficult question 
to determine, what really was fair and adequate. They had an ex- 
tremely active lobby, which created some problems. 
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Senator Doveras. Governor, I once had an amusing experience some 
years ago. I was in your capital city of St. Paul, registered there 
at a hotel. I tried not to overhear conversations, but the partition 
was thin between my room and the next room, and I could not help 
but overhear the conversation between a man in the next room, who 
was representing personal finance companies, and the home office to 
which he was reporting in the East. I could not quite make out 
where the home office was. The conversation was so interesting that 
L became enthralled by it, and it went into great detail as to this 
legislator and that legislator and how they could be influenced and 
what the issues were. 

Mr. Freeman. Did you keep a record of that ? 

Senator Dove as. No, I did not. I felt that would be infringing 
on privacy. I had no immediate concern in the matter, but T stored 
it up in my memory. I felt there was a natural force operating to 
make State regulation in the public interest difficult. 

Mr. Freeman. There is no question but what the groups. oe are 
involved in the consumer credit field are very, very active in repre- 
senting their groups before the Minnesota Legislature. 

Senator Dove as. Of course, under our system of government, as 
you have said, that is perfectly proper, but—— 

Mr. Freeman. I have taken very sharp exception. For example, ] 
have found these groups hiring legislators to represent them in their 
efforts to secure licensing before our State banking commission, our 
commerce commission, which I have said repeatedly I think is im- 
proper; and retaining lawyers, key prominent legislators, whom I 
personally think they ought to stay away from. But they are an 
influential lobby, not only when our legisl: ~ is in session for 90 
days every 2 years but all the year round. I do not like it. I do not 
like this business of people in legislative bodies working and being 
paid for and by people who have legislation before that legislative 
body. But it is not illegal in our State, and it goes on. The finance 
groups have been one group, who very particularly have violated 
what I would consider proper ethical standards in this respect. 

Senator Doverias. Governor, you recommend that we include reg- 
ulation of advertising as well as the terms of ¢ ‘redit, which made me 
feel that this proposal of mine is, in the words of Warren Hastings, 
very moderate indeed. I feel confirmed in this by a letter which I 
received from Mr. Doyle, who is supervisor of consumer credit in 
your neighboring State of Wisconsin, with which I think you have 
become acquainted in recent days. 

(The letter referred to follows :) 

THE STATE OF WISCONSIN, 

STATE BANKING DEPARTMENT, 

Madison, Wis., February 16, 1960. 
Re §S. 2755 


Hon. Pav H. Dovetas, 
Member of the U.S. Senate, Senate Office Building, 
Washington, D.C. 


Dear Mr. Doveras: A number of our licensees have inquired as to the effect 
that your proposed bill would have on the law which they are now operating 
under and is administered by this department. I have advised them that, in 
my opinion, your bill will not apply if they are already furnishing the borrower 
with a statement of the maximum rate of interest being charged on their small 
loan. 
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You are undoubtedly aware of the fact that the uniform small loan law in 
effect in most States requires the lender to furnish the borrower with a complete 
statement as to the maximum rate of interest charged on a loan. This require- 
ment, in my opinion, has done more to act as a deterrent than any other factor 
in reducing the number of unnecessary loans made to prospective borrowers. 

In the 28 years that I have been supervisor of consumer credit in the State of 
Wisconsin, I have found many misleading and unethical procedures used by 
retail sellers, manufacturers, and consumer credit agencies both from the stand- 
point of advertising as well as from the standpoint of a full disclosure of the 
per annum charge. There is no question but what the bill you proposed will 
create a sense of awareness in the mind of the user. For example, when a pros- 
pective borrower sees a newspaper advertisement that they can finance their car 
at “low bank rates” and then when they purchase a current model used car and 
have included in the finance charge, a $9 per $100 charge which is equivalent 
to a per annum yield of 16.22 percent, a question will be raised in their mind as 
to what is a “low bank rate.” 

Jecause of the false, deceptive, and misleading advertising that usually is 
made use of by those retail sellers, manufacturers, and consumer credit agencies 
who resort to unethical practices in order to sell merchandise or make loans, it 
appears that it is also desirable to have an advertising provision included in 
your bill which makes it unlawful for anyone having advertised, printed, :dis- 
played, published, distributed, broadcast, or televised or caused or permitted 
to be advertised, printed, displayed, published, distributed, broadcast, or tele- 
vised in any manner whatsoever, any statement or representation with regard 
to the sale or financing of merchandise or services which is false, deceptive, or 
misleading. Perhaps, it would also be desirable to require that whenever a retail 
seller or financing agent advertises an installment plan and shows the charge 
per month, they should also state the actual number of months it would take to 
repay the time balance of the loan. 

Very truly yours, 
JOHN F. DOYLE, 
Supervisor. 

Mr. Freeman. I have become much more intensely familiar with 
the State of Wisconsin. 

Senator Doveras. In which he makes the same request that we 
broaden the act to include advertising. I do not like to brandish 
threats around. I do not believe in that. But if I am pushed too 
hard I might even do that. I would be reluctant to do it because I 
believe in moderation. 

Governor, we are greatly obliged to you for your testimony. I 
want to thank you for coming. We know that you came at real 
personal inconvenience. Your testimony is of great value, and we 
would like to take counsel with you on some of the wording in the 
bill. 

Mr. Freeman. Thank you, Senator Douglas. It has been a privilege 
as always to appear before you in any capacity. 

Senator Dovenas. Thank you very muc h, Gov ernor. 

(The material with Governor Freeman's statement follows:) 


REPORT TO HIS EXCELLENCY, ORVILLE L. FREEMAN, GOVERNOR OF 
MINNESOTA, BY THE GOVERNOR’S STUDY COMMITTEE ON CON- 
SUMER CREDIT 

MEMBERS OF THE COMMITTEE 


Robert E. Hess, chairman, executive vice president of the Minnesota State 
Federation of Labor. 

Senator Harold Kalina. 

Representative Sally Luther. 

Representative D. D. Wozniak. 

Herbert J. Dower, executive vice president, A. A. Murphy & Co. 

John Essene, certified public accountant. 











496 CONSUMER CREDIT LABELING BILL 


John De Laittre, president, Farmers & Mechanics Savings Bank of Minneapolis. 
Maurice A. Hessian, attorney for the Minneapolis Savings & Loan Association, 
Fred Mathison, president, Industrial Credit Co., Inc. 

Arthur Hansen, commissioner, securities division, department of commerce. 
Edward BE. Slettom, cochairman, executive secretary of the Minnesota Associa- 

tion of Cooperatives. 

Senator Harold W. Schultz. 

Representative Charles Halstad. 

Representative Julian Newhouse. 

Winfield R. Stephens, Jr., president, Stephens Buick Co. 

aul A. Miller, trustee in bankruptcy. 

Thomas H. Hodgson, executive secretary, Minnesota Retail Federation, Ine. 
Donald C. Savelkoul, attorney for the Minnesota State Federation of Labor. 
K. QO. Sattre, president, Blue Earth State Bank. 

I. C. Rasmussen, commissioner, State banking division, department of commerce. 
Fred A. Stahl, secretary, manager of the Minnesota League of Credit Unions. 


I. SocraL SIGNIFICANCE OF CONSUMER CREDIT 


The rapid increase in the use of consumer credit is probably one of the most 
pronounced social phenomena in the postwar period. In 1946 the volume of 
consumer credit was $8 billion. In 1958 it was $43 billion. An eminent authority 
in the field has forecast that by the end of the 1960's it could be as high as 
$85 billion. 

There is general agreement that the proper use of consumer credit is an 
essential support of the American high standard of living and that the wise 
use of consumer credit can be a form of thrift. Also the shift from an agrarian 
economy to an urban economy has accentuated the need for consumer credit. 

When most Americans were farmers they enjoyed a substantial measure of 
self-sufficiency. While these persons experienced recurring periods of adversity 
because of crop failures and other reasons, consumer credit was not an effective 
means of moderating their problems. However, today most Americans work for 
an hourly wage or a salary. Many of these persons tend to live from payday 
to payday. Therefore, when they suffer financial adversity in the form of sick- 
ness, a layoff, or a strike, they need ready access to consumer credit to moderate 
the ill effects of their misfortune. 

The use of consumer credit has been a cause as well as an effect in the develop- 
ment of our industrial economy. Our present high standard of living would 
not be possible without mass production. And, of course, mass consumption 
is essential to mass production. Whereas mass consumption would not be pos- 
sible if it were not for consumer credit. 

Our remaining point is that the wise use of consumer credit can be a form 
of thrift. For example, if a person who is buying durable goods on time 
obtains the credit at a moderate cost and pays off the contract before he has 
consumed the merchandise, he has experienced a net gain in personal assets. 
(About 75 percent of consumer credit is used for the purchase of durable goods.) 
This fact introduces us to the Governor’s primary reason for appointing this 
committee. Whether the use of consumer credit is helpful or harmful to a 
person is closely related to the cost of using it. This cost includes the interest 
cost or carrying charge, any service charge and/or investigation fee, the pre- 
miums for credit life and accident and health insurance, and any other costs 
incidental to obtaining the credit. 


II. THe GOvERNOR’S MESSAGE TO THE COMMITTEE 


At its first meeting the Governor addressed the committee substantially as 
follows: 

The proper role of government is to further the well-being of the public. 
Unfortunately the nublic frequently is not aware of the real price it pays for 
consumer credit. The range of the interest being paid is from less than 5 percent 
to over 36 percent simple interest per annum. The public’s unawareness of 
the real price it pays for consumer credit is caused largely by the divergent 
ways of quoting the cost of credit. The public is also largely unaware that it 
has a right to expect competitive prices in the credit market as well as in other 
markets for goods and services. 

The government also has a responsibility to facilitate the functioning of the 
business institutions which serve the public. 
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The purpose of this committee is to determine the true facts regarding con- 
sumer credit practices in Minnesota so as to determine what conclusions these 
facts will warrant in respect to furthering public well-being in the area of 
consumer credit and to facilitating the functioning of the business institutions 
which provide this credit. These conclusions will serve as a guide in develop- 
ing remedial legislation of such nature and to such degree as is needed in behalf 
of both the public well-being and the business institutions extending consumer 
credit. 

The public consists primarily of wage earners and farmers. Therefore, the 
chairman of the committee will be Robert E. Hess, executive vice president, 
Minnesota State Federation of Labor, representing wage earners, and the co- 
chairman will be Edward E. Slettom, executive secretary of the Minnesota 
Association of Cooperatives, representing the farmers. The other members of 
the committee are public officials, legislators, and representatives of various 
sources of credit. 

It is expected that a frank and forthright expression of divergent points of 
view will serve to create the closest possible approach to the true facts and 
the most legitimate conclusions. The Governor concluded his remarks by saying 
that be believes the committee is undertaking a quite socially significant project 
and that he believes a report of its findings and recommendations will prove to 
be helpful to the 1959 session of the State legislature. 


III. THE CoMMITTEE’S APPROACH TO ITS PROJECT 


At its first meeting the committee recognized the need to become more familiar 
with the various sources of consumer credit in Minnesota, the comparative costs 
of this credit stated in terms of simple interest per annum, and an explanation 
of the conditions which cause these varying terms. It was felt that a study 
of these facts would point out any problems which might exist. 

The committee also decided to obtain information from other States about re- 
cent legislation which has been passed to govern consumer credit practices. It 
was believed that a review of such legislation would suggest possible solutions to 
any problems which might exist in Minnesota. 

To enable the various committee members to become more familiar with con- 
sumer credit the following committee members made informational presentations 
about their respective segments of the field of consumer credit: 


Fred Mathison on industrial loan and sales finance companies. 

Herbert Dower on small loan companies. 

Winfield Stephens on the Motor Vehicle Installment Sales Act as it relates to 
automobiles, and Julian Newhouse as the act relates to farm machinery. 

Thomas Hodgson on retail credit. (Mr. Hodgson’s presentations were supple- 
mented by remarks from Jerry Worthington, general credit manager of 
Donaldson’s of Minneapolis. ) 

K. O. Sattre on banks. 

Fred Stahl on credit unions. 

I. C. Rasmussen on methods of expressing rates of interest and other considera- 
tions relating to consumer credit generally. 


The following other persons also made informational presentations to the 
committee: 


George A. Heisey, referee in bankruptcy. 

Cecil W. Shirk, manager, Minneapolis Better Business Bureau. 

T. M. Culp, vice president, First Bank Stock Corp. (Mr. Culp’s presentations 
were supplemented by remarks from D. R. Mays, vice president of First Service 
Corp. of Minneapolis. ) 

Mayo Stiegler, chief counsel of Minneapolis Legal Aid Society. 

Nicholas Vincelli, staff member of Minneapolis Family and Children’s Service. 

Donald Gibson, legal aid attorney of Family Services of St. Paul. 

Mrs. Alpha Lawson, supervisor of financial counseling for family services of 
St. Paul. 

Commissioner Sheehan of the State insurance department. (Commissioner Shee- 
han’s presentation was supplemented by remarks from Jay Koleski of the State 
insurance commission. ) 

Howard M. Metzenbaum, author of the Ohio Retail Installment Sales Act. 

Charles A. Gage, vice president of Northwestern Bank of Minneapolis. (Mr. 
Gage’s presentations were supplemented by remarks by Philip Witman, assist- 
ant vice president of Northwestern Bank. ) 
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IV. Brier HIstorRY OF COMMITTEE’S ACTIVITIES 


The committee’s first meeting was on December 17, 1957. Its final meeting was 
held on January 14, 1959. Twenty committee meetings occurred with an average 
attendance of 14. (Committee membership was 21.) The committee was in 
session for 102% hours. 

After carefully considering all the information presented to it about consumer 
credit in Minnesota the committee makes the following recommendations : 


V. RECOMMENDATIONS RELATING TO THE MOTOR VEHICLE INSTALLMENT SALES Act 


Relative to recommendation 1: 

A “motor vehicle” as it is presently defined in the Motor Vehicle Installment 
Sales Act is worded so as to include farm machinery and equipment, and con- 
striction machinery and equipment, within the definition. 

Testimony before the committee indicated that application of the act to such 
machinery and equipment places an undue burden on merchants selling such 
machinery and equipment. Representatives of the industries affected felt very 
strongly that if the regulation of credit practices in connection with the sales of 
such machinery and equipment is desirable, it should not properly be accom- 
plished under a law primarily concerned with motor vehicles per se. 

Because the Motor Vehicle Installment Sales Act is primarily a remedial meas- 
ure, and its provisions are particularly pointed at methods and practices peculiar 
to the sale and financing of automobiles, the practices to be corrected are not 
rampant if at all existent in the time sales of farm implements and construction 
equipment. 

It would appear that any possible benefit to the consumer by the inclusion of 
farm implements and construction machinery in the act is more than out- 
weighed by the burden imposed ont he industries affected. It further appears 
that the regulation of credit practices in connection with the time sale of farm 
implements and construction machinery should more properly come under the 
provisions of an all-goods law rather than a motor vehicle law. 


. RECOMMENDATION 1 


The committee recommends to the legislature that “motor vehicle” be rede 
fined so the provisions of the act are applicable only to automobiles, trucks, 
semitrailers and mobile homes. 

Relative to recommendation 2: 

The act limits the charge that can be made to a buyer by the holder of a con- 
tract as a consideration for extending or modifying the original terms of pay- 
ment. It does not, however, provide for refund of the unearned portion of the 
original time differential at the time of extension and before the assessment of 
extension charges. 

The lack of provisions for refund of the unearned portion of the original 
charge before the assessment of the extension charge makes the extension 
mechanism capable of abuse. 


RECOMMENDATION 2 


The committee recommends to the legislature amending section 168.74 to 
provide for the refund of unearned charges (in the manner set forth in section 
168.73 except that the acquisition cost of $15 shall not be assessed) preparatory 
to extension and that the extension charge shall not exceed the rate employed in 
the original transaction. 

Relative to recommendation 3: 

Section 168.71(4) of the act provides for the inclusion of necessary insurance 
in a time sales transaction but, in addition, it provides for the inclusion of 
“other benefits.” 

Testimony before the committee indicated that provision for inclusion of un- 
specified “other benefits” could readily provide a side door for evasion of the 
maximum rate of charge by the sale of “package benefits,” limited only by the 
imagination of the seller and his ability to merchandise such “benefits.” 


be 
T) 


ur 
in 


su 
to 
Ww! 


th 


th 
ti 


m 


in 
in 
th 


ch 
to 
in 
be 
to 
St 
of 
ol 
re 
de 


be 


at 


Za 


Ww 


th 
pl 
bi 
gi 
co 


pe 
be 
ar 


pe 





as 
ge 


ler 


as- 
iar 
not 
ion 


| of 
nut- 
ars 
rm 
the 


“le- 
‘ks, 


‘oOn- 
ay- 
the 
t of 


inal 
sion 


- to 
tion 
‘ory 
din 


ince 
1 of 


un- 
the 
the 


CONSUMER CREDIT LABELING BILL 499 


RECOMMENDATION 3 


The committee recommends to the legislature that the provision for “other 
benefits” be deleted from section 168.71(4). 


The case for limitation of dealers’ participation 
1 


As background for a discussion of this subject, it is necessary to have an 
understanding of the interrelationship of the automobile dealer and the financ- 
ing institution in the time price differential paid by the buyer. 

The automobile dealer creates the retail installment contract and in so doing 
incurs certain expenses not present in a cash sale. In the sale or assignment of 
such paper, he may enter into certain guarantees or undertakings with respect 
to the collectibility of the paper, so that in event of default he might be faced 
with possible losses. 

The financial institution for its part provides the money, services, collection of 
the paper and assumes certain risks. 

It has therefore become the practice and custom that there be a sharing of 
the time differential between the dealer and the financial institution as nego- 
tiated between these parties. 

Thus we see that the time differential really consists of two parts: 

(1) The net charge of the financial institution adequate to cover the cost of 
money and overhead involved and a margin of profit. 

(2) The excess of the gross charge to the customer over the net charge re- 
quired by the financial institution which difference is customarily paid or 
credited to the dealer. This difference is called dealers reserve. 

It has been satisfactorily demonstrated to this committee that there is no lack 
of competition in the field of consumer credit. As a matter of fact, competition 
is very intense. 

In our economic system the forces of competition tend to reduce prices and 
improve service to the consuming public. Therefore, it would appear that the 
intense competition in the automobile finance business should serve to lower 
the price of this service to the public. 

However, this is not the case, because competition is not effective at the rate 
charged the buyer. Instead, competition among financial institutions is directed 
toward the favor of the dealer rather than of the public. Thus we see financial 
institutions vying with each other as to the amount of dealers’ participation to 
be paid and which competition can and does cause the cost to the time buyer 
to go up. This is well stated in a report by the attorney general of New York 
State: “They [the auto dealers] steer their financing business to those agencies 
offering the highest dealers’ reserves. On the other hand, to absorb the losses 
on buyers’ defaults formerly born by the dealers and to pay the increased dealers’ 
reserves required to obtain business finance agencies, are, in turn, encouraged to 
demand that dealers charge the consumer the maximum statutory credit service 
eharge. Thus the statutory maximum credit service charge rates have tended to 
become the minimum market rates.” 

This paradox, maximum competition resulting in higher costs to consumers, is 
at the heart of the problem. 

This situation was recognized by the Supreme Court of Wisconsin in the case 
General Motors Acceptance Corp. v. Commissioner of Banks (258 Wis. 56, 45 
N.W. (2d) 83) in which the court adopted the findings of fact of the trial court 
which were in part as follows: 

“9, * * * for many years prior to 1935 the amount so remitted covered more 
than the losses incurred by such automobile dealers and became a source of 
profit to them. Shrewd automobile dealers began to shop around and place their 
business with the finance company that gave them the largest reserve out of a 
given installment contract. Because of the keen competition between finance 
companies, certain abuses grew or developed in trying to obtain these contracts 
from dealers ‘These abuses were known as ‘packs’ and ‘rebates’ and became 
an excessive and a hidden expense to the automobile buyer.” 


The interest of the public in the problem 


It is self-evident that harnessing the forces of competition toward the rate 
paid by the consumer would tend to lower the cost of financing service and would 
be in the public interest. On the other hand, it is difficult to perceive of a valid 
argument as to why the present competition among financial institutions in the 
payment of reserves to dealers can conceivably be in the public interest. 
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It must be conceded, however, that a good portion of the reserve income en- 
joyed by dealers is consumed in their overbidding for automobiles taken in trade. 
Thus, the dealer charging the highest possible rate in order to enjoy the highest 
possible participation in the time differential is in a position to offer the highest 
possible overallowance. From the buyer’s standpoint, the attractive trade-in 
allowance becomes offset by increased financing charges. Thus, we can see 
that unregulated dealer participation becomes the vehicle for deception if not 
outright deceit of the buyer. 

Another unfortunate consequence to the buying public results from the finan- 
cial reward to the dealer for committing the buyer to the longest possible term 
of transaction. It is evident that the greater the time differential, the greater 
will be the dealer’s participation, and as the time differential is generally pro- 
portionate to the term of contract, it follows that the longer the term of contract, 
the greater will be the dealer’s participation. 

The basic value of sales finance credit is that it is an enforced form of saving, 
in that presumably as each installment is paid, the buyer creates an increasing 
equity until he finally owns something of significant value. This concept has 
been perverted, if not almost destroyed, by the recent tendency to longer and 
longer terms. 

Experts in this field have determined that in the case of a new car purchased 
with a 25-percent downpayment and with a term of 36 months, the buyer does 
not begin to acquire any real equity until between the 18th and 20th month. 
During this entire time his payments have only covered the financing and insur- 
ance charges and the depreciation that has taken place. 

The longer terms that have been available in recent years have created a temp- 
tation to the buyer to commit himself beyond his means, only because the individ- 
ual payment could seemingly be handled. This trend has had an unfortunate 
four-pronged effect: (1) The buyer doesn’t create real equity and too often finds 
himself in financial difficulty, (2) the seller is unable to sell a new or better 
car to the buyer because he has no equity, (3) factory production and employ- 
ment decline along with sales, (4) financial institutions holding long-term paper 
suffer abnormal repossessions and losses. 

The financial rewards to dealers for creating long-term paper have been an 
important contributing cause to an imbalance in orderly marketing with detri- 
ment to the whole economy. 

From the standpoint of the interest of the wage earner in this problem, it is 
interesting to note the following excerpts from a brief amicus curiae filed on 
behalf of the Ohio State Federation of Labor and the Ohio CIO Council in an 
action before the Supreme Court of Ohio, wherein there was a challenge to the 
constitutionality of the provision for limiting dealers’ participation appearing in 
the Ohio Retail Installment Sales Act. These statements follow: 

“As a general rule, workers, laborers, artisans, and others similarly situated 
in the economy, are the installment purchasers. The Retail Installment Sales 
Act was specifically enacted for the protection of installment buyers. It is 
believed that R.C. 1317.08, the section plaintiff-appellant seeks to have declared 
unconstitutional, is an integral part of the Retail Installment Sales Act. If the 
section were invalidated it would seriously weaken the protections afforded by 
the act. 

‘“* * * We note the testimony of Dr. Theodore M. Beckman, professor of busi- 
ness organization at Ohio State University and a consulting economist of great 
repute. On pages 261 and 262 of the transcript he discussed the effect of the 
dealer participation limitations on the consumer and what would happen if they 
were removed. He said: ‘I believe that the dealer participation limitation as 
it is now stated in the law protects the consumer in a rather substantial way 
mainly because it eliminates the profit motive which a dealer would normally 
have in securing as high a finance charge within the limitations of the law as he 
possibly can.’ And in giving his opinion of what would happen if the 2 percent 
limitation is removed, Dr. Beckman stated: ‘My opinion is that the inevitable 
result based on just plain sound economics would be to raise the finance charge 
to the consumer.’ 

“The court of appeals found, as a matter of fact, that the public is directly 
affected by the 2 percent limitation. As stated in its decision: ‘This testimony 
fof expert witness] tends to prove that any increase in the amount paid to 
the dealer by the purchaser of his installment notes will in turn have a bearing 
on the interest rate which the note itself bears.’ 
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“To conclude otherwise would violate elementary principles of econom- 
ics.” ‘“** * * As noted in our opening statement, the workingman has a real 
interest in the Retail Installment Sales Act. It was enacted primarily for his 
benefit and protection. R.C. 1317.08 is an integrated part of that act. If it is 
declared invalid it will weaken the act as a whole. The limitation on dealer 
participation is the true reason for the level of interest rates being below the 
maximum set by law. We are convinced that without it there would be an 
immediate rise in finance charges paid by the consumer.” 

In this same action, the Supreme Court of Ohio in upholding the limitation of 
dealers’ participation stated : 

“Such unregulated dealer participation resulted in activities, amounting to 
fraud on the general public in the nature of hidden and disguised profits in- 
cluded not in the sale price of the automobile but in the cost of the finance plan 
and later returned to the dealer in the form of a ‘reserve’ or ‘kickback.’ 

“* * * From this it becomes at once apparent that the function of the act is 
to control finance charges on retail installment sales, to compel a disclosure of 
such charges to the consumer and to separate the interest of the retail dealers 
from the interest of the financial institution in the profit resulting from the 
financing of a sale made by the dealer to a consumer, i.e., to prevent the retail 
dealer from being, in effect, a commission agent for the financial institution 
which has the finance plan with the most ‘padding.’ 

“* * * 1. Its function is substantially related to the accomplishment ofa 
concededly valid legislative purpose, i.e., that of separating the interest of the 
retail dealer from the interest of the financial institution in the profit resulting 
from the financing of a sale of personal property made by the former, in order 
to curb the interaction and practices between the two which resulted in so 
many hidden charges that they amounted to a general fraud on the public.” 

Testimony before our committee indicated that it has become the practice and 
custom in the time sale of automobiles that there be a sharing of the time 
differential between the dealer and the financial institution, as negotiated between 
these parties. 

Therefore, financial institutions vie with each other as to the amount of 
dealers’ participation to be paid in the acquisition of time sales paper. This 
competition instead of serving to lower the price of credit service to the con- 
sumer does, in fact, cause the cost to the time buyer to go up. 

As a result of this “reverse competition,’ the statutory maximum time 
differentials as provided in the act tend to become the minimum market rates. 

The Ohio Retail Installment Sales Act provides for a limitation of dealers’ 
participation in the finance charge. It was demonstrated to our committee that 
this separation of the interest of the retail seller from the interest of the financial 
institution in the profit resulting from the financing of a sale made by a dealer 
to a consumer resulted in harnessing the forces of competition and serve to 
reduce the rates paid by consumers to a level considerably under the maximums 
provided in the Ohio law. 

It is apparent to our committee that it is in the public interest to cause 
competition to have an effect on the rate charged the buyer in order that 
competition will tend to reduce the cost of credit to the buyer. 

Our committee is generally agreed that the maximum rates of time differential 
as established in The Motor Vehicle Retail Installment Sales Act are not exces- 
sive. It is cognizant of the fact that the maximum rate must be adequate to 
provide for fluctuations in money cost and overhead, in order that the supply 
of credit is not shut off in periods of high money rates and inflated operating 
costs. 

However, our committee strongly feels that the limitation should be what it 
purports to be—a maximum—as a safeguard against flagrant abuses and under 
which the laws of the market place will determine the going rate provided 
that the free forces of competition are operative at the consumer level. 


RECOMMENDATION 4 


The committee recommends to the legislature that the Motor Vehicle Install- 
ment Sales Act be amended to provide for a limitation of the dealers’ participa- 
tion in the time differential. The dealers’ participation so provided should be 
reasonable from the standpoint of the buyer, and on the other hand, adequate 
to reasonably compensate the dealer for the additional expenses incurred in 
handling a time transaction and for his undertakings in guaranteeing collecti- 
bility of paper. It is strongly recommended that the limitation be unrelated to 
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the term of contract in order to eliminate a financial reward to the dealer for 
committing a buyer to the longest possible term of transaction. 

Relative to recommendation 5: 

The act designates the commissioner of banks of the State of Minnesota as 
the administrator of the act. 

Section 168.69 establishes procedure for redress by a retail buyer having 
reason to believe that the act relating to his retail installment contract has been 
violated. The procedure is that he file with the administrator a written com- 
plaint. Upon receipt of such complaint, the administrator may inspect the 
pertinent records of the licensee and the retail seller involved, relating only to 
such written specific complaint. 

The committee looks upon the Motor Vehicle Installment Sales Act as 
remedial measure. As such it would seem advisable that the administrator be 
vested with greater investigative and regulatory powers. It appears somewhat 
unrealistic that the administrator can act only upon receipt of a written com- 
plaint by a buyer, even though he may have other evidence or strong suspicion 
of violations. It also appears that he is unduly restricted by limiting his inspec- 
tion of records to those relating to a specific written complaint. 

It would appear reasonable that he be empowered to inspect books and records 
of licensees whenever there is evidence or suspicion of violation. It also appears 
desirable that in the investigation of a complaint, he be empowered to inspect 
records beyond those relating only to the specific complaint, in order to deter- 
mine whether it is an isolated violation or whether it is symptomatic of a pattern 
of violation. 

RECOMMENDATION 5 


The committee recommends to the legislature that the act be amended to 
strengthen the administrative, investigative, and regulatory powers of the 
administrator. 

RECOMMENDATION 6 


The committee recommends to the legislature the appropriation of adequate 
funds to the banking department to enable proper administration of this Act 
which relates to a” business that closely touches a majority of our citizens. 

(A minority report appears on p. 512.) 


VI. RECOMMENDATIONS RELATING TO INSURANCE 


Credit life insurance written in connection with installment credit is a 
phenomenon of the postwar era. This form of insurance serves a desirable 
social purpose for the borrower and a security purpose for the lender. The 
expanded use of consumer credit, carrying with it a great increase in accompany- 
ing credit life insurance, makes it a matter affecting a majority of the consuming 
public. 

Testimony before the committee has shown that while there is intense com- 
petition among life insurance companies offering this coverage, such com- 
petition does not benefit the consumer, since companies vie with each other as 
to the rate of commission to be paid to the lender agent, rather than as to 
the rate of premium charged to the consumer 

In other words, the company charging the highest rate can pay the highest 
commission and it can thereby attract the business. The individual borrower 
is usually not in a position to seek out the lender offering this type of insurance 
at the lowest cost. Thus, the mechanics of “competition in reverse’ come into 
being to the detriment of the consuming public. 

Testimony further shows that the commissioner of insurance presently has 
no power with respect to rates charged for the various forms of life insurance. 
This differs from the fields of fire and casualty insurance, where the com- 
missioner does have the power of rate approval and disapproval. 

The committee feels that where competition is ineffective at the rate charged 
the consumer, that the commissioner should be empowered to approve or dis- 
approve rates in order that the premium charge to the consumer is reasonably 
related to benefits paid. 

In Minnesota the annual premium for $100 of credit life insurance on a reduc- 
ing balance is $1 and the premium for level credit life insurance is $2; whereas, 
in Wisconsin, the premiums are 75 cents and $1.50 respectively. Since the cost 
of doing business and the claim experience in Wisconsin and Minnesota are 
comparable, this differential in premium does not appear to be justifiable. 
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The insurance commissioner testified that the department of insurance con- 
trols all rates charged for insurance with the exception of inland marine, and 
life insurance. He added that there are 300 life insurance companies operating 
in Minnesota. He stated that this fact creates a condition of effective competi- 
tion in establishing premium rates, but that this competition does not exist in the 
field of credit life insurance. The borrower is at the mercy of the vendor or 
lender. The insurance company sets the commission to the vendor or lender 
based on the rate charged. For every dollar of credit life insurance sold, the 
public gets 25 cents back in claims, vendors or lenders receive 50 cents in com- 
mission. This leaves 25 cents for retention by the insurance company for ex- 
penses and profits. 

The commissioner indicated that the nature of the credit life insurance is 
such that it does not call for a building up of reserves by the insurance company. 
The commissioner stated that arrangements are possible so that if vendors or 
lenders are selective of risks their basic commission is 50 cents per dollar of 
premium plus an extra commission on a contingency basis, i.e., based on their 
loss experience. Therefore, some commissions total 70 cents on the dollar of 
premium. 

RECOMMENDATION 7 


The committee recommends legislation authorizing regulation of rates and the 
sale of credit life insurance. It further recommends that the legislation provide 
for full disclosure of the cost of the credit life insurance and nature of the 
coverage in connection with the contract for credit. 

Relative to recommendation 8: 

Testimony before the committee shows an increasing use of credit accident 
and health insurance. This is a form of insurance written in connection with 
an installment obligation and under which the insurance company undertakes 
payment of monthly benefits equivalent to the amount of the monthly install- 
ment in event the customer is disabled by accident or sickness. 

It appears that this form of insurance is deemed desirable by a considerable 
number of users of consumer credit. On the other hand; the unequal bargain- 
ing position of the consumer makes this form of insurance capable of abuse by 
way of coercive practices by lender-agents in dealing with a “captive market.” 

Even though testimony before the committee shows that the commissioner of 
insurance has adequate rate and regulatory powers in connection with credit 
accident and health insurance, it appears that closer supervision of this form 
of insurance is desirable. 

In an appearance before the committee, the commissioner of insurance stated 
that no funds were available to- his department for investigative and enforce- 
ment purposes. 

The committee is of the opinion that such lack of funds is not in the best 
interests of the public welfare. 


RECOMMENDATION 8 


The committee recommends to the legislature the appropriation of funds to 
the department of insurance for policing and enforcement purposes and to im- 
plement existing statutes relating to credit accident and health insurance. 


VII. RECOMMENDATION RELATING TO DEBT PRORATING 


Relative to recommendation 9: 

The law in Minnesota relating to debt liquidating requires an investigation 
of the character and fitness of an applicant for prorating authority by a county 
attorney. Upon his favorable report and the filing of a $5,000 bond, the secre- 
tary of state issues a permit or authorization (which is continuing, and not in 
the strict sense, a license) to do business. 

Examination of records is authorized only upon written complaint of an ag- 
grieved debtor. The secretary of state may pass this duty on to the proper 
county attorney. The law requires a prorater to keep records. He must give 
every debtor a statement of the contract, a receipt for each payment and must 
cancel and return the contract and supporting papers upon payment in full. 
He has 35 days to disburse each payment “in accordance with the terms of the 
contract.” 

Otherwise, there are no restrictions on proraters in Minnesota. The fee 
charged may be 6, 16, or 60 percent of the total listed debts if the contract so 
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stipulates. Monthly service charges and item charges also are restricted only 
by the terms of the contract. The prorater may take a note for his fee, include 
it among the debtors bills, and may require full payment of the fee before any 
other debts are paid if the contract so provides. The prorater may enforce 
collection of his fee in full on a contract that is canceled or becomes inoperative 
at any time. There are no restrictions on advertising, no annual reports are 
required, and no provision is made for periodic examinations by a_ supervising 
authority. 

Aside from the procedural requirements in qualifying as an applicant, the 
provision for furnishing a statement of the contract, the giving of a receipt for 
money paid, and the disbursement within 35 days of all payments according to 
contract, the people in Minnesota are as vulnerable to debt-adjustment abuses 
as any others residing in States in which no regulations exist. 

The debt-poolers’ emergence to prominence, stimulated by an expanding con- 
sumer-credit economy and aided by extensive advertising, has concerned legis- 
lators and the bar association for several years. In theory, debt-pooling per- 
forms a desirable social function: a person experienced in debt management 
consolidates a harassed debtor's obligations and through a budget system en- 
ables him to meet his obligations. In practice, however, the picture is vastly 
altered: a person with little or no training, not licensed to practice law and 
subject to no professional standards, through advertising which lures the 
hard-pressed debtor into believing that the debt-pooler can somehow retire 
obligations with the same amount of money the debtor has been unable to make 
go around, devises a payment plan for the debtor which involves the evaluation 
of claims and liens, the rights of the debtor under conditional sales contracts 
and advice on the debtor’s legal rights. Because of the nature of the debt- 
pooler’s clientele, the debt plans frequently do not reach a conclusion, or if they 
do, the customer soon returns, after he has had a chance to create more debts, 
for another treatment. The only result accomplished for the debtor is the ad- 
dition of another creditor, namely, the debt-pooler himself. There is provided 
by chapter XIII of the Bankruptcy Act, moreover, an effective method by which 
a hard-pressed wage earner may amortize his debts, coupled with the protec- 
tion from creditors which is essential to make any debt-adjustment plan more 
than a mirage for the debtor. Under a chapter XIII proceeding, the trustee’s 
(fee is 6 percent and the total cost to the debtor is less than he would pay for a 
debt-pooler’s ineffective plan. 

“Alert to the evils that have developed in the debt-adjustment field, nine States 
have enacted legislation prohibiting debt-pooling. These States are, with the 
date of the legislation: Georgia (1956), Maine (1955), Massachusetts (1955), 
New York (1956), Ohio (1957), Oklahoma (1957), Pennsylvania (1955), Vir- 
ginia. (1956), and Wyoming (1957). The Ohio act, while termed a prohibitory 
measure, actually provides that debt-pooling shall be prohibited after January 
1, 1958, unless regulated by local ordinance. Thus far, only Cincinnati has 
enacted such a local measure, and it is felt that no other municipality will do 
so: in approving the New York act, Gov. Averill Harriman said: 

“«* * * T have been informed by the Better Business Bureau of New York 
City “that there has been substantial justified complaint about the practices of 
some of the companies engaged in budget planning.” The attorney general re- 
ports that debt consultants lure the financially distressed by false and deceptive 
advertising; that they charge excessive fees; and that they derive the bulk of 
their revenue from the poorly educated and the people in the lower-income 
groups. 

“‘Tt appears that these practices are so common and widespread in the area 
affected, that the only feasible way to control them is by prohibiting this type 
of business with the exception noted (members of the bar and existing contracts). 

“«There is no absolute right to engage in a business that conflicts with the 
public interest. In my opinion “budget planning,” as defined in this bill, is such 
a business.’ ”’ 

The National Better Business Bureau, Inc., in July 1955, conducted a nation- 
wide survey and categorized the problem of debt-adjustors as a “national scan- 
dal.” There is no need or economic justification for the existence of the pro- 
rater. He does not offer a service of genuine value to a debtor and creditor. 
His functions are performed more satisfactorily by welfare agencies, legal aid 
societies or under the Federal “wage earner” plan chapter XITI. 
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RECOMMENDATION 9 


It is recommended that legislation be passed to prohibit all prorating except 
for that done by social agencies and attorneys who are engaged in the regular 
practice of law. There should be provision in the law to prevent a prorating 
firm from circumventing the law’s intent by having one or more attorneys on its 
staff. 

VIIT. RECOMMENDATIONS RELATING TO THE SMALL-LOAN Law 


RECOMMENDATION 10 


It is recommended that legislation be passed to increase the banking depart- 
ment’s investigation fee from $50 to $100. 


RECOMMENDATION 11 


It is recommended that legislation be passed to raise the minimum assets re- 
quired to start a small-loan company from $15,000 to $25,000. 


RECOMMENDATION 12 


It is recommended that legislation be passed to eliminate the bond require- 
ments in connection with making restitution to wronged customers in view of 
the fact that cash-on-hand requirements are adequate to cover any such instances. 


RECOMMENDATION 15 


[It is recommended that legislation be passed to allow not more than 60 days 
of accrued charges on a renewed loan to be included in the amount of the re- 
newal note. This exception to the collection of all charges due at time of a 
renewal would be allowed for the convenience of the borrower since the net 
amount of cash advanced would produce the same result as paying the charges 
first and then being advanced the gross difference between old and new principal 
balances. , 

Relative to recommendation 14: The law now provides that if an error is 
made in calculating a borrower's interest to his disadvantage, even though the 
error is quite innocent, it could result in a waiver of interest, cancellation of loan 
balances, plas a revocation of the license. 


RECOMMENDATION 14 


The committee recommends to the legislature amending the small-loan law 
to make allowances for a bona fide error by a check in computing interest. The 
banking department would decide whether an error was bona fide. If the banking 
department discovered a pattern of errors, cbviously they would not be bona fide. 

Relative to recommendation 15: The law now requires a return of all papers 
on the date the loan is paid off. Smaller loan companies have some notes as- 
signed to the bank. The present condition presents an unnecessary hardship. 


RECOMMENDATION 15 


The committee recommends to the legislature amending the small-loan law 
to permit the return of papers within 20 days. 


RECOMMENDATION 16 


It is recommended that legislation be passed to provide for the following 
provisions in respect to the precomputation of interest and a proper refund in 
the event of prepayment. 

(a) In lieu of computing and collecting charges on actual unpaid prin- 
cipal balances, permit precomputation of charges to be included in the note 
and substantially equal and consecutive monthly payments to be applied to 
the combined amount of principal and charges. (The first payment may be 
more or less than others to adjust for charges if the first installment period 
is more or less than 1 month.) 

(b) Precomputed loans shall be subject to a refund of charges if pre- 
paid 1 month or more before the final instaliment date. Such refund shall 
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be based on the rule of 78ths method computed on the basis of the install- 
ment date nearest the date of prepayment. 

(c) Precomputed loans shall be subject to a default or extension charge 
when 1 or more installments are delinquent or extended 1 or more full 
months. Such charge shall be at the rate which the original contract bears 
applied to the delinquent or deferred payments only on a full month basis. 


RECOMMENDATION 17 


The committee recommends to the legislature amending the small-loan law 
so that a certificate to operate a small-loan company will be granted only after 
a proper hearing before the commerce commission. 


RECOMMENDATION 18 


The committee recommends to the legislature amending the small-loan law to 
prevent two loans being granted to one borrower, one of which is from an 
industrial-loan company, and one of which is from a small-loan company with 
substantially the same ownership, management, or control of both industrial 
and small-loan company. 

RECOMMENDATION 19 


The committee recommends to the legislature that the rate of interest be 
214 percent to $300 and 1% percent above, with a $600 ceiling, plus an effective 
provision against borrowers receiving more than one such loan. 

Relative to recommendations 10-19: The committee passed items 10 through 
18 above with no dissenting votes. However, there is substantial disagreement 
among the committee members regarding proper rates and ceilings on small 
loans. Many hours of committee discussions have been spent on this subject. 

The eventual recommendation of the committee, i.e., recommendation 19 
above, was formulated and recommended to the committee by 11 members of 
the committee acting as a subcommittee. The vote at this meeting was eight for 
and three against. This recommendation of the subcommittee was then acted 
upon by the committee at a meeting where 19 of the 21 committee members 
were present. F 

The committee’s final recommendation on small-loan rates and ceilings passed 
by a voice.vote. Although there were no nay votes expressed, fairness to the 
facts requires the statement that there were several nay votes present. Later 
in the meeting Herbert Dower asked to be recorded as voting in the negative. 
The absence of the expression of any nay votes when the final action was taken 

‘an probably be attributed to the fact that the discussions leading up to the 
final action were so long and exhaustive. 

The committee has been informed that there will be a minority report on the 
matter of proposed rates under the small-loan law. This report will propose 
rate(s) somewhat higher than those recommended by the committee. On the 
other hand certain committee members feel they have compromised by voting 
for rates and ceilings as high as those contained in the committee's final 
recommendations. 

(A minority report appears on p. 510.) 


IX. RECOMMENDATIONS RELATING TO THE INDUSTRIAL LOAN AND THRIFT ACT 


The commissioner of banks explained to the committee the uncertainty of the 
department of commerce as to its control over the issuance of certificates of 
indebtedness for investment purposes. 

Four companies representing five offices are now issuing certificates of in- 
debtedness for investment purposes and the consent of the department. of com- 
merce to this right was clearly given and understood in the granting of the 
original authorization to these companies. 

All the other companies authorized to do business are presently limiting the 
issuance of certificates of indebtedness to borrowers in connection with loans 
being made contemporaneously therewith. In the majority of the hearings held 
by the department of commerce prior to the granting of authorization for these 
companies, testimony has been taken from the applicants to the effect that they 
have no present intention of issuing certificates for investment purposes. 

The department of commerce feels that it should have stronger control 
should any companies now authorized to do business or to be authorized in 
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the future indicate an intention to issue certificates for investment purposes. 
Such control would be desirable in order to provide— 


(1) That opponents to the granting of such authorization might have an 
opportunity to be heard. 

(2) That the public would not be subjected to undue risks of loss by 
investing in such investment certificates. 

(8) That the issuance of such certificates would not endanger the safety 
of any other financial institution in the locality as a place for investing 
or depositing public or private money. 

(4) That the issuance of such certificates would not have a materially 
adverse effect upon existing financial institutions in that locality accepting 
money for deposit or investment by the public. 

The commissioner strongly urged the committee to recommend an amendment 
to the Industrial Loan and Thrift Act which would have the effect of more 
clearly giving to the department of commerce an exercise of control over the 
right to issue certificates for investment purposes. 


RECOMMENDATION 20 


The committee recommends to the legislature that the Industrial Loan and 
Thrift Act be amended to increase the control exercisable by the department 
of commerce over the right to issue certificates of indebtedness for investment 
purposes by companies already authorized to do business and such companies as 
may be authorized in the future. 

Relative to recommendation 21: 

The commissioner of banks explained to the committee that the present law 
does not give proper control to the department of commerce when a licensee 
desires to move from one location to another. He mentioned that there had been 
repeated instances where licensees had moved without notification to the depart- 
ment, with the result that examiners had difficulty in finding the location of 
the licensees. 

He urged the committee to recommend amending the Industrial Loan and 
Thrift Act to give the proper control of location to the department of commerce. 


RECOMMENDATION 21 


The committee recommends to the legislature that the Industrial Loan and 
Thrift Act be amended to provide that the place of business of any licensee 
shall not be changed without the prior consent of the department of commerce. 


X. RECOMMENDATIONS RELATING TO THE NEED FOR A MINNESOTA ALL Goops AC! 


Relative to recommendation 22: 

Today the extensive growth of retail consumer credit, the unprecedented 
competition among vendors of consumers’ goods, and the desire of people to 
use their credit pose new problems deserving careful attention. New forms of 
credit develop as people’s habits and commercial practices change. With their 
more favorable economic status, people know they deserve credit and they 
intend to use it. 

The buying public needs legislative protection from the unscrupulous seller. 
The seller needs legislative clarification in the matter of proper carrying charges. 
If a buyer wishes time in which to pay his obligation, justice demands that 
the seller be compensated for extending the time payment privilege. At the 
same time, the buyer should be informed of what he pays with full disclosure 
of prices, terms and charges. Candid and complete disclosure is the sine qua 
non in consumer credit. It has been said that full disclosure would cure all 
evils, but that is only half of the story; the merchant, too, needs protection 
and clarification of his situation. 

The Governor’s committee has given attentive ear to the wishes of buyer and 
seller. A bill for an “all goods” act has been studied and may be proposed to 
the 1959 legislature. It reflects many of the important features of new legisla- 
tion like that enacted in New York in 1957 and in bills prepared for introduction 
in several legislatures in 1959. Perhaps half the States have legislation regu- 
lating installment sales transactions of one kind or another. Minnesota has 
anew Motor Vehicle Sales Act. But additional legislation of the right sort is 
hecessary in other fields of retailing. 
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WHAT THE PROPOSED BILL DOES lc 
ae ' a. is 
The bill contains much technical but necessary language. The bill makes it | a 

practically impossible for a seller to overreach the customer. In brief, it pre- | 
scribes ground rules in credit selling; it defines rights of buyer and seller: it tl 
sets maximum and minimum carrying charges; and it establishes severe penal- is 
ties for violations. ne 


More particularly: 
(1) The bill specifies what goods and services are covered. It defines a 
retail time sale, an installment contract, a deferred payment agreement, a 


time price differential (carrying charge), and other important terms need- The 

ing definition. bill in 
2) It states in detail what a retail installment contract shall contain (A 

so that the buyer may not be obligated to pay any amount whatsoever unless appea 

the item and charge are clearly set forth. Included is a warning to the 

buyer about reading the contract, against signing if blank spaces are left un- XI. R 

filled, and informing him of his unlimited privilege of paying his obligation 

in advance with a right to an appropriate refund of unearned charges. : 
(3) It contains provision for carefully controlled refinancing privileges Rel: 

advantageous to both buyer and seller. W © 
(4) It regulates the form and use of “deferred payment agreements” reli 


which include the newer forms of charge accounts like revolving credit, 
budget accounts, and option accounts. These new and growing forms of re- 
tail credit are increasing in popularity and should be defined and regulated. 


such 4 
user 0) 





The bill sets up machinery by which older credit forms may be converted : rhe 
into newer accounts and, as in the case of installment contracts, the buyer — 
is protected by providing specifically what the agreements shall contain. + 
(5) There is present doubt, troubling buyer and seller alike, as to what “aoa 
are proper and legal carrying charges. hehe 
This doubt must be and is removed by the bill. In unequivocal language U 
maximum charges are set and certain minimums are established. Extensive : ~ 
language is used to make certain that the permitted time price differential ree. . 
is the only charge a merchant may take. — 
To arrive at proper time price differentials, the committee considered: paying 
(a) Rates low enough to prevent oppression of the buyer who needs roe 
credit; and sae 
(b) Rates high enough to compensate a merchant in fair measure for Or , 
granting time credit to those using it: to reimburse him, at least in hen od 
part, for his added expense; to permit the smaller merchant to gain his " ty 
fair share of sales in competition with his larger competitor: and to aw 
establish by law those maximums that in general seem to be the going simple 
rates in retailing in Minnesota. Eigh 
(6) Beeause of the distance factor and absence of personal contact be- cars), ' 
tween buyer and seller in mail order transactions, certain strict formal _Eigh 
requirements are relaxed in handling these sales, but the buyer continues simple 
to be guarded against abuse. Elev 
(7) The bill spells out the unlimited right of a buyer to prepay his obliga- and oJ 
tion and his unrestricted right to receive an appropriate refund of insurance Thir 
premiums and unearned charges per strict rebate formulae. older c 
(8) The bill carefully prescribes the manner in which buyer and seller Carr 
may add purchases to prior contracts and the manner in which a buyer's by law. 
payments may be allocated under consolidated contracts. For added pro- Figh 
tection of the buyer, provision is expressly made for release of liens on ee a 
e re 


merchandise in add-on or consolidated contracts. 
(9) For the buyer’s further protection, the bill prohibits signing by 4a 
buyer if the contract or agreement contains blank spaces except under 


this me 
of choi 


certain carefully defined conditions. standal 
(10) Precise language prohibits inclusion, in any contract, of such buyer A la 
agreements as would accelerate the contract simply because the seller feels free cor 


himself insecure, or to assign wages, or to give the seller a power of attorney 

to confess judgment, or to waive any of the buyer’s rights under the act, and 

so forth. The 
(11) The penalty clauses of the bill are exacting and severe. Willful a é‘ 

violations are punishable by complete loss to the seller of his rights under agre 


: . : chs 
the contract or agreement, including the whole of the time balance. He oe 
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loses everything through complete forfeiture. Other violations are pun- 
ishable by loss of twice the amount of the carrying charges (time price 
differential). 

(12) If enacted by the 1959 legislature and approved by the Governor, 
the law would become effective on July 1, 1959. The delayed effective date 
is necessary to permit dissemination of information and preparation of 
new business forms that would be required. 


RECOMMENDATION 22 


The committee recommends the enactment of a Minnesota retail time sales 
bill in substantially the form as endorsed by the committee. 

(A minority report on the rates proposed in and enforcement of this bill 
appears on p. 510.) 


XI. RECOMMENDATION RELATIVE TO REQUIRING THAT ALL INTEREST AND FINANCE 
CHARGES BE STATED AS SIMPLE INTEREST PER ANNUM 


Relative to recommendation 23: 

We urge the enactment of a law requiring that in all forms of agreements 
for consumer credit the amount charged either as interest or as finance charge 
must be stated in terms of simple interest on an annual basis. We support 
such a law as a direct and simple method of insuring that the borrower or the 
user of credit my know the rate he is paying for that credit. 

The deliberations of this committee have brought out clearly the variety of 
rates charged. They have also brought out the necessity for different rates 
applying to different kinds of credit. We have learned that it is some times 
extremely difficult to determine exactly what rate is both adequate for the 
lender and fair to the consumer. Yet we can see no valid argument in opposition 
to letting the borrower know exactly what rate he is paying. 

Under present laws and practices there is much confusion about actual rates, 
and charges are presented in such varying and confusing terms that only the 
most experienced borrowers are likely to know exactly how much they are 
paying. For example, in today’s market in Minnesota we have charges ex- 
pressed as follows: 

Three percent a month (under small loan law), which equals 36 percent simple 
interest. 

One percent a month (under credit union law), which equals 12 percent 
simple interest. 

Six percent discount (bank law, installment loans), which equals 11.5 percent 
simple interest. : 

Eight dollars per one hundred dollars (motor vehicle installment sales, new 
ars), Which equals 14.5 percent simple interest. 

Eight percent discount (industrial loan and thrift), which equals 15.7 percent 
simple interest. 

Eleven dollars per one hundred dollars (motor vehicle installment sales, 2- 
and 3-year-old cars), which equals 19.7 percent simple interest. 

Thirteen dollars per one hundred dollars (motor vehicle installment sales, 
older cars), which equals 23.2 percent simple interest. 

Carrying charge on installment sales, whatever traffic will allow, unregulated 
by law. 

Eight percent simple interest, maximum under usury law. 

It is traditional in our economy that when people are asked to invest money 
the returns are expressed in terms of simple interest. People understand what 
this means. It is likewise traditional in our economy that we permit freedom 
of choice among competitors provided there is an honest and clearly under- 
standable statement of terms. 

A law such as we recommend would be in accord with these principles of 
free competition and of honesty in business. It would be relatively self-enforcing. 


RECOMMENDATION 23 


The committee recommends the enactment of a law requiring that in all forms 
of agreements for consumer credit and other forms of personal credit the amount 
charged either as interest or as a finance charge must be stated in terms of 
simple interest on an annual basis as well as any other form desired. 
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XII. THE CoMMITTEE’s CONCLUDING REMARKS 


The cS mmittee respectfully presents this report to the Governor of Minne- 
sota with the hope that it has in some measure contributed to a better under- 
standing of some of the problems relating to consumer credit in Minnesota and 


— it has made some constructive suggestions for developing solutions to these 
problems. 


XIII. Minoriry Reporr oN PROPOSED MINNESOTA ALL Goops AcT 


We believe there is need for legislation similar to the ‘‘all goods” bill submitted 
by the Minnesota Retail Federation, but it is our opinion that (1) the charges 
recommended by the majority of the committee are excessive, and (2) the 
failure to include adequate provisions for enforcement and for action in cases 
of complaint leaves the consumer without proper protection. 

(1) We L.uieve that a rate of $10 per $100 per year is too high. This 
would amount to an equivalent of 20 percent simple interest. Institutions 
in the lending business find it profitable to extend credit at rates substan- 
tially lower than this. 

For example: banking institutions on direct loans, with no goods for collateral, 
are now charging 6 percent discount, or 11.5 percent simple interest; credit 
unions charge 1 percent a month, or 12 percent simple interest; industrial loan 
companies charge what amounts to 15.7 percent simple interest; and the only 
lending agencies charging more than the rate proposed are the small loan 
companies, which charge what amounts to a 36 percent simple interest rate. 

While we recognize the need for a rate high enough to reasonably compensate 
the retail merchant, we do not believe the rate should be so high that it becomes 
more attractive to sell for credit than for cash. 

(2) We believe that the proposed bill provides for no adequate enforce- 
ment. In New York State, which was among the first to pass a comparable 
“all-goods” or “full disclosure” law, many regard the enforcement features 
as the consumers’ most important gain. 

In that State the banking department has set up a special division to ad- 
minister the new program. Under the newly passed legislation, the department 
has very wide powers to investigate, on written complaint, or on its own initia- 
tive, any person or company believed to have broken any law relating to in- 
stallment sales. We feel that this is essential in order to give needed help and 
protection to the consumer. 

In conclusion, the minority believes that if the rates were reduced and if the 
proposed bill embodied adequate enforcement procedures as outlined above, 
that it would be beneficial to the consumer. 

The persons who concur in this minority report are Mrs. Sally Luther, I. C. 
Rasmussen, Arthur Hansen, Robert Hess, Donald Savelkoul, and Fred Stahl. 
Edward Slettom coneurs in the provision for enforcement. (Only committee 
members present when the vote was taken were polled in this matter.) 


XIV. Minortry REPORT ON PROPOSED AMENDMENTS TO THE SMALL LOANS LAW 


Through the appointment by Governor Freeman of the study committee on 
consumer credit, a means was provided to secure a careful study of the whole 
field of consumer credit to the end that better legislation, which would effectively 
benefit the public in Minnesota, could be achieved. Specifically, in the small 
loan field, the study was undertaken to consider the desirability of lowering the 
present rate of charge of 3 percent per month on unpaid principal balances and 
increasing the maximum loan limitation which at present is $300. These con- 
siderations necessarily involve a thorough analysis of the provisions of S.F. 
181, a bill passed by the 1957 legislature. which was vetoed by Governor Free- 
man with an explanation that the effects of the suggested changes required a 
serious and comprehensive study. 

The report made by the study committee relating to the small loan law con- 
tains recommendations on all of the revisions which were included in S.F. 181. 
The first seven recommendations were passed unanimously by the committee so 
that the bill of last session has been approved in all major respects except as to 
rate and maximum loan limitation. While S.F. 181 had a maximum limit of 
$750. the recommendation of the majority of the committee was settled finally 
at S600. The rate structure of 3 nercent to $200. 2 nercent from $200 to $400. 
and 1 percent over $400 as provided in S.F. 181 was not accepted by the majority 
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of the committee and a rate of 2% percent to $300 and 1% percent over $300 
was finally reeommended. The maximum loan and rate reduction recommenda- 
tions were made by the committee without measuring or estimating their effect 
on the availability of loan services to the borrowing public. 

Thus, in effect, the committee has recognized the need for a higher small loan 
maximum to better serve the borrower under present economic conditions. It 
has adopted the principle that a reduced rate is possible with a higher loan 
limit even though operating costs within the industry have increased with the 
inflationary trend. It has also recognized that other revisions as contained in 
S.F. 181 were proper in order to give better, more efficient and more economical 
service under conditions as they exist today in contrast with nearly 20 years ago. 


A mucimum loan limit of $900 is recommended 


As to the maximum loan limitation, there was no objection to a ceiling of $750 
by the legislature last session in either the committee hearings or on the floor. 
The bill in both houses was originally introduced at $900 and voluntarily 
decreased to $750 by the authors at the outset of committee hearings. Governor 
Freeman, in explaining his veto of S.F. 181, made no objection specifically to 
the maximum loan limitations of $750. Therefore, it would seem that the maxi- 
mum of at least $750 was not a matter of controversy throughout the progress of 
the bill of last session. , 

The study committee has indicated that means should be provided to prevent 
two loans from being granted to the same borrower in the small loan field or 
by a small loan company and an industrial loan company with substantially 
the same ownership, management, or control. The only realistic way of reducing 
the number of such “doubles” is to provide a maximum limit high enough to 
permit the borrower's needs to be satisfied with one loan at one place at a very 
substantial reduction in borrowing costs. 

Therefore, we disagree with the $600 maximum loan recommendation of the 
majority of the study committee and urge the amendment of the small loan 
law to provide a maximum loan limitation of at least $900. Anything less than 
$900 is unsound and unrealistic and would serve only to continue the problems 
of “doubling” which the study committee seeks to correct. 


A rate structure of 2% percent to $300 and 11% percent on balances over $300 
is recommended 


Undoubtedly, a reduced rate of charge on small loans would benefit borrowers 
and, within limits, the lower the rate, the greater the benefits that would result. 
However, the establishment of rates so low that lenders cannot service the 
normal loan demand and must transfer capital to other fields is of no value 
whatsoever. Therefore, the real purpose of a study of rates in the small loan 
field should be to determine how much of a reduction is possible for borrowers 
without jeopardizing the service itself. In making recommendations for rate 
reduction, the majority of the study committee apparently believed that the 
public would be benefited by rates set as low as could be approved, without mak- 
ing a study of the probable operating results. 

Facts presented to the committee from the consolidated report of 1957, pre- 
pared by the commissioner of banks, show that 140 small loan offices made 
$1,200,000 profit after taxes on $27 million of the assets used in Minnesota. 
This means that the average small loan office netted $8,600 for the year 1957 
on $190,000 of assets used. Expressed as a percent to average outstandings, the 
only asset which produces income, net earnings in 1957, after expenses and taxes, 
was 4.47 percent. The net earnings of the industry has declined gradually 
from 7.69 percent in 1946, due to increased costs and restricted volume under 
the $300 loan limit. 

The committee recognized that the rate structure provided in the bill last 
session would have reduced the costs for most borrowers. Last year 126,000 of 
a total of 208,000 loans were made at or near the maximum of $300. The monthly 
charge on a $300 loan would have been 11 percent less under S.F. 181 and the 
savings to borrowers would have been more than $1 million per year. In addi- 
tion, people who owed $300 at two places would have reduced their monthly 
cost at the outset from $18 to $12: by borrowing $600 from one lender. It was 
estimated, however. that more income from increased outstandings would offset 
this $1 million reduction and would have permitted operating economies to 
produce a net return sufficient to attract capital and assure service in the small 
loan field. 

The rate of 2% percent to $300 and 1% percent above, as recommended by the 
majority of the study committee, would further reduce the gross income per 
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year by $900,000 more than the reduction estimated under the rate structure 
of the bill last session. Since no additional economies are possible by such a 
further rate reduction, the $900,000 would practically eliminate the entire amount 
of net profit presently earned by the small loan industry in Minnesota. 

In an effort to effect a compromise that would accomplish benefits to borrowers 
(which a higher ceiling and lower rates of charge would surely do) and still 
“provide a fair, equitable, and favorable climate for the development of all legiti- 
mate business enterprise,” a proposal was explained to the members of the com- 
mittee present at the December 19, 1958, meeting as a basis for reconsideration 
of the majority action taken on the rates and ceiling recommendations. It was 
urged to change the maximum loan limit to $900 and to amend the rate of charge 
on the first $300 from 2% percent per month to 2%, percent per month. While 
this revision would have affected the cost to borrowers by only 25 cents per 
menth per $100 and in no case more than 75 cents per month regardless of the 
amount owed by the borrower, it would probably make a reasonable profit possi- 
ble for the industry as a whole in Minnesota. An average of 50 cents more per 
month in servicing costs is not crucial to the borrower in view of the substantial 
reduction in costs and other benefits accruing to him with other proposed changes 
in the small loan law. However, the industry in Minnesota has more than 
100,000 accounts on which this minor adjustment would apply to restore ap- 
proximately $600,000, which would make possible a reasonable profit to the in- 
dustry. 

The motion for reconsideration of small loan rates and ceiling made at the 
December 19, 1958 meeting lost in voting—eight votes for and nine against. The 
result of this vote is particularly significant since the majority recommendation 
was formulated and recommended by 11 members acting as a subcommittee by 
a vote of 8 for and 8 against. 

For the reasons stated above, we disagree with the portion of the rate recom- 
mendation of 214 percent on balances to $300 made by the majority of the study 
committee and urge the amendment of the small loan law to provide a maximum 
rate of charge of 2% percent per month on balances to $300 and 114 percent per 
month on balances over $3500. 


Conclusion 


While disagreeing with the report of the majority of the study committee as 
to rate and ceiling recommendations, we concur with the recommendations for 
revision of the small loan law in all other respects. The committee has recog- 
nized that the law and regulations governing the small loan business were adopted 
when conditions were different from those that prevail today. If the provisions 
of S.F. 181 passed at the last legislative session were confusing and compli- 
cated, the recommendations made by the study committee should clarify and sim- 
plify the rate section and the precomputation proposals, and should provide other 
improvements needed to assure better legislation in the consumer loan field. 
A more realistic loan maximum of $900 with a rate structure of 2% percent 
per month to $300 and 1% percent per month on balances exceeding $300, along 
with the other sound recommendations made for revision of the small loan law, 
would give to the borrowers substantially all of the advantages intended by the 
majority recommendations. At the same time an adequate return would be 
provided which would continue to attract industry capital in volume commen- 
surate with public needs. 

Respectively submitted, 
HERBERT J. DOWER. 

(Additional signatures were not solicited. ) 


XV. Minority REPORT ON PROPOSED AMENDMENTS TO MOTOR VEHICLE 
INSTALLMENT Sates AcT 


The Governor’s study committee on consumer credit has advocated in its final 
report to His Excellency, the Governor of the State of Minnesota, a proposal for 
legislation to limit dealers participation in the time price differential under the 
Motor Vehicle Installment Sales Act. 

This proposal was by no means unanimous and herewith is presented a minor- 
ity report which has for its purpose to demonstrate that the action contemplated 
by the committee is unnecessary, unwise and one that would result in abuse to 
the consumer in its final end result. 
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It might first be pointed out that the relationship of the automobile manu- 
facturer, the automobile dealer, and the sales finance company with respect 
to the ultimate consumer is a rather difficult relationship and is one that is per- 
haps unique in the economy of this country. In other words, the relationship 
between the dealer and the finance institution and the consumer is somewhat 
different as far as the sale of automobiles and their financing is concerned as 
compared to the sale and financing of durable goods or goods of a different nature. 
Without a complete understanding of the history of the growth of the mass pro- 
duction of automobiles, the sale and distribution of automobiles and the manner 
in which sales finance companies grew, one cannot adequately comprehend the 
extent of the problem involved and the reasons why the actions of the committee 
appear at this time to be unfounded. 

Certainly the practice and custom that has grown up of sharing the time price 
differential between the dealer and the financial institution is based on sound 
principle in that there are certain things which the automobile dealer must do 
with respect to creating the installment contract that involve the incurring of cer- 
tain expenses which are not present in a cash sale. Furthermore, there are cer- 
tain risks which he undertakes that are not present in a cash sale. There can 
be no argument that the dealer should not be reimbursed for these services as 
far as the work and expense that are involved in instituting this contract. It 
might be possible to consider the automobile dealer in this instance as a sort 
of broker or middle man who goes about to arrange a credit customer for the 
sales finance company. Through our economy it is recognized that a broker or 
middle man in this position is entitled to be paid for his services so that one might 
argue quite convincingly that not only should the dealer be reimbursed for his 
expenses and services but also for placing the business with a particular sales 
finance company. 

It has also become quite apparent that there is some misunderstanding of 
terms and some advocates of this particular type of legislation who might talk 
about “pack,” “dealers reserve,” and/or “dealers participation” do not thoroughly 
comprehend the difference in the meaning of those terms and the nature of the 
operation indicated by the use of those terms. 

Throughout the hearings with respect to this particular matter it appeared 
that there was a lack of evidence to substantiate some of the conclusions drawn 
by those favoring this type of legislation. The conclusion that competition is not 
effective as far as the benefit to the consumer is concerned with respect to the 
matter of automobile dealers placing contracts in the hands of certain sales 
finance companies, has certainly not been demonstrated by testimony which is 
quite clear and unequivocal. The further conclusion that this competition results 
in higher costs to the consumer is not supported by evidence. 

In its deliberations the study committee apparently ignored some of the fea- 
tures and arguments as contained in the decision of the Indiana Supreme Court 
with respect to similar type of legislation that was proposed in the State of 
Indiana and found to be unconstitutional in that State. 

Historically it can be admitted that certain abuses existed in the sales of in- 
stallment contracts regarding automobiles but those abuses resulting in higher 
prices to the consumer were for such factors as refusing to refund the unearned 
portion of the finance charge upon repayment by the borrower, imposing exces- 
sive additional charge for delinquencies or repossessions, the hiking up of rates 
and excessive insurance charges. The evidence as submitted to the Minnesota 
State Legislature in 1957 at the time of the passage of the Motor Vehicle In- 
stallment Sales Act quite clearly showed that particularly with respect to ex- 
cessive insurance charges did problems exist that needed correction. No where 
was there presented to the committee any evidence to show that in Minnesota 
the problem of dealers participation was an abuse or a cost to the consumer of 
an excessive amount of money. 

An examination of the writers who have written with respect to consumer 
credit in the matter of automobile sales financing, indicate that the States which 
have enacted legislation with respect to this problem have by no means been able 
to agree as to which approach should be followed. There has been no uniformity 
as to whether dealers participation should be entirely eliminated or barred or 
merely limited. Those States who talk about limitations have differences in their 
approach to this problem and at least one other State has taken an entirely dif- 
ferent approach to this problem by limiting the matter of sales finance contracts 
in such a way that it conforms to that particular State’s usury law. Certainly, 
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because of the chaotic condition which exists in this country with respect to this 
problem, it would appear that further study with respect to this problem and 
certainly some evidence to substantiate such an important step as legislation 
should be secured before legislation is enacted. This State should not leap in 
one or another direction when no trend can be shown to prove which course is 
desirable. We want to eliminate problems and not create them in the face of 
the chaos that exists in this country with respect to this problem. We can be 
proud that in Minnesota through the passage of the Motor Vehicle Installment 
Sales Act in 1957 we have helped the consumer by providing for full disclosure, 
penalties for violations and the other matters contained in the bill which make 
it possible for the purchaser of an autmobile to know and understand what he 
is getting and what he is paying for the fact that he buys an automobile without 
paying cash therefore. In the absence of any evidence to show abuse to the con- 
sumer legislation seems unwarranted. This appears to be what the legislature’s 
program should be, namely: that of eliminating excessive finance charges rather 
than attempting to regulate sales between dealers and finance companies. 

Historically, it has been indicated that the automobile industry is peculiar in 
its dependency upon sales finance companies. Only a cursory examination of 
the history of our economy is necessary to show that only until recently commer- 
cial banks would not do the job of financing purchases of automobiles and there 
was therefore stimulated this great growth in sale finance companies to perform 
this function. Sales finance companies must do the job because there is no other 
agency to do it, although it is again quite clear that banks with their fixed 
charges and rates of interest are in an increasing number and amount entering 
this field of automobile financing which is a step which tends to bring some order 
into this situation and make the limitation of dealers reserve a less desirable end 
result for the consumer. The role of the finance company and its assistants in 
the floor planning for the automobile dealer, the advertising, the service that it 
renders with respect to good and bad paper and the other points that are an in- 
tegral part of the business, must be carefully examined rather than the isolated 
transaction of the amount of dealer’s participation that might exist. 

It was apparent from the presentations made before the committee and after 
examining the minutes taken of the presentations, that there is to a large extent 
in this matter of discussion about limitation of dealers’ participation merely a 
struggle between what can be called the small local finance companies and the 
larger national companies. Again an examination of the records will indicate 
that even some years ago when under the National Recovery Administration Act, 
it was attempted to have a code of practice promulgated for sales finance com- 
panies. Even after two lengthy meetings this idea met with failure because 
there was an effort on the part of what are considered the small local dealers to 
eliminate dealers’ participation completely while the larger national companies 
wished to retain some reserve because as they attempted to show, this protects 
the dealer from losses and in many instances has been the only device by which 
these dealers have been able to remain in business. One only need read the 
records of the Federal Trade Commission and other agencies to note the low mar- 
gin of profit that the automobile dealers must operate under and to read the testi- 
mony of these dealers that had it not been for the fact of the dealers’ participa- 
tion or reserve the dealer would not have been able to stay in business, again 
this being a real detriment to the consumer in those areas where he would no 
longer be able to transact his automobile business. 

Competition does, as was demonstrated in the evidence to this committee, keep 
rates down to a minimum. It can be noted that there was presented to this 
study committee evidence that in spite of the rates which are allowed by the law 
passed in 1957, the going rate is considerably less and I think it is perfectly 
obvious that high rates charged by automobile sales finance companies will drive 
people in to banks. Again we have had evidence to show the increasing com- 
petition given to sales finance companies by banks, the greater awareness on 
the part of the consumer as to the meaning of these rates, the consumer will 
not pay excessive rates to finance companies when he knows and understands 
because of the advertising and sales promotion efforts that have been made at 
what price he can borrow money from the bank with which to purchase his 
automobile. 

The decision of the Indiana Supreme Court, the case of Department of Finan- 
cial Institutions v. Holt, found in 231 Indiana 282, 108 N.E. Reporter 2d 629: 
In this case the Supreme Court of Indiana stated that it was of the opinion that 
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the act regulating dealers participation or reserves was “an arbitrary invasion 
of property rights.” One can, by reading the works of those who have written 
in this field of consumer credit, find a great deal of support on the part of those 
people active in this field for the decision of the Indiana Supreme Court which 
felt that it was unnecessary to regulate dealers participation. It is interesting 
to note that with respect to the State of Indiana the following legislative session 
after this decision attempted to pass legislation accomplishing the same end 
result by approaching it from an antimonopoly direction. It was reported by 
one newspaper that this matter of passing this legislation was just a fight be- 
tween the large and the small finance companies without the public interest being 
involved in any way. It was also reported by another newspaper writer that 
one of the State senators who spoke in support of this particular bill said that 
it was a measure to protect Indiana finance companies from what he called the 
big, widely operating companies. Obviously there seemed to be some agreement 
that the public interest was not being helped but this was merely a matter of 
a struggle between certain types of finance companies. Perhaps this matter 
of the struggle between the bigger finance companies who have adequate sources 
of money and can afford to lend money at lesser rates as opposed to the smaller 
local companies who must charge higher rates was not gone into as thoroughly 
as possible. Certainly, however, those on the study committee who have thought 
about the problem were aware of this struggle and the self-interest that appeared 
with respect to this proposal. In view of the fact that no demonstrable evidence 
was presented showing the consumer’s interest and indicating to some extent 
the struggle between the small and large finance companies, it is encumbent upon 
this study commission and the legislature to take a basic approach to the prob- 
lem. Certainly it must be determined how the consumer, the citizen of Min- 
nesota, can be most benefited. Can it be done by legislation dealing with matters 
directly affecting him when he purchases an automobile and finances it, or can 
it best be approached by legislation attacking monopolistic practices and promot- 
ing competition that will result in lesser rates of interest to him. Certainly the 
latter approach would be advantageous not only to the consumer but also in 
the long run to the small local finance company. 

Other writers in the field have also felt that neither of these approaches are 
perhaps the correct method, that rigid statutory rate setting and regulation of 
business practices is not the answer, but that some type of flexible administrative 
control, which takes cognizance of the peculiarities of this business, the changes 
in the market and the interest of all concerned is the proper answer. It is 
hoped that the remarks in this minority report will be beneficial and stimulating. 
Further study and interest on the part of those who read both reports so that a 
thorough understanding of the problem may be had. 

Respectfully submitted. 

WINFIELD R. STEPHENS, Jr. 

(Additional signatures were not solicited. ) 


ADDENDUM TO REPORT TO HIS EXCELLENCY, ORVILLE L. FREEMAN, GOVERNOR OF 
MINNESOTA, BY THE GOVERNOR’S STUDY COMMITTEE ON CONSUMER CREDIT 


Attention is directed to paragraph 5 of the report beginning on page 508. 

It should be noted that the study committee favored, by a 9 to 6 vote, time 
price differentials (carrying charges) of $10 per year per $100 on amounts up 
to $500 and $9 on amounts over $500: and for retail deferred payment agree- 
ments rates equal to 1% percent on the unpaid balance up to $500 and 114 per- 
cent above that amount or, as provided in the bill approved by the committee, 
15 cents for each $10 up to $500 and 1214 cents per $10 over $500. 


CONSUMER INTERESTS 


A Special Message by Gov. Orville L. Freeman, Monday, February 23, 1959 


-~o, 


l'o the Members of the 61st Session of the Minnesota Legislature: 


In this brief message I should like to call your attention to measures directed 
toward the protection of consumer interests in the State of Minnesota. I 
believe it is essential to give special attention to consumer interests at this 
session of the legislature for two reasons: First, the increasing importance of the 
cost of living factor in our general economic welfare; and, second, the increas- 
ing significance of the role of government in relation to consumer interests. 
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COST OF LIVING 


General recognition of the increases in the cost of living that have taken 
place in recent years makes it unnecessary to deal at length with this fact. Be 
tween July 1953 and July 1958, the overall retail price index for major cost of 
living items went up over 8 percent. And during the one year of 1958, a year 
of recession and unemployment, the rate of increase was even more rapid, 
amounting to 2.57 percent in just 1 year. 

This overall rise in the cost of living of more than 2% percent during a reces- 
sion year has aroused people to be as concerned about their spending power ag 
they are about their earning power. Rising prices can eat up all the gains from 
higher wages and incomes. Even more disturbing is the toll taken by rising 
prices from older people on fixed retirement incomes. 

Important as it is to control inflation, there is not much that State government 
can do to control overall national price levels. But we may be able to do a 
great deal toward helping consumers to increase their buying power and to 
protect their interests. 

ROLE OF GOVERNMENT 


Government today must be concerned with the economic welfare of the people. 
Under our philosophy of free enterprise, the producer and distributor of goods 
is almost wholly in private hands. Powerful groups of producers compete with 
or combine with each other. Among other things, Government is charged with 
the responsibility of fixing and enforcing the rules of the game. In carrying out 
this function, Government is expected to represent the public interest. In 
other words, in the conflicts and competition between various producing groups, 
Government should represent our interest as consumers, the one interest that 
we have in common. 

Yet experience has repeatedly shown that grave difficulties beset this repre. 
sentation of the consumer or the public interest. Agencies and commissions set 
up to regulate various communications, transportation, and other economic 
activities are subjected to pressures and influence on the part of those very 
groups they are supposed to regulate in the public interest. When new rules of 
the gume are proposed in the form of new regulations or new legislation, those 
most active and effective in pressing their points of view on Government agencies 
or on the legislative bodies are the specific interests concerned. 

Such special representation of interests, whether in the form of lobbying 
or various other kinds of pressure, is an accepted feature in our Government. It 
is not necessarily an evil in itself, for all life in our modern interdependent 
society must involve a compromise of conflicting interests. If the conflicting 
pressures would counterbalance each other, a balance could be achieved. But 
such’ a compromise or balance can be acceptable only if the strengths of the 
various pressures are at least approximately in proportion to the numbers of 
people whose interests are represented in each pressure group. 

There is one economic interest that is almost always underrepresented wher- 
ever these conflicting pressures meet, and that is the consumer interest. Thus, 
the voice that really expresses the interests of the greatest number has the 
weakest voice in our councils. Government should, therefore, make a special 
effort to strengthen that voice. 


CONSUMER CREDIT 


One field in which vast numbers of consumers have a deep interest of in- 
ereasing importance is that of consumer credit. Few areas of economie activity 
have expanded as rapid!y in the postwar period. Whereas the volume of con- 
sumer credit in the Unitea States amounted to only $8 billion in 1946, by 1958 
it had increased more than 500 percent to a total volume of $48 billion. This 
rapid increase in volume has been accompanied by increased sources and kinds 
of credit and by pressures for various changes in laws regulating or affecting 
the extension of credit to consumers. Each recent session of the Minnesota 
Legislature has witnessed such proposals for change, and some changes have been 
made. 

APPOINTMENT OF COMMITTEE 


Proposals for changing the rules applying to one or more types of institutions 
that extend credit are usually sponsored by the institutions concerned, and are 
made for their benefit. This is entirely in order. However, members of the 
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legislature and other public officials are obligated primarily to protect the in- 
terests of all the people, even as they maintain a proper concern for a fair, 
equitable, and favorable climate for the development of all legitimate business 
enterprise. We cannot fulfill our responsibilities effectively unless we have at 
hand all of the pertinent information. I therefore appointed a special study 
committee on consumer credit more than a year ago to study. the overall picture 
of sources and terms of consumer credit in the State of Minnesota. 

This study committee on consumer credit consists of 21 members, including 
members of the legislature, representatives of each of the principal kinds of 
institutions that extend consumer credit in Minnesota, and leaders in the fields 
of agriculture and labor, and consumers themselves. I am very much impressed 
with the amount of work, study, and serious discussion which members of 
this committee devoted to their task. I have given its report and the recom- 
mendations it contains careful consideration; and the principal recommen- 
dations that I now make in the field of consumer credit are based on the 
recommendations of this study committee. 

Bill to require disclosure of true simple-interest rate 

The committee recommendation that I believe would offer the greatest pro- 
tection to the consumer who needs credit is the enactment of a simple law which 
would require that in all forms of agreements for consumer credit the amounts 
charged either as interest or as finance charge must be stated in terms of simple 
interest On an annual basis. 

Consumers should expect to pay a fair price for credit, just as they should 
pay a fair price for goods they buy. But, just as they are entitled to know the 
exact nature and price of merchandise they purchase, they are entitled to know 
the price they pay for credit, in terms they understand. At the present time 
interest rates and/or carrying charges range all the way from an amount 
equivalent to 5 percent per annum or less to more than 60 percent per annum. 
In a high proportion of cases the individual securing credit does not know the 
actual amount or percentage he is paying. Nor does he realize that our com- 
petitive system applies to this field of enterprise as well as to others, and that 
by knowing all the available sources and their true comparative-interest rates 
he might be able to secure credit more advantageously from one source than 
another. 

Under present laws and practices there is much confusion about actual rates, 
and charges are expressed in such varying terms that only the most experienced 
are likely to know exactly how much they are paying for credit. It is reasonable 
and fair that different kinds and amounts of credit, with varying degrees of 
risk to the lender, should vary in cost—and we know that it is sometimes ex- 
tremely difficult to determine exactly what rate is both adequate to the lender 
and fair to the consumer. Yet, it is traditional under our laws and practices 
that we fix, by legislative action, the maximum rates and charges that can be 
made by credit agencies. These legal maximums are now the major protection 
that exists against exploitation of the borrower. 

The enactment of this simple requirement for a statement of true simple- 
interest rates would, however, offer such an additional degree of protection 
that the exact determination of maximum rates and charges would be of less 
critical importance. The statement of charges and interest in terms of their 
equivalent in true simple-interest rates, and thus in clearly understandable 
terms, would make possible effective freedom of choice among competitors, a 
principle that is traditional in our free enterprise economy. We depend upon 
competition to protect consumers against exploitation in many fields of goods 
and services, but competition can perform this function only when all factors 
are expressed in clear and comparable terms. 


AMENDMENT OF SMALL LOAN ACT 


Ten of the committee’s 23 recommendations related to proposed amendments 
to the small loan law. Most of these are recommended unanimously and would 
serve to facilitate and strengthen administration and operation under the law. 
One recommendation—to prevent two loans being granted to one borrower, one 
of which is from an industrial loan company and one of which is from a small 
loan company with substantially the same ownership, management or control as 
the former—is aimed at an abuse which should be corrected and I urge that 
legislation be enacted to that effect. 
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The majority of the committee further recommends that the ceiling on loans 
under the Small Loan Act be increased from the present $300 to $600 and that 
the present maximum interest rate of 3 percent per month be lowered to 24% 
percent on the tirst $300 and 1% percent on amounts over $300. I concur in 
this recommendation. 


AMENDMENTS TO MOTOR VEHICLE INSTALLMENT SALES ACT AND INDUSTRIAL LoaN 
AND THRIFT ACT 


The committee made six recommendations for amendments to the Motor 
Vehicle Installment Sales Act, all of which I believe are worthy of your con- 
sideration, and one of which is already well on its way through the legislative 
process. Two committee recommendations relating to corrective amendments 
to the Industrial Loan and Thrift Act have also been introduced. 


REGULATION OF RETAIL TIME SALES 


Installment sales, except for motor vehicles, are at present subject to no 
special regulations in Minnesota. The study committee on consumer credit 
studied this problem at length, and recommended a bill to regulate installment 
and other time sales of all goods. I believe that such a law could correct many 
abuses that now exist and would be of real benefit to the consumer provided the 
maximum permissible rates are kept as low as possible and provided there are 
adequate provisions for administering and enforcing the law. I do not believe 
that penalty provisions alone offer sufficient protection to the consumer because 
he will rarely be able to afford a lawyer for the purpose of pressing any com- 
plaints he might have. New York’s experience with similar regulations demon- 
strates that the real protection to the consumer lies in the fact that the banking 
department has been given broad powers to investigate complains relating to any 
retail installment sales transaction and also to make inquiries on its own initia- 
tive. I strongly urge that any Minnesota legislation to assist retailers in making 
more regular and adequate provisions for installment sales and finance charges 
should have provisions similar to those in New York for the protection of the 
consumer. 

CREDIT LIFE INSURANCE 


The committee report points out that credit life insurance is a phenomenon 
of the postwar era and that it serves a desirable social purpose for the borrower 
and a security purpose for the lender. However, the method by which it is 
usually provided brings about a “competition in reverse” to the detriment of the 
consuming public. Therefore, I urge that you enact the committee’s recom- 
mendation for legislation authorizing regulation of rates and the sale of credit 
life insurance, and that such legislation also provide for full disclosure of the 
eost of credit life insurance and the nature of the coverage. 


DEBT ADJUSTMENT AND PRORATING 


Finally, I would point out that the committee’s report shows that the abuses 
and exploitation that arise in the field of debt adjustment, debt pooling, and 
prorating are so serious that effective regulation to eliminate such abuses should 
be enacted. 

O'FICE OF CONSUMER COUNSEL 


Credit is only one aspect of consumer interests. Scattered throughout many 
Government agencies are various functions designed to protect the consumer. 
Regulations are provided to insure honest weights and measures, to prevent the 
contamination of food, to combat fraud in the sale of securities, and to safeguard 
the public in many other ways. The licensing of those who perform services 
that require special training helps to insure that those who engage in numerous 
professions and occupations have the appropriate qualifications. In spite of all 
these protective functions, there is no one agency whose sole purpose is to 
represent the consumer interest. The public is often unaware of the protection 
that is available under existing law. 

I recommend that you create the office of a consumer counsel, charged with 
responsibility to advise on legislative and administrative matters of interest 
to consumers and to coordinate and promote existing consumer services. Such 
an office has had marked success in the State of New York, and is now being 
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considered in several other States. I propose that the consumer counsel be 
appointed by and responsible to the Governor, since his duties will necessitate 
close cooperation with many existing departments, divisions, and agencies and 
yet will not fall under any one of them. I have already incorporated in the 
budget I presented to you the item of $20,000 a year to provide for the necessary 
staff and expense for such an office. 

I am confident that consumers and business would both gain many times more 
than the cost of such an office, and that the net results would be higher standards 
and better living. 

ATOMIC ENERGY BOARD 


There is one field directly concerned with the protection of the public interest 
that is so new and so specialized that I have already recommended the creation 
of a special body—the Atomic Energy Board. A bill has already been prepared 
to establish this board “to serve the public interest * * * to secure the fullest 
possible advantages for the State of Minnesota and the people thereof from 
knowledge and technology developing in the fields of nuclear and atomic energy, 
to promote the industrial utilization of nuclear and atomic energy and related 
phenomena within this State, to protect the people of the State of Minnesota 
against the hazards of ionizing radiation and other hazards to health and 
physical welfare arising from the utilization of nuclear and atomic energy and 
related phenomena, and to promote and disseminate the greatest possible 
knowledge and information with respect to these matters.” 

At this time I should like to request that you take action on this bill as soon 
as possible. There is much that such a board could begin to do almost imme- 
diately, and prompt action by the State of Minnesota could secure for us advan- 
tages that would not otherwise a Funds are available from the Atomic 
Energy Commission and the U.S. Public Health Service for essential research 
on ways by which we might dec re: ise any possible radiation hazard, for example, 
and the Atomic Energy Board could, immediately after its creation, plan for 
such research and apply for such grants. Prompt action on this measure can 
keep Minnesota in the lead it has already acquired by the excellent work of the 
Atomic Development Problems Committee. 


CONCLUSION 


Many of the other measures you are considering are of major importances to 
consumers, and I know that you will consider them in the public interest. Those 
emphasized in this message I regard as meriting your special attention. 

Senator Dovetas. Rolleall is scheduled to come on the Ellender 
amendment at 11 o’clock. We will recess and reconvene immediately 
after the rolleall. 

(Whereupon the subcommittee recessed for a short time.) 

Senator Douaias. The subcommittee will reconvene. 

We are going to call on our second witness, Mr. H. E. Cheever, who 
is vice president of the First National Bank, Brookings, S. Dak., who 
has been kind enough to volunteer to come here and testify. We are 
very glad, indeed, to have you here, Mr. Cheever, and want to thank 
you for your public spirit in coming. 


STATEMENT OF HERBERT E. CHEEVER, VICE PRESIDENT, FIRST 
NATIONAL BANK, BROOKINGS, S. DAK. 


Mr. Curever. Thank you. 

I have been associated with the First National Bank in Brookings, 

S. Dak., for a period of 22 years, and for many years I have been in 
char ge of the real estate and installment loan division of the bank. 

The city of Brookings is quite a typical Midwest city of about 
10,000 population. It is located in Brookings County, which is an 
agricultur al area. There are seven banks within the county, and in 
the city itself there are two banks and three finance companies. 
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Total deposits in the First National Bank are a little over 
$10,500,000 which represents something over 50 percent of the deposit 
volume in the county. 

Senator Doveias. So you are, by all odds, the leading financial 
institution in the county ¢ 

Mr. Crizever. I think we are the largest, sir, by several times. 

The First National Bank is a completely independent bank. One 
thing about it, that is perhaps not typical of most banking institu- 
tions, is the fact that the only interest charge in the entire bank 
operation is based on simple interest and that the maximum charge 
and the predominant rate in the installment loan division is 8 percent 
simple interest. 

Senator Dovetas. That is an annual rate ? 

Mr. Cueever. It is an 8 percent annual rate figured on the unpaid 
balance. 

Senator Douetas. Unpaid balance ? 

Mr. Curever. Unpaid balances, sir. That is the way the note reads, 
on the unpaid balance. 

Senator Dove.as. I want to congratulate you. I am going to ask 
the counsel to prepare a letter for the chairman of the board of diree- 
tors of the bank, congratulating them on their policy and congratu- 
lating you on your public spirit in coming here to testify. 

Mr. Curever. Thank you, sir. 

Senator Proxamme. Mr. Chairman, I would like to ask one question 
of the witness at this point. 

Senator Douetas. Yes. 

Senator Proxmire. We had some testimony recently on the require- 
ment to relate the finance charges, as specified in the bill, to the loan. 
It would mean that the resultant computation would not be a reflection 

of simple interest, but would be a reflection of a lot of other things, 
including the imputed cost of the money itself, the cost of salaries 
paid to people who have to work in the institution making the loan, 
and the cost of rent and light and heat and so forth. 

You are using the term “simple interest” here, and I presume, of 
course, that this is to cover all of your cost. 

Mr. Cueever. That covers the complete charge. There is no other 
charge. We have an insurance department in the bank. If the client 
so wishes, he can get his insurance there, or he can go wherever he 
wants to. If he does buy insurance at the bank, the insurance charge 
is listed as a part of his cost of his loan. 

He might be asking for $1,000. His insurance might have been 
$75. Then, we would compute our interest on $1,075. 

Senator Proxmrre. But there is no service charge for credit investi- 

gation ? 

Mr. Cueever. There is no service charge. 

Senator Proxmire. Or overhead or anything else ? 

Mr. Cuerver. None, that is right. 

Senator Proxmire. It is simple interest ? 

Mr. Cueever. It is strictly simple interest, as the arithmetic books 
taught you several years ago. 

Senator Doveras. I might say, Senator Proxmire, you are vindi- 
cated here. Yesterday, you said the Wisconsin Act discounted on the 
small loans, that the rate of interest must be stated on annual terms 
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on the outstanding unpaid balance. That was questioned. We got 
hold of a copy of ‘Wisconsin law, and we found you were completely 
correct. It has been entered in the record. Wisconsin is the one State 
in the country which does require interest on small loans to be stated 
in annual terms. 

Senator Proxmire. Thank you very much, Mr. Chairman. There 
is no one I would rather have vindicate me than the Senator from 
Illinois. 

Senator Douetas. No, I did not vindicate you. The facts vindi- 
cated you. 

Senator Proxmire. There is no one by whom I would rather have 
the facts announced that vindicated me. 

Mr. Cuerver. When a client wants an installment loan, he is ad- 
vised that the rate is 8 percent simple —— and he has the choice 
of either paying the interest annually, or, if he chooses to include the 
interest in the monthly payments, we Pac add to the principal of the 
note the interest which is computed with a factor of 4.33 for the 
first year, and one-third of 1 percent is added for each additional 
month beyond 12. In other words, the factor for a 2-year loan would 
be 8.33, or, if the loan were for 3 years, 12.33. When interest has 
been thus added to the note, a statement is typed on the back of the 
instrument to the effect that interest has been computed on the basis 
of 8 percent simple and included in monthly payments. If the note 
is prepaid, the same rate is used in computing the refund. In short, 
we want our client to fully understand the rate that he is actually 
paying and not be under any misconception that he is borrowing 
money at 4 percent because that is the annual factor used. 

The growth of consumer credit during the past decade has been 
little short of phenomenal. Whenever we have a vast expansion in 
any part of our national economy, we are bound to find certain abuses 
that will creep into this expansion, and that is certainly true in the 
field of consumer credit. Maximum interest rates are regulated by 
the laws of each State, and I firmly believe that that is where rate 
control should be. Conditions that might exist in Alaska certainly 
would not be the same as in South Dakota or Florida. 

As individuals, we are all interested in the cost price of any com- 
modity. When the cost of that commodity is greatly enhanced by 
the addition of very heavy carrying or finance charges, then it is 
bound to affect the well-being of our economy. One of the most 
unfortunate things that is happening in the consumer credit field 
today is that very few buyers know or realize the rate of interest they 
are required to pay. Various misleading terminologies are used, and 
most people are unable to translate the finance charge in terms of 
actual interest. 

_ Permit me to illustrate this point. Supposing that Joe is purchas- 
ing a car and wants to finance $1,500, which is to be repaid at a 
rate of $125 plus interest each month and to be paid in full over a 
period of twelve months. He inquires as to the interest rate and is 
told that this can be financed for “6 percent straight.” How much 
interest is Joe going to pay? The answer is $90, or 6 percent of the 
entire amount borrowed. The fact that the borrower was making 
monthly payments did not cut the interest at all, and when he was 
down to the last month and owed only $125, he was still paying in- 
53615—60— 34 
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terest on the entire original amount borrowed. He thought he was 
— ing money at 6 percent interest, when the truth is it was nearly 
2 percent on a simple interest basis, which likewise fitted into the 
ilesation that Governor Freeman made as to someone in his office 
writing to the finance company, and they said, “Six percent on an 
annual basis,” when the young man found out it was 12. He probably 
thought he was paying 6 percent. 

I will illustrate this further by a concrete case. This man is a 
college graduate and, in fact, has a master’s degree in economics. 

Several years ago he asked us to finance $4,000 on a trailer home, 
and at that time we were loaning money on a 7 percent simple basis. 
The loan was set up 1 year ata time with the entire balance due on 
the 12th month. That is what they call ballooning, frequently. 
Eira was, of course, computed on the unpaid balances from month 
to month. The first year went by, and the loan was renewed for a 
second year. In the meantime interest rates had increased, and we 
told him that the rate would go up to 8 percent simple interest for 
the third year. Our client told us that he could get money at 7 per- 
cent, and that was all there was to it. Our loan was paid off with a 
check from a finance company. I was pretty sure that I knew what 
had happened, and several months later I found out, for our client 
came back and asked us to please figure out what was wrong with his 
loan. It was easy to work out, for in order to avoid our 8 percent 
simple interest rate, he had fallen for the so-called 7 percent straight 
interest talk, and too late, he found out that he was paying between 

13 percent and 14 percent for the use of the money. This man then 
asked the finance company to pay off the loan, and, of course, he again 
had to pay a penalty for poeeowies 

Senator Dovueras. Mr. Cheever, I am aware of the fact that many 
in economics, may not, on the average be the most intelligent people 
in the world. 

But, probably, also, they are not the most stupid. Is that not.true? 

Mr. Cuerver. That is correct. 

Senator Doveras. Yet, this man did not know the difference be- 
tween the rate of interest on the outstanding unpaid balance and the 
rate of interest on the original indebtedness. Is that not true? 

Mr. Cueever. That is right. He was a very intelligent man, and 
when they told him 7 percent, he simply believed it was 7 percent. He 
did not know how to sit down and compute it. 

Here is another situation which is very common. An individual 
will make a purchase, and he will then be asked if he would like to 
arrange the financing of a part of the purchase price. The main 
question that he is asked is—how much per month is he able to pay. 
The contract will be drawn to fit his budget, but for some reason un- 
known to me, the purchaser will not pay any attention to the number 
of months that the contract is going to run. Certainly it is stupid on 
the part of the buyer, for the contract will probably ‘set out in black 
and white the dollar amount of finance charges, insurance, et cetera, 
but the buyer goes out completely oblivious as to what he is actually 
paying for this service. This is a concrete case. A young man with a 
high school education purchased a car. The difference in the ex- 
cha ange was $825. The financing was arranged at $52.30 per month 
for a total of 24 months. The total amount to be repaid was, of 
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course, $1,255. Thus, the finance cost of $430 was more than 50 per- 
cent of the amount of the exchange. Broken down, this included 
about $175 for 2 years’ insurance, and the balance of $260 was the 
carrying charge. The buyer was, of course, purchasing the insur- 
ance, and that should be added to the cost of the car, so that the 
amount that he was borrowing was just under $1,000. The $260 
charge for carrying the $1,000 for 2 years meant that he was paying 
just about 25 percent, which is not unusual, on a simple interest basis. 
In fact, it would be a shade over that. 

Senator Doveias. It would be 26 percent. 

Mr. Curever. He was charged $130 on a thousand per year. He 
was actually borrowing $1,000, when the insurance was added. 

Senator Doueias. Yes. This was to be—— 

Mr. Cuzrver. So he was paying $130 each year for 2 years, or a 
total of $260. So the simple interest that this lad signed up for was 
between 25 and 26 percent, which is not unusual. 

The young man showed this contract to his employer who brought 
it into the bank, and the finance company was paid off. The bank 
loan, which also included insurance, was set up over an 18-month 
period. The repayment figure was $54 per month. While the monthly 
payment was increased $1.70 per month for 18 months, the buyer 
shortened the paying period by 6 months at $52.30. 

Senator Doveias. Mr. Cheever, on this insurance item, was that 
collision and accident insurance on the car 

Mr. Curever. No, public liability. As 1 remember, with the finance 
company, it was $50 ‘deductible and « ‘comprehensive for a 2-year period. 
Then, they also added in lifé and health. 

Senator DouGias. On this life insurance, did he know he was getting 
the life insurance / 

Mr. Cueever. He did. I asked him that specifically. Those are all 
listed separately in South Dakota. We have a fairly good law that 
requires the separate listing of the various charges. We are in pretty 
guod sh ape that way. 

Another similar factual situation was that a customer of ours 
called me one evening and said that he wanted to go to a nearby city 
to purchase a car that he had seen advertised on television. I ap- 
proved a loan for $1,800, payable $60 per month, which, with interest, 
would require about 33 months to liquidate. The man called me back 
the next day from this city and told me that the car had just been sold 
before he arrived, but that he could buy another one just like it for ¢ 
couple of hundred dollars more. He also told me that the dealer had 
offered him a better finance deal than ours because he could get a con- 
tract at only $55 per month rather than $60, I naturally asked the 
customer how many months he would have to pay the $55, and he 
couldn't tell me. When he found out that the contract was to run for 
approximately 40 months; in fact, I think it was a bit over that, he, 
of course, saw daylight, but again for some reason the customer was 
totally ignorant as to the true finance charge and the number of 
months that the contract had to run. 

I would like to amplify what I have to say here just a little bit. 
There is one other situation that is disturbing to me that really in- 
volves banks, and that is that there are quite a number of dealers and 
merchants that do sell all their paper to banks. These peop) will fre- 
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quently advertise, using billboards or any other medium, and they 
will say, “Bank rates used here.” 

There, the buyer is probably completely lulled into security by 
thinking that by dealing with a particular place that he is getting a 
low rate when the truth is that very many, many, many times, he is 
not. The paper is sold to the bank, and I will cover a little more of 
that as we goon. 

S. 2755 is a very simple and forthright measure. It merely re- 
quires that anyone that is extending credit advise the purchaser in 
writing before the transaction is consummated, first the amount of 
the charge for the credit, and second a statement in terms of simple 
interest as to what that charge amounts to. ‘The use of money has a 
certain basic value. Any loaning institution must add to that a charge 
for the risk involved, plus an additional charge for the work element 
that may be required to handle that type of transaction. I do not 
say that some of these transactions should not have a high rate of 
interest. But I do say, and firmly believe, that the borrower has a 

right to know what he is actually having to pay and in the terms of 
al interest. If the buyer has that awareness, then it can only be 
up to him as to whether or not he wants to complete the transaction. 
To me, one of the main objectives of government is the protection of 
its citizens. If there are large numbers of our people who are unable 
to comprehend or understand the confusing and misleading interest 
terminologies that are commonly used, and, if we can correct. this 
situation by the enactment of a measure such as this, then I think we 
owe that obligation to our citizenry. 

To me, this bill, S. 2755, is not a regulatory measure. If we were 
to enact a law that would attempt to limit the rate of interest that 
could be charged or to limit the number of months in which payments 
could be made, or, if we would try to prescribe the amount of the 
downpayment, then such a law would be regulatory. In S. 2755, all 
that is being required is that the buyer be informed of the truth in 
language that he can understand. We have legislation today that re- 
quires the manufacturer of clothing to show us the kind of materials 
that are in the piece of goods. We are entitled to know the percentage 
of wool and whether it is new or reused wool. We are entitled to 
know the percentage of the garment that might be cotton, Dacron, 
or some other fiber, and, if the fiber is a trade name, we are even en- 
titled to know of what it is made. The same situation exists with the 
Food and Drug Act. Whether we are buying vitamins or cornflakes, 
the label must tell the buyer just what is in the package or the bottle. 
Those measures exist for the protection of the buyer and the obvious 
reason for the law was to correct abuses that must have existed. 
S. 2755 does exactly the same thing. 

Millions of people in our Nation find that it is necessary or expe- 
dient to use consumer credit, and this credit is a very integral part of 
our economy. When excessive charges are made, it has a very definite 
effect on both the people that are paying those charges and on our 
economy in general. In analyzing the consumer credit problem, we 
should give some thought as to why certain abuses exist. In the first 
place, the financing of consumer credit is, of course, a very competitive 
field. Normally competition in itself will regulate the price. Un- 
fortunately, that has not been the case with consumer credit. The 
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great bulk of consumer credit originates with the merchant or dealer. 
They are the ones that control where this finance paper is going to be 
sold. The competition that has developed is as to which financial 
institution can do the most for the dealer. What I am talking about 
is the kickback from the financial institution to the originator of the 
credit. This in itself is costing the people of our country untold 
millions of dollars and is all being added in as a part of the cost 
of consumer credit to the purchaser. I am sure that I am safe in 
saying that with many originators of credit the fees they are receiv- 
ing for these kickbacks will be a very substantial part of their net 
earnings. 

Again, we should step back a few years in the history of consumer 
credit. As the plan was growing and developing, dealers and mer- 
chants were selling paper to financial institutions, and the originator 
of the credit was required to guarantee the payment of the obligation 
of the purchaser. Good business practice was to set up a reserve fund 
out of which losses would be paid. This is still done and is legitimate 
to a degree; that degree should be a reserve in an amount that would 
protect the dealer from losses that he might sustain on the paper sold. 
As consumer credit continued to develop, most financial institutions 
found that in general their experience was very satisfactory. Conse- 
quently, the provisions of the guaranty were limited. 

In other words, they would reduce the liability of the dealer that 
sold the paper. He might not have to do any more than just pick up 
the car, if that was it, the transaction, and deliver it to the financial 
institution. He did not haye to guarantee the payments, and if it de- 
faulted pay out. They kept limiting the terms of the guarantee of 
the dealer... As the reserve fund became larger than was necessary 
for the dealer's protection, the overages were returned to the dealer. 

In my judgment this situation is vetting completely out of control. 
Only a small part of the amounts credited to a dealer are a legitimate 
reserve. The balance of it represents how much the dealer can get 
for selling the paper. The situation has deteriorated so far that today 
if a dealer merely sends a customer to a financial institution and they 
make a direct loan—that would be one where there is no dealer lia- 
bility whatsoever; just sending a customer to the financial institu- 
tion—that dealer is given a substantial check for sending someone 
a customer. 

Senator Proxmie. Mr. Chairman, at this point, I would just like 
to interject that this is an extremely interesting and very, very im- 
portant and significant charge, I think. I wonder if you are saying 
this: I want to make sure I understand this sentence. You say, “The 
situation has deteriorated so far that today if a dealer merely sends a 
customer to a financial institution and they make a direct: loan, that 
dealer is given a substantial check for sending someone a customer.” 

It seems to me to be a kind of kickback procedure, and it appears, 
the way you stated it here, this is the rule, not the rare exception by 
just a few chiselers. That this is the common practice throughout the 
industry. Is that correct? 

Mr. Curever. I cannot speak for the industry, Senator. I can only 
speak for a limited area. 

Senator Proxmire. Your own experience. 
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Mr. Cuervrr. But one transaction which I can give you that I know 
of was where a man bought a new car, and there was a $1,200 difference 
to finance. The dealer sent the individual to a financial institution 
where they made him a loan of $1,200. The rate was this so-called 
6 percent straight interest. So he would have 3 years times 6, which 
would be 18 times the amount borrowed, plus two other little charges, 
not much, which brought the interest finance charge up to $220. 

The dealer did not go to the institution. He did not sign his name 
to anything. He received a check for $44 for sending that customer. 
Senator Proxmire. In your experience, this is not an exception ? 

Mr. Cuerver. I do not think so, sir. 

Senator Proxmtre. It is not a rare exception that —— 

Mr. Currver. No; I do not think so. 

Senator Proxmire. This is the common rule, the practice ? 

Mr. Cuerver. As far as I know, although we do not do that sort. of 
thing in our own institution. 

Senator Proxmrire. I know. 

Mr. Cuerver. But I do not think it is an exception. 

Senator Proxmire. Your experience would indicate, as a vice presi- 
dent of the dominant bank in your area, this is a common practice? 

Mr. Curever. I think it is a practice throughout the area. 

Senator Proxmirer. Thank you, Mr, Chairman. 

Senator Dove.as. In the diskjockey field, this is called payola. Do 
you think this term would be improperly applied to this practice ? 

Mr. Curever. Maybe we should get it a little more modest for the 
bankers, maybe call it spondola or something else. We used to talk 
of spondulics when we were kids, but it is an inducement to get busi- 
ness, certainly. I do not know that it can quite fit into the payola 
term. But it isa payoff. It is a fee that is paid for business. 

Senator Dovetas. Fee splitting sometimes takes place among doc- 
tors. It is of a somewhat similar nature, is it not? A general prac- 
titioner will send a patient to a surgeon and get a certain fraction of 
the surgeon’s fee. Is that not of a somewhat similar nature ? 

Mr. Cuerver. I think institutions are definitely willing to pay for 
business, regardless of whether or not there is direct liability on the 
part of the seller of the goods. 

Senator Doveias. A banker, and particularly a man in your posi- 
tion, has his finger on all the financial transactions of his county. You 
are saying that you regard this as a typical practice in your county, 
with the exception of your bank ? 

Mr. Cuerver. No, I would not make the statement as broad as that, 
sir. 

Senator Dovetas. But a prevalent practice ? 

Mr. Curever. Out of the seven banks in the county, five of them are 
in smal] towns and there is perhaps only $1 million on deposit. They 
handle very little in the way of finance paper of any kind. From what 
information I was able to dig out myself from talking to some dealers 
that I knew very well, I believe that financial institutions—put it that 
way, in a broad term—are willing to, in general, pay for business that 
is sent in. 

Senator Doveras. Have you lost any business because of your re- 
fusal to kick back ? 

Mr. Cueever. I will put it this way. We do not get any business 
from it.- We do not get any business from the dealers. Every dealer 
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in our city has a bank account with us, but they, of course, will not 
sell us automobile paper because of the fact that it can be sold else- 
where and they 

Senator Doucias. When they sell it elsewhere, they get the kick- 
back ¢ 

Mr. Currver. They get a kickback, yes. 

Senator Dovetas. But when they deal with you, they do not get a 
kickback ? 

Mr. Cueever. That is right. So we hardly have a piece of, let us 
say, automobile paper in the bank that is purchased from a dealer. 
That is not true, for instance, with machine paper. The machine 
dealers are glad to find banks to handle it. And they are perfectly 
willing to sell us paper at the normal rate of 7 or 8 percent. 

Senator Doveias. You say “machines.” Do you mean farm ma- 
chinery ¢ 

Mr. Curever. I am talking about farm machinery, that is right, 
sir. 

Senator Doveras. I agree with Senator Proxmire. This is very 
significant testimony. 

Go ahead, Mr. Cheever. 

Mr. Cuerver. A perfectly normal payoff on that type of a trans- 
action is approximately 20 percent of the finance fee, which again is 
added to the cost of the credit to the consumer. 

I will amplify a bit. All based on straight interest, so to speak. 
They will say that on a new car they want to receive 414 percent, 
which would be 9-plus. On the late models, it will be, say 6 or 7 
percent net to the financial institution. In other cases, when you get 
up the line, it will go up as high as 10 percent a year that the finance 
company wants net. They do not care what the dealer charges. 

He can get as much as he wants to, and he simply has to account 
to them for their net figure. 

Senator Dovenas. Is this an addition to the 20 percent kickback ¢ 

Mr. Curever. No. 

Senator Dovucias. This is just another form ? 

Mr. Cueever. It is just a question of how big a kickback the dealer 
wants. 

Senator Doveras. In other words, where the finance company will 
make a charge, then the dealer is given a hunting license to go out and 
get anything more than this he can ? 

Mr. Cuerver. Anything within the legal limits of the statutory 
rates that can be charged. 

Senator Dovetas. Is the meaning of this that those who deal in 
automobiles in your county, at least, are not merely selling cars, but 
also selling credit ? 

Mr. Cueever. That is correct. 

Senator Doveras. Will a considerable portion of their profits come 
from the sale of credit as well as from the sale of cars? 

Mr. Creever. That is hard for me to tell without having gone over 
their statements, particularly with a thing like that in mind. But I 
did pick up a rather interesting little item in Forbes, if I can quote 
from that. 

Senator Doveias. Will you identify the magazine? 

Mr. Cuerver. The Forbes magazine. 

Senator Dovetas. Forbes? 
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Mr. Curever. It was dealing with the operation of the Wurlitzer 
piano and organ firm. I think R. C. Rolfing is the president. This 
is the quote from the magazine. 

In the meanwhile, R. C. Rolfing has learned how to make money from financ- 
ing installment purchases of organs and the like. In 1957, he formed the 
Wurlitzer Acceptance Corporation. Says Rolfing exuberantly, “We are making 
almost as much money from our financing business as we do from manufacturing 
and selling.” 

Senator Dovueias. Thank you very much. 

Mr. Currver. I take the position that I do not believe an automobile 
dealer is making an excess amount of money under present condi- 
tions. Whether he makes it from this so-called finance charge or 
whether he makes it from increasing the price of his car, getting more 
for it, it probably does not make much difference to the purchaser, 
except from my standpoint. I think it would be a much healthier 
situation if he would charge what he should for the vehicle in order 
to make a legitimate profit rather than have to delve into this, to me, 
undercover situation of which most buyers have no knowledge. Very 
few buyers realize that an automobile dealer is receiving a reserve of 
substantial amounts. 

You will recall that I mentioned that I would refer again to a case 
in which the differential on a transaction was $825, with a $430 fi- 
nance charge which included insurance of $175 and a carrying charge 
of $260. The day that we happened to take up that loan, the dealer 
in question let it be known to me that what we had done had just cost 
him $77. The dealer received approximately 23 percent of the $260 
finance charge, or $60, and in addition received 10 percent of the 
amount of insurance that was sold, or $17 more. 

Senator Doueias. Do I understand, then, that the dealer got a 
kickback in this case on the insurance as well as on the auto finane ing? 

Mr. Cuerever. It is my understanding, sir. I think that is common 
practice. This was with a finance company that was to give the 
dealer 10 percent of the amount of insurance he sells and, likewise, to 
give. him about 20 percent or thereabouts of the charge for the 
financing. 

It so happens that the $77 dealer “kickback” was $18 more than our 
interest charge for financing the loan over a period of 18 months. 
The young man that signed the contract was totally ignorant as to the 

‘ate that he was having to pay. In our own bank there is no such 
thing as a dealer “Kiekback.” One of the main reasons that we will 
not tolerate it is that the “kickback” would, of course, have to be 
added to the cost of financing. We know that the customer would be 
told that he was getting a bank loan, and the blame for the higher 
rate would, of course, fall on our shoulders because whenever a bank 
is buying dealer paper, the purchaser again is lulled into security 
because of the fact that he thinks that it is a bank loan. 

I am frankly just as critical of banks as I am of finance companies 
for permitting this situation to get so far out of hand. 

What salutary effect would S.2755 have on a situation like the 
dealer “kickback”? In my judgment, no dealer is going to enjoy 
telling a customer that he is going to have to charge him 15 ; percent or 
25 percent interest, particularly when that charge includes a sub- 
stantial part for the dealer. Certainly, both the dealer and the cus- 
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tomer will be seeking outlets where the price for the use of the credit 
will be commensurate with the risk. 

In my judgment the passage of S.2755 would give immeasurable 
protection to those that cannot understand the intricacies of consumer 
credit contract. I sincerely think and feel that it would be a good 
thing for the economy of our Nation. 

Senator Douvetas. Mr, Cheever, I want to thank you for your 
testimony which is extremely valuable. It is obvious that you and 
your associates are running your bank under the philosophy that 
banking should be a public ‘trust because, as I understand it, there is 
no requirement in the South Dakota law that you state the rate of 
interest in annual terms. 

Mr. Cuerever. That is correct. 

Senator Dovugias. So you go beyond the law ? 

Mr. Cueever. That is correct. 

Senator Dove.as. You carry out something you believe to be ethi- 
‘ally correct, even though the result is that the dealers do not bring 
their paper to you ¢ 

Mr. Cueever. That is correct. 

Senator Doveias. You happen to have a very high sense of public 
trust in this matter. I know you are probably somewhat reluctant to 
bring your philosophy out in the open because we tend to be self- 
conscious about these matters, but I would appreciate it if you would 
develop that. 

Mr. Cuerver. Our bank was founded by a man by the name of 
Horace Fishback, who was an early pioneer. He came out into the 
Dakotas in 1880 before statehood and before the railroads were there 
and opened up a private bank. That later became the First National 
Bank. 

When he was an elderly man while I was young and in college and 
law school, I remember him telling me that the receiving of a bank 
charter was a privilege. There were several things about it. The 
first was that only a limited number were given the privilege of re- 
ceiving charters. The people of the community were going to entrust 
their money to us, and we had the obligation to take care of the 
money for them safely. 

The next obligation was to see that the money was to be used usefully 
in the community. 

The third privilege that we had was, of course, the profit, the privi- 
lege that we had as a banker of making money. You see, there are not 
very many financial, or not any institutions of any kind in the country 
in which customers and public are furnishing the ¢ ‘apital to do business. 

We, as the owners and stockholders, are putting up $1 and the public 
are usually putting up $10 or more on which we are going to operate. 
And we have an obligation and a trust in the community and perhaps 
more so in a small community, to not only take care of those that are 
well-to-do, but, likewise, to take care of the others that are young and 
growing and developing. 

I think sometimes that our rates are too low on certain classes. I 
mean, I do not think that we perhaps break even on some loans that 
aremade. But our idea of banking is that we should look at the entire 
picture at the end of the year and see whether the bank makes money. 
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We are in a college town where young people are spread out all over 
the world. I mean as they graduate and go out. 

We fr ankly have some ‘of those young ‘people that have banked with 
us for years and ye ars, and I think we have accounts with virtually 
every State in the Union. I know that we have some as far away as 
Indonesia and Venezuela. Places like that. It is peculiar, but there 
is a very, very deep loyalty of the citizenry to our institution. 

Senator Dovetas. An ethical financial institution such as your own 
does not need this legislation because you are exceeding the State law. 
But, nevertheless, you are advocating the legislation. Do you think 
this is necessary, or should we trust to the ethical sense of others to 
impose similar standards upon themselves ? 

Mr. Cueever. I do a want to pose as one who is saying our way 
is the only right way. I do not mean that. But I think one of the 
effects of the legislation is going to be that it is going to restore com- 
petition to where it belongs. 

I mean, today, we have competition merely between financing insti- 
tutions to go out and see where they can get the paper. If the cus- 
tomer is advised as to his rights, that he is going to have to 
pay for service, then he is going to start to look around. Perhaps, 
selfishly, at first, you might think that is going to benefit the banks 
because, normally, the banks are making lower rates. But I do not 
think that will last for very long because I think that the finance com- 
panies will come right along in competing on the rates. 

The man who is going to get the benefit : the little fellow we are 
trying to help with this bill. That is my feeling that the result of 
the bill will be-- Instead of competition between finance companies 
and the dealer for excess profits, it will be the individual who will get 
the benefit. 

Senator Doveias. Your testimony has been extremely valuable. 

I have an appointment. I have to leave. Iam going to ask Senator 
Proxmire if he has anything. 

Senator Proxmrre. Yes, I have a few questions. 

Senator Doveias. Will you take over, then? After the testimony of 
the witness is finished, we will recess until 2:30. 

Senator Proxmie (presiding). I, too, would like to commend the 
witness on a very interesting and useful statement and on the re- 
markably impressive ethical standard you voluntarily decided to 
apply in your case. I am not at all surprised, of course, that a man 
who is a graduate of the University of Wi isconsin Law School, as you 
are, who having breathed that fine ethical air in Madison, should 
have carried that same ethical concept over into his life in South 
Dakota. 

I would like to ask you this: You talked quite a bit about kick- 
backs, or what I would - kickbacks—you have not called them 
that—in the auto dealer area. How about kickbacks in other mer- 
chandising fields ? 

Mr. Cueever. I am not familiar with any there. I know that there 
are reserve accounts that are built up that probably grow into the 
same thing. I have dealers that will be banking with us, maybe for 
pianos or organs or any other commodity in w hich they will, on their 
statements, show the amount of their reserve. 
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I do not know, necessarily, what the terms of their contracts are 
with their financial institutions or to what extent they have to guar- 
antee, and how much paper they have out. It does not show as to 
the conditional liability. 

Senator Proxmme. Is there something about this auto finance op- 
eration which is different from the regul: ir installment loan type 
of— 

Mr. Currver. Well, of course, it is the largest field. Our two large 
sectors in the finance area are autos and farm machinery. I w ould 
say the auto is, at least, the larger of the two. 

Senator Proxmire. You do not have any record or any knowledge 
of any of this kind of practice in farm machinery ? 

Mr. Cuerver. No, I do not think so because I think that the paper 
that does not come through our local bank primarily goes to the 
manufacturer, International or Case or somebody like that, and I 
think they are quite careful. I think the rates are a little higher than 
ours, but I think they are quite careful in that practice. 

Senator Proxmire. You have an installment loan operation in your 
bank ? 

Mr. Cueever. Yes, sir. 

Senator Proxmire. How large is it ? 

Mr. Cueever. It is not a large operation. I think about 20 percent 
of our total loan volume. 

Senator Proxmire. What would that amount to? 

Mr. Currver. About $600,000. 

Senator Proxmire. $600,000 a year? 

Mr. Cnrrever. Our total—wait a minute. I am off on my figure. 
Our total loans are about $5 million, so it would—— 

Senator ProxMirE. So it would be close to $1 million? 

Mr. Cuerver. No, our total volume in that type of financing is 
about $600,000, so it would be nearer 12 percent, say. 

Senator Proxmire. What competition do you have? 

Mr. Curever. What do you mean, in banking? 

Senator Proxmire. What competition do you have in the install- 
ment loan field ? 

Mr. Curever. We have three finance companies in the town. We 
have another bank. And, of course, there are all of these national 
people, outlets. Not all of them, but many of them have outlets 
through the area. They will solicit business from dealers. 

Senator Proxmire. We were told yesterday that the public had 
accepted the myth of 6 percent being a fair rate of interest. As soon 
as we begin to get above 6 percent or much above it, there is great 
resistance on the part of the public and a feeling they should not 
purchase something if they have to pay what they would consider 
an exorbitant price, more than 6 percent. This myth which we have 
had ever since grade school and high school inhibits the public. 

You charge 8 percent and say so. How do you find that this affects 
your ability to compete with these three financing companies? 

Mr. Cuerver. Not at all except for the fact that we do not get the 
dealer paper. I mean, most automobile transactions are- 

Senator Proxmire. I understand the dealer angle, which you 
covered very well. I am wondering about your competition. 
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Mr. Curever. We have no trouble getting, really, all of the auto- 
mobile paper we want. 

Senator Proxmire. And you would say the notion of there being 
a 6 percent myth which, if this bill were passed, would very much 
discourage and inhibit consumer credit operations—— 

Mr. Cuerever. I do not think that is so at all. 

Senator Proxmire. You do not think that argument would stand 
up on the basis of your experience ? 

Mr. Curever. That is correct. I do not think people are afraid of 
8 percent. I do not think they are afraid of 10 percent. But when 
it starts to get to 20 and 25 and 30, I would like the man to know that 
is what he pays. 

Senator Proxmire. I am going to be a Devil’s advocate for a 
minute. 

Mr. Cueever. Go ahead. 

Senator Proxmrre. A man who appeared yesterday made a very 
effective appeal, and he was supported by the Senator from Utah. 
Incidentally, he had had a great deal of experience in the automobile 
industry. He argued that to require a retail credit outfit, to specify 
an annual rate of interest in competition with a bank just would not 
be fair because, he points out, in the first place, the retail outlet has 
to borrow from the banks, and they have to pay regular rates for 
that. In the second place, they have to set up their own installment 
operation, pay salaries, which they say is a bigger cost than the cost 
of money from the bank. In addition to that, they have to set up a 
bad debts reserve. And further, they have to pay their rent and light 
and heat and so forth. 

All of this is bound to add up to a very substantial amount which 
puts them in a position where they cannot possibly compete with the 
bank because the bank, as you testified, gets about 90 percent of its 
money in many cases interest free, or , at least, at far lower cost in 
interest than would have to be paid by a retail merchant. 

Therefore, they say this kind of thinking would put the retail 
merchants in an impossible competitive position to advance his opera- 
tion. How would you answer that? 

Mr. Cueever. I would say this: If I were a merchant selling some- 
thing, I would not be any more ashamed to say what my finance charge 
was in terms of simple interest than I would in terms of the price of 
the commodity. 

Senator Proxmire. Can you not envision a situation, which would 
be fair, where the merchant has no money out of the advance opera- 
tion and where it would be perfectly practical and sensible to work 
out, conceivably, that he might have to charge at least 15 percent. Is 
that not possible? 

Mr. CHrrven. If he were going to finance an egg beater or some- 
thing for $25 or $30, of course, he is going to have to have that. 

Senator ohana For a fairly substantial purchase—it might be 
a refrigerator, and it might be a reliable customer. But a dealer has 
to borrow the money. He has to pay salaries to the people who are 
working in his credit operation, and he has to set up a reserve 
cover all his overhead. Would this not all add up? But he borrows 
money from the bank at 514 or 6 percent. Why could this not add up 
to 15 percent or something ? 
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Mr. Cuerver. I suppose it could, but I still see no reason why the 
customer should not know what he is paying. I do not see why we 
have to have a subterfuge in the rate structure in order to sell goods. 

Senator Proxmire. Of course, as you know, I agree with you whole- 
heartedly. I am cosponsor of the bill. 

Mr. Curever. | know. 

Senator Proxmire. The idea I want to get from you is whether you 
might not think it would be possible. 

Mr. Currver. I would say yes. 

Senator Proxmire. That if the dealer has to charge 15 percent, it 
is going to discourage many people from buying, at least for a per iod 
of time until they can get educated to the notion that there is nothing 
exorbitant about 12, 13, or 14 percent interest under certain circum- 
stances ¢ 

Mr. Cueever. There is nothing exorbitant about a higher rate of 
interest. We have to pay for the work and overhead that we are going 
to do to get the cost of our money. That is what we started in with, 
basic cost. 

Senator Proxmire. I think your experience is quite persuasive on 
8 percent. I am wondering if you could go much higher. 

Mr. Cueever. I would not know the attitude of a customer. Of 
course, assume that any of our people that bank with us, they know 
that they can borrow at 8 percent simple. They do not borrow else- 
where. But most of these contracts are completed in the office of the 
dealer. 

Senator Proxmire. How about the typical revolving credit opera- 
tion, 114 percent 64 month comes to 18 percent. ‘This we find 
throughout America. It is not atypical; it is common and regular. 

Have you had any experience with this, and do you consider this 
to be something that might be modified, or corrected, through compe- 
tition ? 

Mr. Cueever. I would not know. I have had little experience with 
credit unions. They do not get along very well at home. I mean, we 
are a small community. I think the only credit union is probably at 
the college. Why should the people pay 1 percent a month when they 
can borrow for three-quarters of 1 percent a month? There are 
transactions, certainly, where 114 percent a month would not be 
exorbitant, depending upon the risk and the amount of the transaction. 

Senator Proxmire, Of course, I am a great advocate and sup- 
porter of credit unions. They have their national headquarters in 
Wisconsin. But in all fairness, we have to recognize they do not 
operate on the same basis as the commercial loaning operation. 

Mr. Cueever. That is right. 

Senator Proxmire. They do not have the same charges at all, and 
have all kinds of privileges that the commercial operation does not 
have. And the competition, therefore, is really not very fair. 

Mr. Cuerever. I am not quarreling with credit unions at all. 

Senator Proxmie. I do not want to quarrel with them either. 
But I want to say we want to be fair to everybody involved. We 
might give proper weight and thought in the consideration of the bill 
to the situation that perhaps handicaps those who have to compete 
with credit unions. 

You are in competition with credit unions? 
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Mr. Cueever. Very minor. 

Senator Proxmire. You are not afraid if we pass this kind of meas- 
ure, credit unions would take over ¢ 

Mr. Curever. Not at all. 

Senator Proxmire. Or that the regular commercial operations 
would seriously suffer in competition with credit unions? 

Mr. Cuerver. I do not believe so. I think if a person wanted to 
buy something, he would seek a source of credit that was less than 
what he thought was having to be charged. If he found out that that 
was the going rate, I think he would accept it and go with it. I do 
not think the people object to paying a fair price for things, but it 
is when it is hidden and they do not know, that is the thing that boils 
within them. 

Senator Proxmire. To what extent, in your judgment, on the basis 
of your total experience, are banks getting into revolving credit in 
the retail field, generally, with the higher interest rate that they enjoy 
in this area ¢ 

Mr. Cueever. I think that all banks are in the retail credit field, 
and I think that one of the things that is causing banks difficulty is 
the fact that if they want paper, they have to pay for it. If they do 
not, it will go to the finance companies. I do not think they can 
help themselves. The banks were, of course, late in coming into the 
installment loan field. The finance companies were set up and operat- 
ing for years and had a very good and lucrative business before the 
banks woke up. 

Then, all of a sudden the banks came in. And if they want to stay 
in, they are going-to have to follow the finance companies and pay for 
the service. 

Senator Proxmire. When you say, “Pay for the service 

Mr. Cuerrver. Pay for the loan. Call it whatever you want. They 
are going to have to buy it. They will have to pay for it. 

Senator Proxmire. Is that not a matter of a kick-back operation ? 

Mr. Cueever. That is what I call it. 

Senator Proxmire. First, I am wondering if that would suggest 
that if the banks are going to get into this area, they are likely to get 
into payola or spondola or some kind of a situation like that? The 
same way they are now heavily in the automobile credit field which, 
at least, I feel, and I presume you do and Senator Douglas does, in- 
volves some very serious ethical problems of just plain deceptions as 
far as the public is concerned. In other words, this is something we 
have to watch. We find the statistics are going up of bank participa- 
tion in that area. 

Mr. Cueever. Locally, I think that most of the rates on general 
merchandising items, such as washing machines and radios and phono- 
graphs, is usually handled on a 6 percent discount, total 16 percent 
interest, approximately that. I think that in a great many cases they 
are entitled to that much. 

Senator Proxmire. Will you put your microphone a little closer, 
Mr. Cheever. 

Mr. Cuerver. Yes. Sorry. 

Senator Proxmirg. Counsel has suggested that we might find out 
how you feel about the pressure on commercial banks, in this competi- 
tive system of ours, with regard to the retail credit practices of their 
wholesale customers. 
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Mr. Cueever. Will you restate that, Senator ? 

Senator Proxmirr. We are concerned with the fact that we have 
seen What we think is a deception, or in a good many cases a deception 
on the part of retail areas where they sell to a customer on credit, and 
the customer does not realize what the finance charges are, what the 
yercentage is, What the interest is. Is there a tendency for commercial 
Clans to be influenced by this practice, on the part of the sales and 
finance companies and others, and to move in on the same basis because 
there is a big profit, a big field. Perhaps they can provide the service 
at a little less cost to the ultimate consumer, but, nevertheless, at a 
handsome profit and, to some degree, with deception. 

What I am really asking is whether or not there is a tendency for 
commercial banks to get in this area / 

Mr. Creever. I think the banks want to get into every area that is 
profitable. I also think that sales financing in all the areas is probably 
very profitable. 

Senator Proxmire. Does not this bring us to a point to say that if 
we could pass the kind of bill where they would have to move into the 
area on the basis of full disclosure of what the interest cost is to the 
consumer that this movement of banks into this area would be very 
helpful and the public would be protected, and we could help very 
greatly to reduce the spondola or payola. 

Mr. Cuerver. In my judgment, yes. I think definitely that it would 
be advisable for them to be in that area. 

Senator Proxmire. I have here my first question. I do not know 
how I missed it. I guess I w - so inspired by your graduation from 
the University of Wisconsin Law School 

Mr. Cueever. How did you find that out ? 

Senator Proxmire. We are very proud of our graduates. You are 
vice president of the First National Bank of Brookings. Do you speak 
for yourself, or do you speak for your bank? Does your board of 
directors know you are here? 

Mr. Cueever. Yes, sir. 

Senator Proxmire. They know about your testimony ? 

Mr. Cueever. Yes, sir. As I mentioned, the bank was founded by 
Horace Fishback. His son, Horace, Jr., is now the president of the 
bank. He has read the statement and fully approved the statement 
that I made as read. 

Senator Proxmire. The directors, too, are familiar with it? 

Mr. Cueever. That isright. It is a family bank. 

Senator Proxmtre. Do you belong to any associations? 

Mr. Cuerver. We belong to the American Bankers Association and 
State Bankers Association. 

Senator Proxmire. Can you give me any idea of your relationship 
to the American Bankers Association or the State Bankers Associa- 
tion? Do you have any? 

Mr. Cueever. We are not very active in either association. 

Senator Proxmire. You yourself have not had any office? 

Mr. Currver. No, sir; neither Mr. Fishback nor myself. 

Senator Proxmrre. Are you a paid-up member? 

Mr. Curever. Yes. 

Senator Proxmrire. Of both organizations? 

Mr. Cueever. Yes. 
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Senator Proxmire. Mr. Cheever, I want to thank you very much 
for an excellent and helpful and informed testimony. 

The committee will recess until 2 :30. 

(Whereupon, at 12:30 p.m., the committee recessed, to reconvene at 
2 :30 p.m. the same day.) 


AFTERNOON SESSION 


Senator Dovucias. The committee will come to order. 

The witnesses this afternoon are representatives of the credit unions 
of the country. First, Mr. Julius Stone, president of the Credit Union 
National Association, East Boston, Mass.; R. C. Morgan, treasurer- 
manager, Government Employees Credit Union, El Paso, Tex x.; and 
Mr. Donald J. Mac Kinnon, treasurer-general manager, Ford Dear- 
born Federal Credit Union, Dearborn, Mich. 

I wonder if those three gentlemen would come forward. Mr. Lind- 
ley, if you care to come for ward with them, you can do so, too; and 
Mr. David W einberg, who, I think, is the counsel for the Credit Union 
National Assoc iation. 

Mr. Stone, are you going to lead off ? 


STATEMENTS OF JULIUS STONE, PRESIDENT; R. C. MORGAN; 
DONALD J. MacKINNON; JONATHAN LINDLEY, WASHINGTON 
REPRESENTATIVE; AND DAVID R. WEINBERG, DIRECTOR, LEGAL 
AND LEGISLATIVE DEPARTMENT, CREDIT UNION NATIONAL 
ASSOCIATION, MADISON, WIS. 


Mr. Stone. Yes, sir. 

Senator Doveias. I am very glad to welcome you gentlemen. I ap- 
preciate your coming here. 

Mr. Stone. Thank you, Senator Douglas. It is a privilege for me 
to come here and with my associates represent the organized credit 
union movement. 

Mr. Chairman, members of the committee, my name is Julius Stone. 
[ am president of the Credit Union National Associ ation, a nonprofit 
association of State credit union leagues, representing 17,000 affiliated 
credit unions throughout the U nited $ States, comprising approximately 
10 million saving : and borrow ing members. 

We appear before this committee to testify in support of S 
the full disclosure or truth-in-lending bill. 

I’m accompanied by Mr. R. C. Morgan, treasurer-manager of the 
Government Employees Credit Union, E] Paso, Tex., and Mr. Donald 
J. MacKinnon, treasurer of the Ford Dearborn Federal Credit Union, 
Dearborn, Mich. Their statements will follow mine. 

These gentlemen face the problems of misleading practices in con- 
sumer lending daily. They have brought with them specific informa- 
tion and examples that have come to their attention in regard to credit 
union members who have been misinformed or misled by existing 
practices of stating the terms of consumer credit contracts. 

Because they encounter these problems repeatedly, credit union 
officials are keenly aware of the difficulties that face today’s borrower 
in making intelligent decisions concerning the use of consumer credit. 

It might be useful to the committee to first review some of the 
history .of credit practices. 
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HISTORY OF CREDIT PRACTICES 


In the early part of this century, virtual lack of lender interest in 
the field of consumer lending gave rise to credit unions in the United 
States, Most other institutions were either unwilling to lend to per- 
sons of limited means, or the charges were exorbitant for such loans. 
Through the use of a self- help saving and lending institution—credit 
unions—many citizens of limited means were able to borrow the sav- 
ings of their fellow members at a moderate cost. Credit unions 
pioneered in the consumer credit market, lending money for produc- 
tive purposes. 

Senator Dovetas. I suppose the man who did more than anyone 
else to promote credit unions in the early days was a gentleman from 
your city, Mr. E. A. Filene; isn’t that true? 

Mr. Stone. Yes, Senator Douglas. He was connected with a retail 
firm in the city of Boston. 

Senator Doveras. The famous Filene brothers store ? 

Mr. Stone. Yes, sir. He gave a great deal of his time and a million 
dollars of his money to promote the development of the credit union 
idea throughout the United States. He was responsible for the enact- 
ment of the first credit union law in the United States which was 
enacted in the State of Massachusetts in 1909. He succeeded in secur- 
ing the passage of a Federal credit union law in 1934. 

In 1909 it was not clear what rates should be charged on small 
loans, or how they should be stated, and the law simply provided that 
“reasonable rates” should be charged. In a few years, however, agree- 
ment developed among credit union officials that a fair rate would 
be 12 percent—or 1 percent per month on the unpaid balance—and 
during the 1920’s and 1930’s, when most States passed their credit 
union laws, this was the rate that was established in the respective 
credit union acts. The Federal Credit Union Act, which was passed 
in 1934, states that credit unions may charge a maximum of 1 percent 
per month on the unpaid balance inclusive of all charges incident 
to making the loan. 

Senator Doveras. That is a very interesting phrase, “1 percent per 
month of the unpaid balance, inclusive of all charges incident to mak- 
ing the loan.” What about the credit inv estigation ? 

Mr. Sronr. There is no charge made for that, nor is there any 
charge made ‘for the service which the credit union renders, nor is 
there any charge made for the credit life nor for life savings. All 
of this is part of the expense of operation by the credit union and they 
give these services together with additional services such as budget 
and family counseling. There is no charge for any of this, The 
charge which they make to the members of the credit union is not 
more than 1 percent per month on the unpaid balance and some credit 
unions charge less than that. Some credit unions are now giving 
interest refunds at the end of the year, which reduces the rate. 

Senator Dovaras. Let me see if we can bring this out more fully. 
No charge for executing the documents ? 

Mr. Sronr. No, sir. No charge for chattel lien insurance. No 
charge for recording. No charge for credit life insurance. No charge 


for life sav ings. No charge for recording or attorneys’ fees of any 
kind. 
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Senator Douaias. And to the extent that there is a cost, it is all re- 
covered in the interest or finance charge, not to exceed 1 percent a 
month ¢ 

Mr. Srone. Yes, sir. And interestingly enough, that idea was in- 
cluded in the thinking of the Russell Sage F oundation, when it set up 
a remedial loan division in 1909, and the standards for small loan 
legislation promulgated by the foundation included eight points. The 
very first point is what we are discussing. 

(1) An adequate interest rate should be permitted on small loans, 
but no fees should be permitted. The interest rate should cover all 
ch: ar ges 

This is the ver y first principle they enunciated in 1909, when they 
first talked in terms of what ought to be done. 

Senator Doveias. Would you say that the stone which the builders 
wished to have in the foundation of the structure had been discarded 
by the others later ? 

Mr. Srone. I think it was very well recognized and used by credit 
unions, because the credit unions never deviated from this principle 
that there should not to be any fees or any other charges. 

Senator Doveias. The credit law says 1 percent a month. Do you 
know the background of the Federal laws and why this was stated to 
be the maximum ? 

Mr. Sronr. The thinking of the people who organized the credit 
union movement and who were responsible for securing the enactment 
of the Federal law, especially Edward Filene, was that this ought to 
be the maximum rate of interest, and interestingly enough, this was 
reiterated by this Congress when it passed the changes in the Federal 
law. 

Senator Dovetas. Why wasn’t it given as an annual rate? 

Mr. Stoner. Why didn’t they give us an annual rate? 

Senator Dovetas. Why was it not stated as an annual rate? 

Mr. Srone. I can’t answer that question. Can any of you! 

They probably were thinking at that time in terms of ch: arging a 
person on the unpaid balance each month, and they thought that this 
probably was the best way of handling the situ: ition. 

Senator Doveras. Weren't they copying, in part, the tradition 
which had been developed in the small-loan field, where the maximum 
had been 314 percent a month ? 

Mr. Stoner. Yes: I think so. 

Senator Doveras. At that time was that the common rate of in- 
terest ¢ 

Mr. Sronr. Yes; and I think that even currently in the new regula- 
tions established in Massachusetts for small loans they are thinking in 
these terms. The law says that on loans up to $200 the rate should 
be: 21% percent per month, on loans between $200 and $600 it should be 

2 percent per month, on loans between $600 and $1,000 it should be 
at the rate of 134 percent per month, and on loans between $1,000 and 
$1,500 it should be three-fourths of 1 percent a month. These are 
the rates which were promulgated in the last month or two. They 
were thinking in terms of regulating maximum interest charges in 
terms of a monthly payment plan. 
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The Russell Sage Foundation not only clearly set forth this first 
rule that we have been talking about but they also set forth rules 
that— 
(2) All lenders should be licensed. 
(3) Lenders should be required to post a bond to insure ob- 
servance of the law. 
(4) Small-loan laws should be enforced and supervised by a 
public officer. 
(5) Penalties should be provided for violations. 
(6) On all wage assignments, notice should be provided to em- 
ployer and wife of the borrower. 
(7) Adequate records should be kept, to be inspected by the 
supervisory officer. 
(8) A memorandum of each transaction and a copy of pertinent 
sections of the law should be given to each borrower, 

Credit unions adopted most of those principles in their own praé- 
tices. Borrowing members of credit unions have always been fully in- 
formed of the true monthly interest rate. Members have never been 
penalized for prepayment of loans. The rate has gener: ally been uni- 
form and all-inclusive on all sizes of loans, from $5 to $2,000, although 
some laws set lower rates on larger amounts. 

Many of us believed that as members used their credit unions, the V 
would come to understand the “mysteries of consumer credit” and 
learn to borrow wisely. To some extent, this has happened; yet, we 
certainly cannot pretend that over 11 million credit-union members are 
now rational, economic men who shop wisely for credit and bargain 
effectively. On the contrary, we know that many of our members are 
quite unaware of what the true costs are under the many different 
methods of stating the terms of consumer credit. 

Over the years, we have produced and distributed various types of 
educational materials. We have held many meetings and discussed 
credit rates in millions of personal interviews, yet there seems to be 
little progress made. The highly educated credit-union members seem 
to have as much difficulty as s the less educated members in coming to 
grips with the subject of credit costs. 

We find this is true in some of the teacher credit unions, for example. 

I am convinced that 9 out of 10 credit-union members do not know 
that there is a difference between the way interest is stated on a home- 
mortgage loan and the way it is stated on a personal loan. Again, this 
confusion arises out of the variety of ways in which credit rates are 
stated. 

Today, because of the lack of an adequate full-disclosure require- 
ment for consumer-credit transactions, lenders have ample oppor- 
tunity to induce the unsophiscated borrower into paying exorbitant 
charges. Kickbacks and commissions have resulted in a kind of re- 
verse competition in which there is rivalry to provide the merchandise 
dealers with the fattest possible * ‘pack.” 

Senator Doveias. Mr. Stone, you heard the testimony of Mr. Chee- 
ver this morning that he knew of kickbacks and commissions being 
paid to dealers and lenders in South Dakota. Is this a matter of per- 
sonal knowledge on your part ? 

Mr. Sronr. I know of certain instances where automobile dealers 
have asked their people not to do business with credit unions at a low 
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rate because there are kickbacks that the automobile dealers are receiy- 
ing which makes it advisable to do their business with others. 

Senator Doveias. Are there kickbacks on finance charges or com- 
missions on credit life insurance charges ? 

Mr. Stone. I think they have in both cases, but mostly in the finance 
charges. 

Senator Dovenas. You are the president of the national associa- 
tion. What is your local experience ? 

Mr. Stone. I have some personal knowledge of that in Boston and 
my impression is that my colleagues from Texas and Michigan can 
probably confirm that. 

Senator Doveras. You are the manager of a local credit union ? 

Mr. Srone. I am the treasurer of a local community credit union 
and have held that position for 33 years in Boston. 

Senator Doveias. And you have been in charge of the loans made 
by that credit union ? 

Mr. Stone. Yes. I am familiar, as a member of the credit com- 
mittee of that credit union with the loans made. 

Senator Dovetas. Therefore, you can testify as a matter of per- 
sonal knowledge that such commissions and kickbacks upon insurance 
in the handling of finance papers do exist ? 

Mr. Stone. Yes. 

Competition has been perverted in the consumer credit market, and 
consumers are suffering the consequences. Although this bill does 
not directly attack these forms of abuse, it should be clear that the 

“packing” of product prices or of credit costs can be successful only 
when the consumer is ignorant or has been misled as to the true costs 
or price involved. 

We believe that every borrower has the right to complete knowledge 
of the terms and contents of a consumer credit contract, stated in a 
standard and meaningful manner. We trust that no one will dis- 
agree with this proposition. 

This, alone, is strong justification for urging the enactment of this 
bill. 

History also produces other guidelines for this legislation. The 
economic growth of this country y and our high standard of living has 
been a direct result of our reliance on a free, competitive market sys- 
tem. We cannot have free and effective competition in the consumer 
lending market if borrowers do not have full knowledge of the alterna- 
tives available to them, and knowledge of the full costs of various 
terms offered to them. Full disclosure legislation would induce the 
consumer credit market to operate more compet itively. 

Frankly, we do not know what effect the invigorated competition 
resulting from S. 2755 would have on the growth of credit unions. 
The primary purpose of credit unions has always been service to their 
members. If other institutions should better serve the credit needs 
of our members, then credit unions will truly have achieved what they 
set out to do. 

The important point is this: Sound public policy should not be 
determined by how various segments of a particular industry would 
be — by particular legislation, but on the merits of the issue 
itself. 
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This bill does not tread in uncharted territory. A number of Fed- 
eral laws have been enacted to prevent misleading and deceptive prac- 
tices in regard to the sale of various products and the promotion or 
labelling of the contents of various eee 

Provisions were included in the Securities Exchange Acts in the 
mid-thirties to prevent misinformation in the sale of securities. Nu- 
merous other acts have required full disclosure of the contents of fur, 
wool, textiles, and other products as a result of the exposure of mis- 
leading practices in advertising or labeling. In 1959, the automobile 
price-labeling bill was enacted. 

In regard to methods of stating consumer credit terms, there are 
a series of Federal Trade Commission rules and court cases supporting 
some of the principles of disclosure required by this bill. One ex- 
:mple is the 1951 FTC rules governing representations of automobile 
installment financing costs: Rule 4 of this 1951 code states that it is 
an unfair trade practice— 


to make a false, misleading, or deceptive representation to the purchaser of a 
motor vehicle as to the finance charge required by a financing institution to 
finance the amount of the unpaid balance of the contract. [Italics added.] 


This rule requires the use of a simple or true finance rate. To 
summarize briefly : 

(1) Congress has legislated many times in the past to require full 
disclosure and a truthful statement of the contents of various goods. 

(2) It has already been recognized by the Federal Trade Commis- 
sion and by the courts that some of the widespread practices in the 
field of consumer credit are misleading and deceptive. 

The Federal Trade Conimission has already ruled that an “add 
on” rate is misleading. Their first principle in this regard is that 
advertising “must. be considered in its entirety and, as it would be 
read by those to whom it appeals.” 

The Chairman of the Federal Trade Commission commenting on 
this principle said that in one case, and he was referring to the Ford 
Motor case against the Federal Trade Commission, 120 Fed. 2d 175, 
which was decided in the Sixth Circuit Court, as long ago as 1941: 

In one case the advertiser offered a 6-percent plan of financing on automobiles. 
Some of the advertisements contained complicated explanatory data relating to 
the financial arrangements. Others merely referred to the 6-percent plan of 
financing. The Commission found that the advertisement had the tendency to 
mislead the purchasing public into the erroneous belief that the plan contem- 
plated a simple 6-percent interest charge upon the deferred and unpaid balance 
of the purchase price of cars. The actual credit charge computed in accordance 
with the 6-percent plan amounted to approximately 1114-percent simple annual 
interest on the unpaid balance. The court in affirming the Commission’s findings 
stated in part: “The average individual does not make, and often is incapable 


of making, minute calculations to the term and the cost of property purchased 
on the deferred payment plan.” 


(3) In addition, it has been universally recognized that it is neces- 
sary, indeed vital, to enact laws and vest authority in various Federal 
agencies that will insure vigorous competition in all types of markets. 

Senator Doveras. You have mentioned the decision of the Federal 
Trade Commission in the Ford case. Is it my understanding that this 
decision was upheld in the Sixth Circuit Court of Appeals. 

Mr. Stone. This was a Sixth Circuit Court decision. 
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Senator Doveras. And the Ford Co. did not appeal the case to the 
U.S. Supreme Court ? 

Mr. Srone. I assume that is so because this is a decision of the 
Federal court. 


MISCONCEPTIONS ABOUT S. 2755 





In various reports appearing in the press, a number of fears have 
been expressed about this bill. There seems to be some concern as to 
the purpose of the bill and the effects it would have on various lenders, 
if enacted. 

First, we are aware that many State laws, in regard to maximum 
rates on various types of credit, are stated in terms of an add-on rate, 
rather than a true interest or true finance rate. However, 8. 2755 does 
not attempt in any way to control rates that lenders may charge. 
Under this bill, lenders are free to charge whatever rates consumers 
are willing to pay. Moreover, as we understand this bill, it would not 
prevent lenders from continuing to use existing or locally condoned 
methods of stating rates—however misleading they might be. On the 
contrary, our under standing is that S. 2755 would merely require that, 
in addition to whatever rate- stating methods are presently being used, 
lenders must also disclose their finance charges in writing in terms of 
an all-inclusive true finance rate. If our under standing of this aspect 
of the bill is incorrect, we hope that the committee will clarify the 
point. 

Second, there seems to be some fear that if this bill were enacted, 
merchandisers who are extending credit concurrently with the pur- 
chase of goods would simply lower their financing rates and boost up 
or “pack” the prices of articles sold. This fear, we believe, is ground- 
less. Normal price competition in the sale of goods in local markets 
would prevent this from occurring and protect honest merchants for 
the following reasons: 

(a) The merchandiser must first sell his product before cus- 
tomers will use his credit plan. 

(6) Consumers carefully shop for goods and services when 
prices are fully disclosed or stated explicitly. 

(c) Attempts by a merchant to hike prices on goods to make 
his finance charges appear to be more attractive “would simply 
drive his customers into the stores of his competitors. 

(7) Those customers who needed credit to purchase particular 
goods would shop for credit at “independent” lenders and make 
cash purchases or patronize a lower-priced cash-and-carry 
merchant. 

In short, honest merchants should have nothing to fear. The normal 
workings of price competition in the marketplace would deter any 
unscrupulous merchants from attempting to pervert the intent of the 
bill. 

Third, another concern sometimes expressed is that this bill would 
require all lenders to be financial experts—that the disclosure require- 
ments are too difficult for lenders to comply with. 

We cannot believe that lenders who are proficient in using add-on, 
discount, or other methods of stating rates are at the same time in- 
capable of using true finance rates. ‘One method does not seem to be 
more difficult to use than another. 
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We know from our own experience that expressing charges in true 
monthly rates imposes no great hardship on the thousands of non- 
professional volunteer credit union officials. This bill would simply 
result in lenders using true annual finance rate charts and rate books 
to disclose the finance charges as this bill requires, rather than using 
rate media which state finance charges in other ways. 

Senator Dovcias. Do you have such true annual finance charts and 
rate books ? 

Mr. Stoner. We think there are books which have them. And in 
connection with the real estate loans which our State-chartered credit 
unions in Massachusetts are permitted to make, we have books which 
tell us exactly how much to charge and what the interest is. 

Senator Doveras. Do you have such a rate book in your own credit 
union ¢ 

Mr. Sronr. In Massachusetts we have it, and my credit union had 
a book published by the Financial Publishing Co. of Boston which 
gives us the rates on all real estate loans. 

Senator Dovcias. You have that in Michigan and in Texas? 

Mr. MacKinnon. Yes, we use an automatic computer to figure 
interest in the credit union, so we are very, very accurate in doing 
so. But we also have rate books available. In every interview boot h 
where the member completes his own application, we have a large 
sign on the wall stating in large, clear type the actual charges. 

Senator Dovetas. Mr. Morgan, do you have a rate chart ? 

Mr. Morgan. Yes, we have a rate chart which shows in various 
columns the amount of monthly payments, the total amount of charges 
which would accrue over a‘certain period for the loan, and so on. 

Senator Dovuctas. Thank you very much. 

You may proceed. 

Mr. Srone. Fourth, there seems to be some misunderstanding over 
what charges must be included in the overall “finance rate” as defined 
by this bill. Perhaps the definition of the finance rate should be stated 
more explicitly. For ex: umple, reports from the press have raised the 
question of whether the costs of automobile collision and liability in- 
surance sold through the dealer would have to be included in the 
dealer’s total finance charge if he were handling the credit contract 
for an automobile purchase. 

Our interpretation of the bill is that only charges incidental to the 
credit transaction must be included. It would seem that the sale of 
automobile insurance in this case is the sale of a separate “product” 
and therefore not incident to the lending transaction. 

We hope that the committee will clarify the intent of the bill in 
regard to such questions. 

Senator Doveras. I may say that your interpretation is that which 
I have always had in mind. I would like to ask you in regard to 
credit life insurance, however, do you regard that as incidental to 
the credit transaction ? 

Mr. Srone. Our credit: unions do, and this has been a longstanding 
procedure of credit unions in the United States, I know in certain 
cases that some lending institutions which are not credit unions con- 
sider this as part of the transaction, but credit life insurance is an 
additional charge. 
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Senator Dove.as. It is really put in to protect the lender against 
the death of the borrower or buyer during this period. 

Mr. Srone. That is right. 

Senator Dovetas. And it ceases when the loan or indebtedness is 
paid up, isn’t that true? 

Mr. Strong. That is right. 

Senator Dovexas. I think it would be clearly incidental to the credit 
transaction. 

How do you handle the actuarial risk of death on the part of your 
borrowers? Do you set up reserve for that? 

Mr. Srone. You mean the credit life? 

Senator Dovcias. You have an overall charge of 1 percent per 
month. How do you meet the possibility that the borrower may die 
before the loan is repaid ? 

Mr. Stone. We have organized an insurance company called the 
Cuna Mutual Insurance Society, which serves credit unions. They 
report monthly to the Cuna Mutual Insurance Society on the balance 
outstanding on the loan accounts. 

Senator Doveias. You insure the borrower? 

Mr. Srone. For the purpose of the loan. 

Senator Dovetas. What premium do you pay ? 

Mr. Srone. It is 65 cents per thousand dollars. 

Senator Dovexas. Six-hundredths of 1 percent, in other words, on 
an annual basis. 

Mr. Srone. And then there is a rebate usually by means of a divi- 
dend at the end of the year which averages somew here, as I recall it, 
between 12 and 20 percent of the premium paid during the last 4 or 5 
years. 

Fifth, we would like to dispel any notion that borrowers don’t care 
what finance rates they pay for credit transactions. Our many years 
of experience in consumer counseling clearly indicates that, given 
full information, borrowers are just ‘as concerned about the cost of 
credit as they are about the costs of other items in the family budget. 

Moreover, the rapid rate of growth of credit: unions in the United 
States is ample testimony that ‘borrowers ure not indifferent to credit 
cests. 

The substance of S. 2755, of course, lies in section 3 of the bill. 
We feel that the requirement for stating consumer credit costs in 
terms of an all-inclusive finance charge and requiring this charge to 
be stated in terms of a true annual finance rate (that is, as a percent- 
age of the unpaid balance of a loan) is both proper and sound. 

“True annual interest or finance rates are the rule, rather than the 
exception, in many other financial markets. Consumers should also 
have this type of information so that they can directly compare the 
costs of alternative credit terms, and so they ¢ ‘an weigh carefully the 
desirability of saving voluntarily in various thrift institutions versus 
signing contractural or forced savings agreements in order to repay 
credit extended. 

Senator Douetas. Mr. Stone, we had yesterday an expert witness 
who was executive director of the National Foundation for Consumer 
Education who said, if we were to require the interest rate to be stated 
as a true annual rate upon the outstanding balance, we would confuse 
the buyer or borrower. Do you agree with that? 
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Mr. Srone. No, I do not agree with that. In the first place, our 
experience over the years has “indicated that we have done that with 
people on a monthly basis and it seems to me it would be simple to 
educate them to change their thinking from a monthly basis to an 


annual basis. It doesn’t seem to me that it presents much of a prob- 
lem. 

Senator Doucias. Go ahead. 

Mr. Stone. Although credit unions have historically stated their 
charges by a true monthly rate, we would be happy to comply with 
the requirements of this bill. 

Senator Doveias. When you make this statement, are you making 
that statement as an individual or as a representative of the C redit 
Union National Association ? 

Mr. Stone. May I answer this, Senator, by saying that the execu- 
tive committee of the Credit Union National Associ: ation, which re- 
presents the national directors between the meetings of the national 
directors, has taken up this bill and has discussed it and voted to ap- 
prove it, and I am authorized to speak in behalf of the association and 
to say to you that the duly elected officials of the organized movement 
have approved this bill. So when I say that we w ould be happy to 
comply with the requirements of this bill, I think it is implied in the 
approval which we have given to this bill and the position we have 
taken on it. 

Senator Dovatas. And there are some 10 to 11 million members of 
credit unions? 

Mr. Stone. Yes, sir. 

Senator Doveras. Thank you very much. 

Mr. Sronr. Our experience in the field of personal lending in- 
dicates that confusion and misunderstanding over the costs of con- 
sumer credit is widespread and persistent because of the various ways 
in which rates and costs are stated. 

There is another crucial. aspect of this bill: Experts of differing 
philosophical] and political backgrounds have become increasingly con- 
cerned about the rapid growth of consumer credit and its effects on 
economic stability. Some experts have suggested that noninflationary 
economic growth can only be assured through direct controls of con- 
sumer credit. We reject this approach to economic stability on several 
grounds. Instead, we strongly urge that Congress at least first utilize 
the automatic regulation and discipline of the free market and con- 
sumer sovereignty—which this full disclosure bill attempts to restore. 

S. 2755, in our opinion, is long-needed and long-overdue legislation. 
If enacted, it would be a vital addition to the laws protecting consum- 
er rights and strengthening the free market system. 

Senator Dovaeras. Thank you very much. 

Mr. Morgan, will you continue with your statement. 


STATEMENT OF R. C. MORGAN, CREDIT UNION NATIONAL 
ASSOCIATION 


Mr. Morean. Mr. Chairman, as Mr. Stone has told you, my name is 


R. C. Morgan, and = am the treasurer-manager of the Government Em- 
ployees Credit Union in Fl Paso, Tex. 


I might also state that I am president of the Texas Credit Union 
League, representing about 1,100 credit unions having some 650,000 
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members. I am authorized to speak both for the board of directors 
and the members of my own credit union and for the board of directors 
of the Texas Credit Union League. 

[ would first like to thank you and your committee for this oppor- 
tunity to appear before you in behalf of legislation which promises, 
at long last, to do something about a problem ‘which has been of serious 
concern to me and to the people for whom I work. 

My credit union has approximately 11,000 members. These people 
are employees, and members of families of employees, of the U.S. 
Government in El Paso, Tex., and vicinity. They come from all of 
the many agencies of the Federal Government in the El Paso area. 
Included are employees of defense establishments such as Biggs Air 
Force Base, Fort Bliss, and White Sands Missile Range. These em- 
ployees are of all types, from the top administrative officials of the 
various installations down to and including janitors and common 
laborers. They not only do all kinds of work and represent all levels 
of incomes, but most of them have money problems from time to time. 
And they bring their problems to the Government Employees Credit 
Union, hoping to find a solution. 

I would like to tell you that in interviewing thousands of these 
people in connection with loan applications (my credit union granted 
over 14,000 loans last year) all too often we find them to be deeply in 
debt—many times actually financially insolvent—due to their lack of 
understanding of the costs of credit. Many of these people have 
gotten in debt so dee :ply, and so far beyond their means to repay, that 
they are running from one lender to another, pyramiding finance 
charges upon finance charges in a desperate and futile effort to keep 
their heads above water. 

Senator Doveras. Mr. Morton, I believe that Texas has no small 
loans law is that correct ? 

Mr. Morean. That is correct. 

The Government employee members of my credit union are, I be- 
lieve, of average or above-average intelligence. They are, perhaps, 
better paid than the average working citizen of the El Paso area, and 
certainly they enjoy more job sec urity. They are, therefore, in a 
better position to prudently manage their financial affairs than are 
the rank and file of the people in El Paso, Tex., and vic inity. Yet, 
when I have asked these people, who have come to my credit union 
hoping to consolidate their debts and reduce their monthly payments, 
“How much interest are you paying on this particular account 2” I 
have never found one who could correctly state in simple interest terms 
what he was paying. 

Senator Doveras. This is an extraordinary statement; that you 
have never found anyone. 

Mr. Morean. I have never found a single one who could correctly 
state the costs in simple interest terms. He could state 8 percent, but 
upon investigation, it would prove not to be 8 percent, it would be 
151% percent. 

Senator Doveias. How many thousands of cases have you passed 
upon ¢ 

Mr. Morean. I made 14,000 loans last year. 

Senator Doveras. Did you pass on all of these cases ? 
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Mr. Morean. Although I did not personally talk to all of these 
people, I talked to a great number of them and, as a member of the 
credit committee, 1 approved each and every one of these loans. 

Senator Dovugias. [low many years have you served in this post ? 

Mr. Morean. Approximately 25 years total experience in credit 
union work. I have been full-time treasurer and manager of my 
credit union since 1952. Before that it was as a volunteer unpaid 
credit committeeman, 

Senator Doveuas. I can’t think of anyone who has had wider ex- 
perience than that, and you. have never found a single case where a 
borrower knew the actual rate of interest he paid. 

Mr. Morean. Not one. 

On the other hand, I have repeatedly received such answers as: “8 
percent,” “I do not know the exact rate, but it is very reasonable,” and 
“The dealer told me it was a bank rate,” and so on. When we get into 
the details of the individual credit transactions of our members, we 
find such a bewildering variety of charges, methods of stating charges, 
and, in many cases, methods of misstating charges, that it is small 
wonder these people do not know what they are paying for credit. 

I submit to you that it is bad enough for a person not to understand 
the legitimate charges for credit made by banks and reputable lending 
agencies. It is much worse when an unsuspecting consumer is de- 
ceived by an unscrupulous salesman or lender and when we permit a 
situation to exist which makes it impossible for the consumer to com- 
pare rates and shop for the most reasonable source of credit. 

I know that the members of my credit union are being deceived, and 
I know they have little chance to compare rates and shop for credit. 
Time after time people have told me ow financed an automobile 
“through the dealer” because the salesman “said the interest was lower 
than the credit union rate.” Or, “The salesman said the credit union 
charges 12 percent and he could get it financed for 9 percent.” The 
9 percent rate, of course, is applied to the entire balance to be financed, 
and is actually 50 percent higher than the credit union rate. 

Senator Doveras. That is approximately 18 percent ? 

Mr. Morean. Right. 

In this connection, I am sure you are familiar with the “dealer re- 
serve” or kickback allowed by most finance companies. A Ford dealer 
ina small town near El Paso Jast week proposed to me that my credit 
union allow a “dealer reserve” on automobiles sold by him and financed 
by the credit union. Otherwise, he stated he had no choice but to push 
other financing since the kickback he received represented a substan- 
tial percentage e of his profit. 

Senator Dovetas. What percent did he want you to give him ? 

Mr. Morecan. We didn’t get into that, Senator Douglas. We simply 
wouldn’t have anything to do with the dealer, so we wouldn’t dicker 
at all. 

Senator Doveras. Do you have any automobile dealers who come 
to vou and ask you to finance the sale of an automobile ? 

Mr. Morean. We do only when our members, whom we have edu- 
cated, and some of them have learned something about interest charges 
through our efforts, I am proud to say 

Senator Dovetas. Do the dealers ever initiate it? 

Mr. Morean. The dealers never initiate it. 
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Senator Doveras. That is the same testimony that Mr. Cheever 
gave. 

Mr. Morean. A dealer is entitled to a fair profit, and perhaps we 

cannot blame him for accepting kickbacks from finance companies, 
But would it not be better for everyone concerned, and I include the 
dealer, to label things honestly for what they are? Would it not be 
better to price the automobile (the same applies to hard goods and 
all the other items commonly sold on credit) at a fair price, including 
profit, and to price the cost of the credit the same way ? I think it 
would be. My credit union will have nothing to do with “dealer 
reserves.” 

Senator Doveias. Mr. Mor gan, do you have good reason to believe 
that the kickback is also applied i in the field of credit life insurance? 

Mr. Morean. Yes, sir, I know of that personally. I am acquainted 
with most of the better known lenders in the ET Paso area, because 
a lot of these people come to us, and we exchange information with 
them about individuals’ paying habits and things of that nature. In 
conversation with them I know that many loan companies in Texas 
claim that they could not exist without the commissions they receive 
on the credit life insurance. 

Senator Doveras. Do you know what this commission is? 

Mr. Morean. These commissions, according to investigations made 
by the Texas Attorney General, and also I have examined the financial 
statements of life insurance companies, specializing in this type of 
business, for many years, have run as high as 88 to 90 percent. 

Senator Doveras. What is that ? 

Mr. Morcan. The commission that the lender would get from the 
insurance company with which he placed the life insurance would 
run as high as 88 to 90 percent of the total premium. In all fairness, 
the insurance commission has cracked down on some of these abuses 
and the charges are not now as high. An attempt is being made by 
the Insurance Board of the State of Texas to regulate the exorbi- 

tantly high rates charged by these lenders for credit life insurat ce. 
You can take the financial statements of the life insurance companies 
themselves and they will show that as high as 88 to 90 percent of 
their premium charges have been paid back in the form of com- 
missions. 

Senator Doveras. Would you give us the names of some of these life 
insurance companies? 

Mr. Moraan. I will be glad to do that. I would like to research it 
a little more and then I would be glad to send you the names and 
some of the financial statements that would show this. 

Senator Doveias. Would you do that ? 

Mr. Moraan. Yes. 

Senator Dovenas. Thank vou. 

Mr. Morean. I would like to mention one widespread abuse, at least 
that is what I call it, of the consumer in connection with credit 
charges, which I am not sure would be stopped by S. 2755 as now 
written. That is the retention by finance companies and others of 
exorbitantly high percentages of precomputed charges in cases where 
the balance due is refinanced or paid off in full before maturity. To 
illustrate, a person finances a car with a finance company. Two or 
three months later he has family illness and must refinance his car 
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to lower the payments. Or, he decides to sell or trade the car, or 
for some other reason he wants to pay off the entire balance owed. 
In El Paso, Tex., at least, he is at the mercy of the finance com- 
pany—hundreds of dollars of precomputed charges may have been 
added to the balance financed, but since the charges are not stated 
as interest, and since no provision is made in the contract for refund 
of charges in event of prepayment—and I have here documents which 
will prove these statements, Mr. Chairman—the finance company does 
not have to rebate a penny. They often so inform the members of my 
credit union (especially when the members protest a ridicuously small 
refund offered for a full “pay-off”’). 

I urge the subcommittee to carefully study the question of whether 
the rights of consumers in event of prepayment should not be required 
to be stated in writing in simple, understandable terms, before a 
credit agreement is signed, in order to completely fulfill the intent of 
the “full disclosure” bill. 

Senator Doveras. You see how moderate we are. Governor Free- 
man took us to task this morning because we did not propose to cover 
advertising. Now you take us to task because we do not cover pre- 
payment. On the other hand, the representatives of the retail mer- 
chants say we are going to ruin the retail business by this bill. So we 
are between Scylla and Charybdis. 

This may be a good suggestion. 

Mr. Morcan. This to me is very important, because the people 
who come to my credit union usually come, to begin with, anyway, 
because they are in desperate financial straits, and they are the people 
who need help the most, dnd yet they are the people that are hit the 
hardest by these charges or by the refusal of people to refund the 
precomputed charges which have been added on. 

Senator Dovetas. One might conclude from this that the bill 
doesn’t go far enough, and therefore it should be rejected. 

Mr. Morcan. I think the average American working man is a 
sensible, prudent man. I believe enactment of S. 2755 into law would 

ive the average working man a chance to exercise the common sense 
God gave him. I am sure that if S.2755 were law, fewer members 
of the Government Employees Credit Union in El Paso, Tex., would 
be in financial trouble. I am equally sure that the standard of living 
of the average U.S. civil service employee in the E] Paso vicinity 
would be higher, simply because he would not be paying as high a 
percentage of his wages to unscrupulous credit grantors in exorbitant 
charges. 

The files of the Government Employees Credit Union in El Paso 
contain thousands of examples of what I am talking about. I have 
brought with me ten typical cases of problems our members have in 
understanding the costs of credit transactions. 

Senator Dovetas. That is an interesting point. I find that we are 
being accused of picking out exceptional cases, horror cases, which 
are not typical. You say you regard these cases as typical 

Mr. Morean. These are typical, sir, and for every one of them I 
can cite you hundreds or literally thousands of others identical or 
almost identical cases, and I have here the documents which are in 
most instances standard forms used, which these credit grantors used. 








990 CONSUMER CREDIT LABELING BILL 


Senator Dovetas. Would you be willing to have these documents 
photostated and put in a sealed envelope and deposited in our safe? 

Mr. Morcan. I would be quite happy to give you the documents 
that I have here, Mr. Chairman, for that purpose. 

Senator Doueias. Thank you very much. 

We are concealing the names of the companies involved because we 
don’t want to smear individuals, but we want to have the basic docu- 
ments so that if the authenticity of the cases are challenged, we may 
have proof that they actually exist. 

Mr. Morean. I will be very glad for you to have these. 

Now, if I may suggest, Mr. Chairman, I would like to present just 
two or three of these cases in detail and then, possibly to save time, 
merely extemporaneously summarize some of the others. On the other 
hand I would be glad to go into all of them in detail. 

Senator Dovueras. Yes, it would be interesting. We are probably 
going to have a rolleall soon, but it is important to get some of them 
into the record. We will print the others. 

Mr. Morean. All right. The first case is one that is given in a 
little more detail than some of the others. The things that this case 
illustrates, however, apply with equal force to all of the others. 

Case 1: This case concerns a Latin American employee of the U.S. 
Immigration and Naturalization Service. He is a detention officer, 
has a wife and five children, and his take-home pay is $328 per month. 
He has been employed by the U.S. Immigration and Naturalization 
Service since September 1955, and has been a member of our credit 
union since December 1955. He is a good, honest, hardworking 

family man, and he has the same weakness so many good Americans 

have these days—he likes to provide his family with the same fine 
things his next door neighbor’s family has, including shiny, new 
automobiles with lots of chrome. 

Senator Doveuas. In other words, he likes to keep up with the 
J oneses. 

Mr. Morean. That is right. 

In May of 1959, this member—whom I shall call Mr. A.—received 
a $300 refund from his 1958 income tax. The combination of the 

$300 in his pocket, a balmy Sunday afternoon, and the glitter of new 

car chrome in a show window proved to be too much for him. On 
May 3, 1959, he purchased a new 1959 Ford country sedan. 

I have here the original dealer's invoice showing Mr. A’s deal. The 
invoice shows the total price of the automobile, including license, State 
tax, and filing fees (these figures, incidentally, are itemized) was 
$2,985.34. Under this total, the invoice shows “Cash—$300.” That 
was Mr. A’s income tax refund. Under the $300 is the figure $2,685.34,” 

(simple arithmetic, subtracting the $300) and opposite this, to the 
left, are these words, “Lien to-——-Finance Co. for $3,219.12, payable 
36 at $89.42 beginning June 15, 1959.” A line is then drawn under 
the $2,685.34 and the figure “$2,985.34,” which again goes back to the 

cash price of the car, and this is not the time price or anything like 
that, is entered just below the line. Nowhere on this invoice is there 
any mention made of interest, finance charges, insurance, or any 
other type of charges. It simply says, “Lien to——Finance Co. 
for $3,219.12 payable 36 at $89.42.” I asked Mr. A if he knew what 
a “lien” was. He said he did not. All he knew was that he was 
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paying $300 down on a new Ford station wagon and that his pay- 
ments would be $89.42 per month. (It should be noted for the record 
that the invoice referred to here is dated May 9, 1959, the date the 
car was actually delivered to Mr. A.) 

Sometime later, Mr. A does not remember when, he received in the 
mail a pink piece of paper which I also have here. This paper is 
dated May 4, 1959, and apparently was mailed by the finance company. 
This document itemizes the transaction as follows: 


Bona fide cash selling price (including taxes, service, and extra 


a I a ae a a $2, 985. 34 
IN Nh aes haired 300. 00 
Ra eR | SUNN ha i os itso hace avebccerusieaestaadene cout 2, 685. 3 


Total unpaid balance____-----~ ck ohare ak te edged Stee areas egelecenes 2, 685. 34 

Senator Doucias. The paper was dated 5 days before the car was 
delivered, May 4, and the car was delivered May 9? 

Mr. Morcan. May 3 he bought the car. On May 3. This paper’ is 
dated the next day. 

Incidentally, 1 don’t have it in here, but Mr. A told me that he 
signed all of these papers in blank and sometime later they mailed 
them to him. 

Then we have a time differential of—and it says on this paper, and 
I am quoting from it: “(includes insurance)” : $533.78 
Contract amount apa aa Seca es Rage: EG OLS 


Payment in 36 monthly installments of $89.42 beginning June 15, 1959. 
I I a a ch ig dala ks wien nc et ws a cate inn snd lc a 300. 00 


He had made a down payment of $300. 

Senator Doveras. Ther he added the payment of $300. He had to 
make the payment twice. He had to pay the or iginal and they added 
it to the bill and he had to pay it again. Since when does a down- 
payment become a liability ? 

Mr. Morean. If this is confusing to us, think what it must be to 
this borrower, the poor guy that bought the automobile. 

So they come up a time selling price here of $3,519.12 

Please note that nowhere is the true cost of financing the automo- 
bile shown in simple terms. A time selling price, and also an item 
called time differential (includes insurance), are shown. The fine 
print also contains the following statement: 

The insurance listed herein has been approved by the undersigned. The seller 
is authorized to place such insurance for my benefit, in any company or com- 
panies of his choice. I hereby certify that I was given the option to purchase 
such insurance from any insurer or agent of my choice. 

That is buried in very fine print here, and recall that he signed this 
thing in blank. 

I am calling your attention to the fine print because the records of 
my credit union show Mr. A already had automobile insurance in effect. 
including all the coverages which could reasonably be required by a 
finance company. The records further show that this insurance was 
transferred to Mr. A’s new 1959 country sedan. Despite this, Mr. A 
told me the finance company later added $300 to his account for 
insurance. 

Senator Doucias. You mean $300 in addition to the $3,500? 

Mr. Morean. In addition to that. 
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Senator Dovenas. So the total charges were $3,819.12 for an 
obligation of $2,985.34. 

Mr. Morean. Yes, sir. 

I may add in fairness here that upon our advice, he went to the 
finance company and raised cain about that and took his automobile 
insurance policy in his hand down there, and they did rebate a portion 
of that charge. They did that because the Texas law is rather explicit, 
I believe, in that two insurance policies cannot be required on the 
same vehicle. 

I learned about Mr. A’s financial problems when he came to the 
Government Employees Credit Union on February 29, 1960, and ap- 
plied for a loan in the total amount of $4,065.62 for the purpose of 
refinancing the 1959 Ford country sedan, paying doctor and hospital 
bills for his wife, and consolidating various other debts. In an effort 
to help him, we telephoned the finance company for a net payoff on 
the automobile. They told us the payoff would be $2,452.62. Mr. A 
told us he had made eight payments on his car (you will recall his 
first payment was due, according to the invoice, on June 15, 1959). 
Since the payments were $89.42 each, Mr. A had paid $715.36 (8 times 
$89.42). Subtract that amount from the cash unpaid balance of 
$2,685.34 shown on the pink sheet sent to Mr. A by the finance com- 
pany and the balance is $1,969.98. Since the finance company said 
Mr. A still owes them $2,452.62 (this was after he had had the fight 
with them and gotten them to deduct the $300 insurance addon) we 
can only conclude that the charge for carrying the balance he owed 
would be $482.62 ($2,452.62 minus $1,969.98). That is 27.6 percent per 
annum simple interest. I asked Mr. A if he would have purchased 
the automobile and financed it with the-————Finance Co. had he 
known it would end up costing him 27.6 percent simple interest, and 
he said “No.” 

Of course, he wouldn’t. Here is his situation. I threw this in in 
order to show what has happened to this man. 

Mr. A’s 1959 Ford country sedan is worth $2,295 (average retail 
price) , which he never in the world could get for it if he tried to sell 
it, according to the NADA Official Used Car Guide for March 1960. 
That was when he came to us. It has a loan value of $1,530, and a 
wholesale value of $1,940. 

This is the predicament in which this honest, hardworking em- 
ployee of the U.S. Government finds himself as a result of his failure 
to understand the true cost of financing a new automobile, even with 
a well-known, reputable finance company. 

Case 2: This next case is a little different. This concerns Mr. F,a 
member of the Government Employees Credit Union, E] Paso, Tex., 
who is employed as a mechanic at Fort Bliss and has been so employed 
for the past 15 years. Mr. F has a wife, three children, and a. take- 
home income of $370 per month. 

Mr. F has been a member of the credit union since 1954, and always 
maintained an excellent repayment record on loans until during 1958 
and 1959 when he began making smaller than agreed monthly pay- 
ments on his loan balance, and finally became 6 months in arrears on 
his loan account. The credit union contacted Mr. F in an effort to 
find out what his difficulties were and to help him if possible. 
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This is the story we hear over and over again. I won’t go into that, 
but I would like to cite this example of one of his debts. This was the 
largest one he had. I have here in the file a sales contract from a retail 
furniture company which I will be glad to submit for your records. 

This contract lists a number of items of appliances and household 
goods, including a refrigerator, a washing machine, a bed room suite, 
and so forth. Opposite the description of each item are the dollars 
and cents prices of the items which total, and I quote from the con- 
tract, “Total cash selling pr ices, $1,821. 80.” Against this, Mr. F paid, 
according to the contract, $261.80 in cash, leaving an unpaid balance 
of $1,560. The contract does not show any item for interest, carrying 
charges, or time differential. It does show immediately under the 
$1,560 unpaid balance this item, “Deferred balance (unpaid balance 
plus time differential) $2,028.24.” 

In another portion of the contract, Mr. ¥ agreed to pay the sum of 
$2,028.24 in 36 monthly installments of ¢ $56.34 each beginning on 
August 10, 1959 (the contract is dated June 26, 1959). There is a lot 
of fine print in the contract, but nowhere does it mention as an iden- 
tifiable item the cost of the credit extended. Neither is there any men- 
tion of insurance or other charges. It must be assumed therefore 
that Mr. F paid $2,028.24 as the “time selling price” of $1,560 worth 
of merchandise. ‘To be sure, we can subtract the $1,560 unpaid balance 
from the “deferred balance” shown on the contract of $2,028.24 and 
determine the cost of the credit must have been $468.24. Further we 
can apply a simple (and it is not really so simple either to me) mathe- 
matical formula and determine that the true simple interest per 
annum rate was 19.4 percent. 

Mr. F is a mechanic, and he is not familiar with the method of com- 
puting interest rates, and it was apparent from our conversation, from 
my personal conversation with this gentleman, with him that he had 
no idea either that he was paying 19.4 percent or that he was paying 
$468.24 for the privilege of paying for his appliances and furniture on 
the installment basis. Had he known what this credit was costing him, 
I doubt that he would have considered himself able to pay so much for 
credit. 

Senator Doveias. Mr. Morgan, we are operating under time diffi- 
culties. I wonder if you would be willing to have the rest of these 
cases printed in the record. 

Mr. Morean. I would be very glad to do that. 

Senator Dovuetas. Because we may have a roll call, we would like 
to hear from Mr. MacKinnon. 

Mr. Morgan. Mr. MacKinnon has some very interesting cases. 

Senator Dovetas. Also Mr. Gosnell wants to testify for the Small 
Business Association. 

I want to thank you. 

Mr. Morean. Thank you. 

(The additional material submitted by Mr. Morgan follows :) 

Case 3: This case concerns U.S. Army Sergeant H and his wife, Mrs. H, who is 
an employee of the Government Employees Credit Union. This case is being 
cited to illustrate how very difficult it is for even people who are used to doing 
office work, and who are accustomed to handling money and financial transac- 


tions, to determine the true cost of credit under the procedures used by some 
automobile dealers and finance companies. 


53615—60——_36 
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Shortly before Mrs. HW came to work for the credit union, she and Sergeant H 
purchased a new 1959 Mercury Monterey two-door sedan from ———— dealer in 
El Paso, Tex. I have here all of the papers ever received by Sergeant and Mrs, 
H in connection with the purchase and financing of the 1959 Mercury. 

I have here a yellow sheet of paper headed, “Note with chattel mortgage.” 
This paper is dated May 16, 1959. It shows the name of the dealer and the 
name of the finance company to whom Sergeant and Mrs. H. promised to pay 
the sum of $3,939.48 in consecutive monthly installments of $109.43 each, com- 
mencing July 10, 1959. A little further down are found these words and 
figures : 

“A portion of the agreed time selling price of the here and after described 
property purchased by undersigned from the payee herein on which undersigned 
has made a down payment of $550, leaving an agreed time balance of $3,939.48 
evidenced by these presents.” 

Nowhere on any of these papers is the cash selling price of the automobile 
shown. Nowhere is an interest, a finance, or a carrying charge shown. Only 
the “agreed time balance of $3,939.48” is shown. I submit that it would be 
absolutely impossible for anyone to determine from this “Note with chattel 
mortgage” the cost of the credit extended. I would like to add that Sergeant 
and Mrs. H have personally assured me that they did not know at the time they 
purchased the automobile how much they were charged for financing the 
vehicle. 

I have here a blue tax collector’s receipt form issued by R. R. Deason, tax 
assessor-collector, El Paso County, Tex., evidencing title application in the 
name of Sergeant and Mrs. H. for the same 1959 Mercury Monterey two-door 
sedan described in the “Note with chattel mortgage” form to which I previously 
referred. This receipt indicates the total “cash credit and/or exchange plus 
trade-in” received by the dealer for the 1959 Mercury to be $3,767.45. Since the 
“Note with Chattel Mortgage” shows a down payment of $550, it would appear 
that Sergeant and Mrs. H. financed an unpaid balance of $3,217.45 ($3,767.45 
minus $550 equals $3,217.45). Since the “agreed time balance” was $3,939.48, 
the cost of the credit must have been $722.03. Applying a formula, we find the 
true simple per annum interest rate to be approximately 15 percent. Should the 
purchaser. of a riew automobile who finances the vehicle with a well-known, 
reputable finance company have to go through all of this to determine the simple 
per annum interest rate he is paying? 

There is a sequel to this case. Due to circumstances beyond their control, 
Sergeant and Mrs. H found it necessary to dispose of the 1959 Mercury. On 
March 1, 1960, they asked the finance company to inform them of the net amount 
it would take to pay off their balance in full. The “net pay-off’ quoted by the 
finance company was $2,771.06. Because of the several hundred dollars finance 
charges (we can only assume they were finance charges since the contract does 
not identify the charges made), they decided they had no choice but to volun- 
tarily turn the automobile back in to the dealer from whom it was purchased. 

I believe a great deal of trouble could have been saved everyone had Sergeant 
and Mrs. H been informed in simple understandable terms just what it was 
costing them to finance their new Mercury. 

Case 4: This case concerns a vacuum cleaner which was purchased by a 
U.S. civil service employee in El Paso, Tex., and financed through the ———— 
Bank of El Paso. The charge for the credit extended was reasonable. So far 
as is known, no attempt was made by either the dealer or the bank to deceive 
the consumer as to the amount of the charges, and the case is cited merely to 
show that even national banks do not state charges for consumer credit in 
easily understood terms which are susceptible to ready comparison with the 
rates of other lenders. 

We shall call the consumer in this instance, Mr. D. I have here the original 
note signed by Mr. D in favor of the bank in the total amount of $168, pay- 
able in 18 monthly installments of $9.33 each. The only mention of interest 
which appears in the note refers to interest “from maturity”; i.e., interest which 
would become due and payable only if the borrower failed to repay the note 
on schedule. In interviewing Mr. D, he stated the unpaid balance he owed on 
the vacuum cleaner was $150, and that the bank charged him “3 percent interest” 
which was “less than the credit union interest rate.” 

It is an apparently simple matter (at least it would so appear to the average 
borrower) for the bank to prove by simple arithmetic that it charged 8 percent 
interest on this transaction. Take the $150 balance financed on the vacuum 
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cleaner, multiply it by 8 percent and you get $12. Since the contract runs for 18 
months, or 14% years, you add one-half of the $12 or $6 and you get a total 
charge of $18. Naturally, Mr. D thought he was paying 8 percent interest, and 
knowing that the credit union charges 1 percent on the unpaid balance, or 12 
percent per year, he assumed the rate was cheaper than the credit union rate. 
Now, here is a formula to determine the true interest rate charged on a loan: 
») : 
- 216 
m(n plus 1) 
l=true interest rate 
y=number of payments per year 
c=cost of loan 
m=money received 
n=number of installments 





Applying the formula to Mr. D’s bank loan, we find the following 


$18=cost of loan 
2x12X$18 24x18 y 
ee — =15 percent 
$150 (18 plus 1) 15019 
Mr. D actually paid over 25 percent more for his $150 loan than he would have 
paid the credit union, yet he thought he was paying one-third less. 

Case 5: This case which concerns Mr. C, an employee of the U.S. Government 
at White Sands Missile Range, New Mexico, and a member of the Government 
Employees Credit Union, El Paso, Tex., will be stated very briefly. The case 
is being placed in the record because of the failure of a TV dealer to tell Mr. C 
either verbally or in writing that there was any charge for credit extended him. 

On March 7, 1959, Mr. C purchased a television set for $285.55. I have the 
sales ticket here in the file. Mr. C asked the dealer’s salesman if he could pay 
for the television set in installments. The salesman stated he would be very 
happy to permit Mr. C to pay for the television set at the rate of “about $14 per 
month.” Mr. C thought the installment agreement was being extended him as 
a courtesy by the dealer. He did not understand that there would be any charge 
for the credit, nor did the sAlesman or anyone else tell him there would be a 
charge. He was simply given the sales slip I have here, which shows the net 
price of the television set was $285.55, and which bears this notation, ‘““———— 
contract, about $14 per month to start April 10, 1959.” Please note there is no 
mention of interest or credit charges—the number of months Mr. C would have 
to pay is not even stated. 

When Mr. © came to the credit union in January 1960, to obtain a loan to 
“eonsolidate his debts,” we contacted the television dealer for a ‘‘net payoff.” 
The amount quoted was $206.22. Mr. C stated his payments had actually been 
set at $14.73 per month, and he had made 10 such payments (exactly on time, as 
agreed ). 

I repeat, this copy of the sales slip I have here which is all Mr. C ever received 
shows no charges for credit. But, if the price of the television set was $285.55, 
and Mr. © had paid 10 payments of $14.73 each (a total of $147.30) and still 
owed $206.22, simple arithmetic shows that he actually paid a total of $353.5: 


Odd. dae 
for the television set. He, therefore, must have been charged $67.97 for the 
credit ($353.52 minus $285.55 equals $67.97). This is in excess of 33 percent per 
annum simple interest. 

I do not believe Mr. C would have agreed to pay 33 percent interest had he 
known that was what it would cost him to pay for his television set at the rate 
of “about $14 per month.” 

Case 6: This case concerns Mr. G., an insurance adjustor, who has adjusted 
many insurance claims for members of the Government Employees Credit Union 
in El Paso and vicinity. The case is cited to illustrate the policy of a very 
large nationally known finance company in connection with rebates on in- 
stallment accounts which are paid in full prior to the contract maturity date. 
It is also cited to show the inequity and the actual hardship such a policy may 
work on consumers. 

On October 2, 1957, Mr. G. purchased a new 1957 Chevrolet station wagon 
for a cash-delivered price of $3,520.42. He paid $850.62 down, leaving a balance 
of $2,669.80 to be financed. This amount was financed with the ———— - 
Finance Co. 

T have here the “Conditional Sale Contract” covering this transaction. Al- 
though no interest charge is shown as such, the various charges for insurance 
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and financing are rather clearly itemized. For example, an item of “Finance 
charge (including charge for group creditor insurance $28.14)” is shown 
and opposite the item is entered the amount of $599.16. All of the items add up 
to a “Time (deferred) balance” of $3,378.96, beneath which is shown an item 
-alled “Total time price” of $4,229.58. In talking to Mr. G. about this, he stated 
soon after he purchased the car he had an air-conditioning unit installed at a 
cost of $300. He financed the $300 with the same finance company, adding it 
to the original contract. The finance company added an additional $50 “Finance 
charge,” making a total of $350 added to the original ‘“‘Time balance” of 
$3,378.96. This brought the total of the contract to $3,728.96 ($3,378.96 plus 
$350 equals $3,728.96). 

The conditional sale contract provided for payment in 36 monthly installments 
of $93.86 each, commencing November 6, 1957. 

In January of 1960, Mr. G. changed jobs. On his old job he had used his 
personally owned automobile in his work and had received a mileage allowance, 
On his new job, the company furnished an automobile and therefore did not al- 
low expenses for the use of a personally owned vehicle. Since Mr. G. had been 
using the mileage allowance to make the payments on his 1957 Chevrolet station 
wagon, he now found himself in the position of being unable to keep up with 
payments since he would no longer receive the mileage allowance. He decided 
to sell the automobile. 

In order to arrive at a price to ask for the automobile, Mr. G attempted to 
compute the net balance he owed the finance company by prorating the 
“finance charge’ of $599.16 shown on his copy of the conditional sale contract 
and arriving at an estimated amount which should be refunded to him as un- 
earned charges. I do not know the exact amount Mr. G. estimated he owed the 
finance company. In any event, he negotiated a sale for the automobile and 
he and the prospective buyer went together to the finance company’s office to pay 
off the amount due and to transfer the title. A representative of the finance 
company informed him that the “net payoff” on his account would be $2,285— 
a figure several hundred dollars in excess of the amount Mr. G. had estimated he 
owed. The prospective buyer immediately “backed out” and Mr. G. lost his sale. 

Now, let’s analyze that $2,285 “net payoff” amount. Mr. G. originally owed 
$3,728.96 (including all charges and the addition of the air conditioner.) He 
had paid 15 payments in the amount of $93.86 for a total of $1,407.90 ($3,728.96 
minus $1,407.90 leaves a balance of $2,321.06). That amount, less the $2,285 
quoted as the “net payoff” means the finance company was, in effect, refunding 
only $36.06 of the total “finance charge” included in the contract of $599.16. 
Please note that the contract had run only 15 months out of a total 36 months. 

The finance company was doubtless within its legal rights in refusing to refund 
a greater percentage of the finance charge; nevertheless, Mr. G. had no fore- 
warning that the cost of the credit would be so great and, as a result of circum- 
stances beyond his control, he found himself owing more on an automobile—for 
which he had no use—than he could sell it for. 

You may not agree with Mr. G’s solution to the problem. He took the auto- 
mobile, parked it in front of the dealer’s showroom where he purchased it, and 
handed the dealer the keys. Surely, there would have been a better solution 
for all concerned. 

Case 7: This case concerns the purchase of $1,550 worth of furniture from a 
retail furniture dealer by member X of the Government Employees Credit Union 
of El Paso. For the sake of brevity, I will not go into member X’s personal 
situation, other than to state he came to the credit union—as so many people 
do—for help with personal financial problems due at least partially to his 
failure to understand the high costs of consumer credit. 

I have in the file here a copy marked “Purchaser’s Copy” of a document 
furnished Mr. X by the dealer. This document is headed, “Time Sale Purchase 
Order and Lien.” It lists the items purchased and shows the “cash price” of 
each. The cash prices are totaled and the total shown as $1,550. 

Here is some interesting fine print, which is shown in parenthesis just under 
the “Cash price” column heading. I read from the form “Unless all cash is 

aid, the sale is at time price shown at bottom of this sheet, and cash price is 
shown for comparison only.” Now, let’s look at the bottom of the sheet. Here 
we find the following item, “Total time price of $1,750.20.” Beneath that is an 
item labeled “Down payment of $750” and under that is an item labeled “De- 
ferred balance of $1,000.20.” The form goes on to stipulate that the deferred 
balance will be paid in 30 monthly installments of $33.34 each, beginning 
January 25, 1960. The point is that nowhere does this document show as & 
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separate identifiable item the cost of the credit extended. There is no mention 
of interest (other than to provide for interest at the “highest lawful rate” 
after maturity). There is no statement of the dollars and cents cost of the 
credit, nor is there, and I emphasize this, any provision for a refund of charges 
or a reduction in the “time price” in the event the purchaser should elect to pay 
the account in full before the agreed date. 

We can assume, of course, that the cost of the credit in this instance is 
$200.20, since the total shown under “Cash price” is $1,550, and the amount 
entered ‘Total time price” is $1,750.20 ($1,750.20 minus $1,550 equals $200.20). 
We may assume further (although this assumption is complicated by the fact 
that the cash downpayment is deducted from the time price rather than the 
cash price) that the $200.20 is the cost for 30 months for credit in the amount 
of $800 ($1,550 minus $750 equals $800). Stated in terms of a simple per 
annum rate, this is 19.4 percent. Mr. X did not know this. 

Case 8: Mr. B, who is employed as a warehouseman at White Sands Missile 
Range, has a wife and three children, and takes home $313 per month. He came 
to us on January 30, 1960, to consolidate his debts. He stated he “thought” he 
was paying too much in “carrying charges and interest” on his various debts. 

Mr. B made an excellent impression. We checked his credit and found he had 
always paid his credit obligations exactly as agreed. But when we began 
asking Mr. B about his various debts and the amount of charges he was paying 
on the various accounts, it became obvious why he merely “thought” but did 
not actually know whether he was paying too much or not. 

Mr. B owed seven creditors fairly substantial amounts each; he owed a num- 
ber of other smaller debts. 

I have here documents evidencing his largest debt. These documents con- 
sist of a promissory note dated November 20, 1957, in the total amount of 
$1,707.84 to a construction company; a short form mortgage deed which se- 
cured the promissory note just mentioned (this mortgage was on Mr. B’s small 
home in southern New Mexico) ; a New Mexico assignment of mortgage assign- 
ing the mortgage securing the promissory note to the ———— Finance Co. of 
Albuquerque, N. Mex., and finally a New Mexico release of mortgage signed by 
the vice president of the Finance Co. and forwarded to the Government 
Employees Credit Union, El Paso, Tex., upon receipt of payment in full from 
the credit union of the balance due the finance company from Mr. B. Mr. B 
stated that he did not know how much had been included in the promissory 
note for interest, carrying charges, or insurance (the short form mortgaged 
deed form includes an insurance clause). I challenge anyone to find any men- 
tion in any of these documents, the note included, of interest or other credit 
charges. Yet, common sense tells us such charges are certainly included. Asa 
matter of fact. a payment book which Mr. B showed us at the time he came to 
our office on January 30, 1960, indicated he owed the — Finance Co. a 
balance of $521.84. When we contacted the finance company for a “net payoff,” 
they very “generously” allowed a rebate of $21.23, quoting a net payoff of 
$500.61. 

When you buy a washing machine, a new chair, or a bag of potatoes, the seller 
quotes you the price of the product—you know what it is costing you. Why 
should not one who sells credit also quote his price? 

Case 9: This is the case of a U.S. Government employee who financed an auto- 
matic washing machine through the ~------- Bank of El Paso. It is similar 
to another case cited where a consumer obtained credit from a bank for the 
purchase of a vacuum cleaner in that the lender is unquestionably an ethical one 
and in that no attempt was made by anyone to deceive the consumer with re- 
spect to credit charges. This case is cited to show another method used by 
lenders to state credit charges. 

This employee of the U.S. Government, whom we shall call Mr. E purchased 
the washing machine for the total price of $289.95. He paid $119.95 down and 
obtained a loan from the bank to finance the $170 remaining balance. I have 
here the original contract with the bank. It reads in part as follows: 








Balance, subject to cash downpayment___..-_-____-__---------_---- $289. 95 
Less cash, receipt of which is hereby acknowledged______--_--_--_-_-- 119. 95 
Cee en nnn eae he he aac anmsen eed 170. 00 
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Amount of contract 
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The contract goes on to provide payment in 18 monthly installments of $10.30 
each. Please note that the contract does not include a reference to interest or 
credit charges. It does specify a “time sales charge” of $15.40. 

Mr. E incidentally, told us he thought he was paying 6 percent interest. He 
was actually paying almost 12 percent, which is still a reasonable rate on this 
type of transaction. The point is: Mr. E did not know the true percentage and 
since lenders have such a bewildering variety of methods of stating interest and 
other credit charges, he really had no opportunity to compare the bank charges 
with those of other lenders. For example, had he asked another lender (even 
another bank) what their interest rate would be on the $170 loan and had re- 
ceived the answer of “9 percent,” he would have naturally assumed the second 
lender was higher than the bank from which he obtained the loan. 

Case 10: This case concerns an employee of the U.S. Government in El Paso 
who, for a number of years prior to becoming a member of the Government Em- 
ployees Credit Union, had been purchasing furniture and other household items 
from a well-known national mail order house. There is no allegation that the 
credit charges were excessive nor that an attempt was made to deceive the 
consumer whom we shall call T. The case is cited simply to show how impossible 
it is under the procedures of many grantors of consumer credit for the consumer 
to determine the true cost of the credit. 

I have here a series of five “easy payment order blanks,” listing items and 
prices of purchases made by Mr. T. In each case, the easy payment order blank 
provides spaces for “total cash price,” carrying charge,” etc. 

The first of the order blanks lists items totaling $573.92. To this amount is 
added a carrying charge of $91, making a total balnce of $664.92. To this, in 
turn, is added an old balance of $141.45, making a total new balance ‘of $806.37, 
This amount Mr. T. signed a contract to pay (incorporated in the easy payment 
order blank) in installments of $34 each (monthly), beginning October 15, 1956. 

IT now call your attention to the next easy payment order blank. It shows the 
purchase of a rug and pad costing $12.95. None of the blanks relating to “carry- 
ing charge,” etc., are filled in. 

The third order blank is dated March 1, 1958. This order blank covers the 
purchase of,a rug and pad costing $325.55. It shows a deposit of $10. The rest 
of the blanks are not filled in. 

The fourth blank is not dated, but it evidences the purchase of.a three-piece 
sectional sofa for $279.88. In this case, a carrying charge of $45 is added and 
also an old balance of $366.55, and the new balance total of $691.48 is shown. 

The fifth and final easy payment order blank evidences the purchase of a re- 
frigerator for $444.95. None of the blanks relating to carrying charge, etc., are 
filled in. Neither is an old balance or a new balance shown, although the blank 
is noted “add-on.” 

I repeat, the credit grantor in this case is a well-known mail order house, 
and although the easy payment order blank does not indicate the cost of credit 
extended in simple-interest terms, it does show an item called carrying charge 
which would, at least, enable the consumer to know how much in dollars and 
cents the credit extended him would cost. 

The point is this: These blanks in three out of the five instances cited were 
not filled in—the consumer had no way of determining the cost of the credit, 
even in dollars and cents. How, then, could he shop for the most reasonably 
priced credit? 

I submit that S. 2755 would not only require unscrupulous and high rate credit 
grantors to state their charges in simple, readily understood terms, but it would 
require the employees of well-known reputable business firms to properly com- 
plete easy payment order blanks so that the consumer will know what credit is 
costing him. 


Senator Doveras. Mr. MacKinnon. 


STATEMENT OF DONALD J. MacKINNON, CREDIT UNION NATIONAL 
ASSOCIATION 


Mr. MacKinnon. My name is Donald J. MacKinnon. I am treas- 
urer and general manager of the Ford Dearborn Federal Credit 
Union, which is located in Dearborn, Mich., and which serves admin- 
istrative, research, styling, and engineering personnel of the Ford 
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Motor Co. The credit union has no connection with the company 
itself. I have held this position since October 1952. Prior to that 
time I was employed in credit granting and collection positions with 
the City Finance Co., Sears, Roebuck & Co., and the Detroit Associa- 
tion of Credit Men. I also was employed for 2 years as a field repre- 
sentative of the Michigan Credit Union League, engaged in the 
organization of credit unions and assisting them with their credit and 
collection problems. I am also a director of the Service Savings & 
Loan Association in Detroit. 

Therefore, for over 15 years, I have been actively affiliated with a 
variety of credit organizations and this experience has provided me 
with a liberal education in the practices, procedures, and trade ter- 
minology of the majority of types of credit available to the American 
consumer. This experience has also convinced me that it is the termi- 
nology of the trade, which, while meaning one thing to the lending 
profession, conveys an entirely different meaning to the consuming 
public. 

I should like to emphasize my belief that the objective of S. 2755 
is not only a most worthy and necessary one, but one that all reputable 
firms and personnel engaged in the business of granting credit can 
find good reason to support wholeheartedly. I simply do not agree 
with those who believe that a large proportion of the people who 
charge rates of interest in excess of our own, are guilty of usurious 
practices, or in any way deliberately attempting to defraud the 
public. It is my experience that the vast majority of those in the 
personal credit business are honest and upright citizens. Of course, 
there are the fringe operators who bring disrepute to any business, 
but they operate largely outside or without benefit of legal control 
and are in no way representative of the great majority of ethical firms 
doing business in this country. 

I should like to repeat and explain my statement that the real 
problem is found in the terminology of the trade and to express my 
belief that in many cases, the credit merchant is the victim of an 
uncontrolled situation, not the cause. 

Senator Doveias. In other words, we are seeking to liberate the 
credit merchants. 

Mr. MacKinnon. Yes, sir. 

Senator Dovcuias. Why don’t the credit merchants welcome this 
liberation ? 

Mr. Mackinnon. I am thinking of the thousands and thousands of 
people who work for these people who are the people who must talk 
to the public and use this trade terminology, who would like to be able 
to tell the truth, I think, for a change. 

We can surely agree that those who sell credit are entitled to a fair 
and reasonable profit, just like the seller of service or any other com- 
modity. But there is a wide divergence of opinion as to what consti- 
tutes fair and reasonable prices and profits in this case. On the one 
hand, the consuming public has come to set standards in this respect 
which are totally unrealistic, while on the other hand, the business 
community has tried to accommodate itself to this “just price” concept 
by the various methods of quoting costs of personal credit. For ex- 
ample, the consumer, perhaps as a result of his grammar school in- 
struction in arithmetic, has set a standard of 6 percent per annum as 
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a reasonable charge for the use of money. Even though this rate js 
totally unrealistic and would, in effect, wipe out most lenders if they 
had to restrict their charges to it, the consumer has been led to be- 
lieve that such terms as “6 percent discount,” “6 percent on the prin- 
cipal balance,” or “$6 per $100,” all are equal to a true 6 percent rate— 
his mental standard of fairness—when actually they are double that 
rate. 

Even credit unions are affected by this misleading terminology, for 
we have even been accused of usurious practices when we tell a mem- 
ber that we charge 12 percent per annum and he compares this rate 
with the misleading rate terms I have mentioned. 

It is my considered opinion that all legitimate credit grantors should 
welcome, as I do, legislation which would reduce this “Tower of Babel” 
to a common language that both the business community and the con- 
suming public could understand. Let me illustrate a few experiences 
that confirm my belief that the use of a common language will be of 
value both to the business community and to the public: 

I would first of all like to discuss experiences relating to banks, 
not to single them out for particular attention, but only because, in 
my opinion, they deserve and require a special measure of public trust. 
As conscientiously as they may try to serve the public interest, they, 
too, are often caught in this web of trade terminology. 

(1) A highly placed banking supervisory official assured me that a 
certain group who proposed to organize a credit union could borrow 
from nearby banks at “5 percent.” My exception to the use of his ter- 
minology brought an assurance that he meant $5 per $100, not 5 per- 
cent per annum simple interest. 

(2) A bank in my community advertised regularly that it made car 
loans at 4 percent per annum. Investigation disclosed that the rate 
was actually $4 per $100, with a true simple annual interest rate of 8 
percent—double that quoted. I was able to prevail on the bank to 
revise its advertising by substituting the dollar sign for the percent 
sign, even though I am sure that it actually meant little difference to 
the reader. My suggestion was that the bank had placed me, a credit 
union manager, in the uncomfortable position of having to advise 
some of their customers that the bank did not tell the truth and thus 
was damaging its own reputation. 

(3) A note form used by a large bank in my home area states that 
interest shall be charged “ at the rate of 614 percent per annum on the 
entire amount.” Again, I pointed out to officials of the bank that this 
conflicted with their advertised rate of 1 percent per month on the 
unpaid balance, and that while such terminology indicated equal costs 
to them, in the minds of the consumer the effective rate would seem 
to be only 6 percent per annum simple interest, or half the actual rate. 

Senator Doveras. These all illustrate thus far the interest rate be- 
ing quoted on the original amount of the loan rather than on the un- 
paid balance. 

Mr. MacKinnon. That is correct, sir. 

(4) A young man, with whom I am well acquainted, wished to add 
a room onto his house to accommodate his growing family. He 
possesses an unusually fine education in finance and was fully aware 
of the many trade terms used. But a large lending organization in 
my community convinced him that he could secure an FHA home im- 
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provement loan for 5 percent simple interest per annum. However, 
when he received his payment book a few days later, and did a little 
figuring, he realized that he had been misled. 

“Perhaps i in the field of education, we could surely expect to find an 
appreciation of the true meaning of credit terms. And yet there is 
plenty of evidence to indicate that even educators have been deceived 
by trade terminology. 

(5) A few months ago, after a lecture to a group of high school 
students, which included a discussion of comparative credit ‘rates, the 
teacher told the class and myself that she had always thought that 
$6 per $100 meant 6 percent simple interest and was surprised to 
learn that it is common for our respected credit institutions to charge 
substantially higher rates. 

(6) A high school mathematics teacher, in one of our most progres- 
sive educational systems serving a large metropolitan city, wrote an 
article for a teacher publication, vigorously denying that 1 percent 
per month equaled more than 6 percent per annum simple interest. 

Senator Dovetas. He is a mathematics teacher ¢ 

Mr. MacKinnon. Yes, sir. 

Senator Doueias. He should have been here a couple of days ago 
when the Chairman of the Federal Reserve Board confessed he 
couldn’t understand the automobile charges which he and his friends 

ay. 

Mr. MacKinnon. He has a lot of company. 

I would like to turn your attention, now, for a few moments to one 
of the fastest growing types of credit in our country today—that 
which is provided by retailinstitutions. It is my purpose to dispel the 
idea that misleading terminology affects only a few people, or that 
the number of questionable transactions involved is minor in com- 
parison to the tremendous total volume of credit outstanding. In 
1958, the National Retail Dry Goods Association reported that 80 per- 
cent of the largest department stores in the United States were pro- 
viding some form of revolving credit, with the charges in most in- 
stances amounting to 114 percent per month on the unpaid balance. 

I have here the advertised plans of four of the Nation’s leading mail 
order firms, which also serve customers through branch outlets 
throughout America. Each of them serve millions of citizens and 
the name of each is almost a household word. They have justly 
earned their reputations for honest dealing and I do not propose to 
diminish the respect which customers have for them. But I do pro- 
pose to show that they, too, are caught in this web of conflicting 
terminology. While their plans differ in some respects, there are two 
characteristics common to all of them: 

First, nowhere in their prodigious literature and volumes of care- 
ful explanation is there a single mention of the true interest rate 
charged. Second, they usually describe their credit fees as “modest,” 
or “small’ * carrying charges. 

It is well to remember that, in spite of the volume of this type 
credit in America, it is unregulated by law, except in one or two 
States. 

Senator Doveras. Just a minute. 

Mr. MacKinnon. Yes, sir. 
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Senator Doveias. We have a great deal of testimony to the effect 
that installment selling of automobiles is regulated in 32 States and 
other merchandise in 18 States. This mail order selling, you say, 
is regulated in only one or two States ? 

Mr. MacKriynon. Yes, sir; only the State of New York has a law 
with respect to this type of credit. 

Senator Dovenas. Has this become a common practice in the mail 
order establishments ? 

Mr. MacKinnon. This type of credit ? 

Senator Douguas. Yes. 

Mr. MacKinnon. Yes, sir. 

Senator Doveras. When you finish the testimony, would you sub- 
mit for our files the ads of these companies ? 

Mr. MacKinnon. I will be very happy to do so. 

Let us examine the method which just one of these national mail 
order firms serving millions of Americans uses, to see what can and 
does happen. 

I quote from their circular, “A carrying charge of 1% percent is 
added to your balance on the first day of the month.” Let us trans- 
late this into the realm of daily business. If I should purchase an 
article on the first day of the month and pay for it exactly 1 month 
later, the charge amounts to a true simple annual interest rate of 18 
percent per annum. However, as is probably true in most cases, there 
is a shorter period between purchase, charge, and repayment. Then 
the true rate jumps upward correspondingly and often at an alarm- 
ing rate. To help visualize what these costs can amount to, I should 
like to quote from an article which appeared in the spring 1958 issue 
of the Personal Finance Law Quarterly Report by John F. Doy le, 
supervisor of the Division of Consumer Credit, State Banking De- 
partment of Wisconsin : 

At the time the department began investigating revolving credit, they found 
that the merchandise purchased in all instances was not being used for a full 
month. Consequently, when the charge of 1% percent was added at the begin- 
ning of the month on the balance outstanding ‘at the end of the previous month, 
it gave a much larger yield than 18 percent per annum. For instance, if the 
purchase was made on the last day of the month and the accounts billed on the 
following day, the yield would not be 18 percent per annum, but 540 percent on 
the basis of the merchandise sold. If you are to take into consideration a yield 
on the cost of the merchandise, and consider that there might be a 100 percent 
markup, then the department store is getting an interest yield of 1040 percent 
per year. [Italic added.] 

Gentlemen, these so-called “modest carrying charges” are being paid 
by literally millions of Americans. Time and again I have asked 
customers of these establishments, fathers and mothers of families 
who must watch every dollar of income and expenses, why they pay 
these high credit costs instead of doing a little shopping for credit, 
just as they do for everything else. Almost. without exception, they 
reply that they like the convenience, but simply find it impossible to 
believe that these large and respectable business establishments charge 
such rates. They are often naive enough to believe that the law is 
somehow protecting them from such finance c harges. 

In late 1959, my credit union made a major attempt to assist. mem- 
bers who wished to have various credit obligations translated into 
understandable terms. In order to provide accurate information, we 
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contacted 19 institutions, including banks, loan and finance companies, 
and department stores handling charge accounts. 

To begin with, where costs of credit were quoted, they were always 
quoted in percentage terms. Under questioning, the percent figure 
always turned out to be the dollar-and-cent cost per hundred dollars 
of the “face” amount of the credit extension. 

Senator Doueias. And not of the —— balance ¢ 

Mr. MacKinnon. That is correct. The face amount. 

However, additional charges such as insurance costs, filing fees, 
minimum service charges, or prepayment penalties were not always 
mentioned. 

Furthermore, the methods of computing some of these costs varied. 
We had expected that firms engaged in the same type of business 
would be using uniform proc edures. Not only did we find this not 
to be so, but we found different methods of stating costs of credit 
within the same institution. 

Because of these complexities; the difficulty of reaching a common 
understanding about interest rate terminology ; the necessity of identi- 
fying extra costs by additional questions; and the reluctance of some of 
those interviewed to go into a full explan: ition, we found the discus- 
sions to be exh: austing, and, at times, ex: isperat ing exper iences. 

We knew what we were trying to determine. We were cognizant 
of the misleading terminology. Thus, with some persistence, and no 
little irritation, we were able to cut through the maze of double talk 
and misleading terminology to get the necessary information. How 
much more difficult it would be for the average individual. 

If the borrowing consumer is to exercise restraint in using credit, 
he must have the facts. If he is untrained to translate the misleading 
terminology with which he is confronted into a language he under- 
stands, he at least ought to be able to depend on the lender to do it for 
him. But as sincere as a lender may be in trying to educate and serve 
his customer, he is placed at a tre mendous disadvantage if his competi- 
tors are not operating by the same rules. Therefore, I doubt very 
much if any type of self-policing would prove effective. I believe that 
if credit terminology were to be universally reduced to a common un- 
derstandable language, the benefits to our citizens and the business 
community would be manifold. 

It is encouraging to note that attempts to strike out, by responsible 
lenders, in the direction of truth have been most rewarding. It was 
reported by the noted columnist, Sylvia Porter, in the Detroit Free 
Press on Apr il 1, 1960, that the 126-year-old Bowery Savings Bank of 
New York is currently ¢ carrying on a major advertising campaign to 
spur savings, by explaining what various types of loans cost. It is 
further reported that officials of the bank are astonished at the volume 
of “thank you letters” that are pouring into the bank from professional 
people. In our credit union, we have been carrying on such an educa- 
tion effort since we were organized and know that we have nothing to 
fear from the truth. 

The Federal Credit Union Act imposes on each credit union the re- 
sponsibility for educating its members in the wise use of their financial 
resources. I’m sure that the thousands of honorable citizens who 
supervise the affairs of other types of credit systems and who are con- 
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Senator Dovcrias. We have a great deal of testimony to the effect 
that installment selling of automobiles is regulated in 32 States and 
other merchandise in 18 States. This mail order selling, you say, 
is regulated in only one or two States ? 

Mr. MacKinnon. Yes, sir; only the State of New York has a law 
with respect to this type of credit. 

Senator Dovenas. Has this become a common practice in the mail 
order establishments ? 

Mr. MacKinnon. This type of credit ? 

Senator Douetas. Yes. 

Mr. MacKinnon. Yes, sir. 

Senator Doveras. When you finish the testimony, would you sub- 
mit for our files the ads of these « ‘companies ? 

Mr. MacKinnon. I will be very happy to do so. 

Let us examine the method which just one of these national mail 
order firms serving millions of Americans uses, to see what can and 
does happen. 

[ quote from their circular, “A carrying charge of 14% percent is 
added to your balance on the first day of the month.” Let us trans- 
late this into the realm of daily business. If I should purchase an 
article on the first day of the month and pay for it exactly 1 month 
later, the charge amounts to a true simple annual interest rate of 18 
percent per annum. However, as is probably true in most cases, there 
is a shorter period between purchase, charge, and repayment. Then 
the true rate jumps upward correspondingly and often at an alarm- 
ing rate. To help visualize what these costs can amount to, I should 
like to re from an article which appeared in the spring 1958 issue 
of the Personal Finance Law Quarterly Report by John F. Doyle, 
supervisor of the Division of Consumer Credit, State Banking De- 
partment of Wisconsin: 

At the time the department began investigating revolving credit, they found 
that the merchandise purchased in all instances was not being used for a full 
month. Consequently, when the charge of 1% percent was added at the begin- 
ning of the month on the balance outstanding at the end of the previous month, 
it gave a much larger yield than 18 percent per annum. For instance, if the 
purchase was made on the last day of the month and the accounts billed on the 
following day, the yield would not be 18 percent per annum, but 540 percent on 
the basis of the merchandise sold. If you are to take into consideration a yield 
on the cost of the merchandise, and consider that there might be a 100 percent 
markup, then the department store is getting an interest yield of 1040 percent 
per year. [Italic added.] 

Gentlemen, these so-called “modest carrying charges” are being paid 
by literally millions of Americans. Time and again IT have asked 
customers of these establishments, fathers and mothers of families 
who must watch every dollar of income and expenses, why they pay 
these high credit. costs instead of doing a little shopping for credit, 
just as they do for everything else. Almost without exception, they 
reply that they like the convenience, but simply find it impossible to 
believe that these large and respectable business establishments charge 
such rates. They are often naive enough to believe that the law is 
somehow protecting them from such finance charges. 

In late 1959, my credit union made a major attempt to assist mem- 
bers who wished to have various credit obligations translated into 
understandable terms. In order to provide accurate information, we 
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contacted 19 institutions, including banks, loan and finance companies, 
and department stores handling charge accounts. 

To begin with, where costs of credit were quoted, they were always 
quoted in percentage terms. Under questioning, the percent figure 
always turned out to be the dollar-and-cent cost per hundred dollars 
of the “face” amount of the credit extension. 

Senator Doueras. And not of the — balance ¢ 

Mr. Mackinnon. That is correct. The face amount. 

However, additional charges such as insurance costs, filing fees, 
minimum service charges, or prepayment penalties were not always 
mentioned. 

Furthermore, the methods of computing some of these costs varied. 
We had expected that firms engaged in the same type of business 
would be using uniform proc edures. Not only did we find this not 
to be so, but. we found different methods of stating costs of credit 
within the same institution. 

Because of these complexities; the difficulty of reaching a common 
understanding about interest rate terminology: the necessity of identi- 
fying extra costs by additional questions; and the reluctance of some of 
those interviewed to go into a full expl: ination, we found the discus- 
sions to be exhaust ing, and, at times, exasperat ing exper iences. 

We knew what we were trying to determine. We were cognizant 
of the misleading terminology. Thus, with some persistence, and no 
little irritation, we were able to cut through the maze of double talk 
and misleading terminology to get the necessary information. How 
much more diflicult it would be for the average individual. 

If the borrowing consumer is to exercise restraint in using credit, 
he must have the facts. If he is untrained to translate the misleading 
terminology with which he is confronted into a language he under- 
stands, he at least ought to be able to depend on the lender to do it for 
him. But as sincere as a lender may be in trying to educate and serve 
his customer, he is placed at a treme ndous disadvantage if his competi- 
tors are not operating by the same rules. Therefore, I doubt very 
much if any type of self-policing would prove effective. I believe that 
if credit terminology were to be universally reduced to a common un- 
derstandable language, the benefits to our citizens and the business 
community would be manifold. 

It is encouraging to note that attempts to strike out, by responsible 
lenders, in the direction of truth have been most rew arding. It was 
reported by the noted columnist, Sylvia Porter, in the Detroit Free 
Press on April 1, 1960, that the 126-year-old Bowery Savings Bank of 
New York is currently carrying on a major advertising campaign to 
spur savings, by explaining what various re of loans cost. It is 
further reported that officials of the bank are astonished at the volume 
of “thank you letters” that are pouring ar the bank from professional 
people. In our credit union, we have been carrying on such an educa- 
tion effort since we were organized and know that we have nothing to 
fear from the truth. 

The Federal Credit Union Act imposes on each credit union the re- 
sponsibility for educating its members in the wise use of their financial 
resources. I’m sure that the thousands of honorable citizens who 
supervise the affairs of other types of credit systems and who are con- 
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scientiously serving the credit needs of their customers believe they 
have a similar responsibility. Passage of this legislation will provide 
them with a most valuable tool to accomplish this worthy public 
service. 

I would like to add a couple of items to the record, if I may. 

Senator Dovetas. Yes, sir. 

Mr. McKinnon. First of all, meaning no flattery, I would like to 
congratulate you Senator and the other gentlemen who are interested 
in bringing this most necessary legislation for the benefit of the Ameri- 
can people | before the C ongress. T envy your opportunit? Vy to prov ide in 
such wholesale measures benefits to the American people which I can 
only hope to do in a very small way. 

Also, I have here in addition, which I will be very glad to present 
one of the cards used by one of our nationally known retail establish- 
ments. This is the card used by their credit people in their credit de- 
partment. It does not bear their name. It consists of instructions to 
their credit people as to how to compute credit on purchases. I have 
figured out an average transaction for this organization. I am doing 
that because it has been stated that 114 percent means 18 percent per 
annum. A customer is fortunate if that is all he pays. 

Suppose | purch: ise an item for a retail cost of $51. This card says 
that a charge of $5.50 is added, bringing the financial] transaction to 
$56.50. The payments are supposed to be $6 per month, according to 
the schedule. According to my computation this equals 25.8 percent 
interest per annum. Once you have an account there, it is customary 
that you continue to make purchases, and they encourage you to do 
so. So let. us assume the customer reduces his balance by various pay- 
ments to’ $18, now he adds a new purchase of $21. They immediately 
add an additional carrying charge of $2.50 on the $21, bringing the 
new balance to $41.50, which is about $15 less than his first balance 
was. The chart says that the payment on $41.50 shall be only $5. 
However, the card also says on the back, “Do not decrease current 
payments unless only two payments or less were made on an old 
balance, in each case refiguring payments as above.” 

If you keep the payments at $6, it will pay off the obligation much 
quicker. I have computed the interest rate on the new purchase at 
3314 percent simple interest per annum. 

Thank you. 

Senator Dovetas. Thank you. Your testimony has been most 
valuable. 

I would like to make this comment which I think is justified by your 
last example, which is illustrated by several] other cases; namely, that 
the sale of credit has become the sole property of some merchants who 
are putting their emphasis upon the sale of credit, and not merely 
upon the sale of goods. 

Mr. MacKinnon. The question was brought up of automobile 
credit. I should like to say I was mm approached by a dealer and 
asked to give him a kickback charge. I said this was illegal income 
for a credit union and that stopped that right away. 

Senator Douctas. Did he ask for a given percentage ? 

Mr. MacKrynon. No, sir, he didn’t ask it. I might say that such 
costs have been the subject of legislative action in the State of 
Michigan and it has been admitted in public testimony that there is 
such a charge and that it is common practice. 
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Senator Dovctas. This is on the finance papers? 

Mr. MacKinnon. This is a kickback to the dealer for referring this 
paper to a bank or a commercial institution. 

Senator Dovetas. Do you know what percentage it is? 

Mr. Mackinnon. No, sir, I don’t. It might be indicated, how- 
ever, from an article which appeared in the Automotive News of 
December 1, 1958, in which a dealer tells how he encourages his sales- 
men to make finance deals. He makes them explain why they don’t 
finance the paper when they finance the car. He says: 


First, we pay a flat amount for each time sale, accumulated and paid by separate 
check once a month. 


Further on he says: 


In a competitive market, finance reserves can equal or even exceed car sales 
profits, but the very ease with which this money can be earned is in itself a 
danger, because a portion of this revenue rolls in almost automatically. 


Senator Dovetas. This portion of the revenue? 
Mr. MacKinnon. Rolls in almost automatically. 
(The article referred to follows:) 


{From the Automotive News, Dec. 8, 1958] 
CANADIAN CITES “FIXED CHARGES’—AUTO CREDIT RATE DEFENDED 


MoNTREAL.—C. S. Jensen, president of the Federated Council of Sales Finance 
Companies, said it may cost a buyer anywhere from 13 to 23 percent to finance 
his automobile, but added he didn’t think this is excessive. 

Jensen said that no matter how a person buys an automobile on time, there 
are certain fixed charges that cannot be avoided, necessitating the higher rate. 

The council, representing- 32 sales-finance companies in all provinces of 
Canada, held its second annual convention in the Queen Elizabeth Hotel. The 
council represents about 70 percent of the $2 billion in credit Canadians have 
taken to buy durable consumer goods. 

This year it is estimated that 1 million Canadian families will use about 
$1.25 billion of new credit as well as a certain amount left over from last year. 
The companies will handle more than $1 billion in wholesale sales financing. 

According to council directer J. H. L. Ross, these figures will be down about 
5 percent from last year, due to the recession and unemployment. 

Ross said there is relatively little problem with repossessions or delinquents, 
and he added it was because the Canadian consumer is a good manager of his 
own affairs. 

Ross noted that the finance companies have an indirect investment in Canadian 
development, since contractors come to them for money to purchase equipment 
for various projects. 

“We have several million dollars invested in the St. Lawrence Seaway and the 
Trans-Canada gas pipeline,” he said. 

Interest charges vary with the amount loaned, he said, but the average for 
the whole sales-finance picture works out to about $7 per $100 per annum. In 
terms of automobiles, 1 in every 5 on the road is still being financed with a 
balance of $635 million owed. 

Jensen, executive vice president of Canadian Acceptance Corp., Ltd., Toronto, 
was reelected president of the council. 

J. R. Croft, vice president, Traders Finance Corp., Ltd., Toronto, was elected 
Vice president, and F. Millington, president, Standard Credit Corp., was named 
treasurer. 

Directors are Roland Therien, president of Laurentide Acceptance Corp., Ltd., 
Montreal, and immediate past president of the council; J. H. L. Ross, vice 
president, Industrial Acceptance Corp., Ltd., Montreal; P. P. Saunders, presi- 
dent, Imperial Investments Corp., Ltd., Vancouver, British Columbia, and R. W. 
Yantis, president of Delta Acceptance Corp., Ltd., London, Ontario. 


Mr. Morcan. Mr. Chairman, if I may, I might put in a word about 
a conversation I once had with the top salesman—at least he claimed 
he was the top salesman—of a well-known automobile dealer in 
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Kl Paso about these kickbacks. He explained to me that they used 
in this dealership charts similar to the one that Mr. MacKinnon has 
displayed here, but that these charts were set up to prov ide varying 
rates of return. The dealer sold his paper to a finance company at a 
certain fixed rate. The salesman usually, in closing the deal, if he 
thought the tratiic would stand it, if you could pay for this car at so 
much per month, he would use the percentage rates which he thought 
the traffic would bear. So, in one case, the kickback to the dealer 
might be as high as 10 percent and in another he might trade right 
down to the nub, where he would get nothing or very little. He also 
boasted to me that in closing deals a lot of times the customer was 
very hard to trade with. The customer wanted $100 more for his 
trade-in, for example, so the salesman would split the difference, $50, 
and make the deal, and then use the column which would result in 
adding on $100 to the finance charges, which he would get as a 
kickback from the finance source. 

Senator Dovueias. And was there a kickback on credit life insur- 
ance, TOO, 

Mr. Morean. On the credit life insurance, I don’t believe it has 
been used as much by the dealers, and the automobile finance com- 
panies in my particular locality. They do sell it, but as an extra 
item. In that connection, Mr. Chairman, you observed that we did 
not have a small loan law in Texas. 

Senator Doueias. Thank you. 

Mr. MacKinnon. I should like to offer for the record an article 
which appeared in the April 1959 issue of the Credit Union Bridge, 
which describes how a bartender in Milwaukee paid $8,000 for dancing 
lessons to a nationally known dancing school which teaches you 
dancing in a hurry. He ended up in bankruptey with a debt for 
dancing lessons of $8,615. 

Senator Dovetas. It may go in the record. 

(The article referred to follows :) 


{From the Credit Union Bridge, April 1959] 


$8,000 FoR DaANcING LESSONS ?—THAT’S WHAT THIS MILWAUKEE BARTENDER TOLD 
THE REFEREE HE OWED, AS HE FILED FOR BANKRUPTCY 


BARTENDER LISTS $8,615 DEBTS IN DANCE LESSONS 


Underneath this headline in the Milwaukee Journal on December 24, 1958, four 
paragraphs told how a bartender named Bruno Wolfgang Mueller had petitioned 
a Federal court to declare him bankrupt, because he was unable to pay his debts. 

This is worth looking into. Can a man go bankrupt owing $8,000 for dancing 
lessons? What’s this poor old world coming to? So you make some phone calls 
and line up some interviews. 

Garry Ross, manager of the Arthur Murray School of Dancing in Milwaukee, 
says: “That story was the first I knew. All I know is he doesn’t owe us any 
$8,000. He was an excellent dancer, he paid us well. You know he got married 
in November. That probably did it.” 

Arthur Blumenthal, attorney for the studio: “We'll let you see his complete 
file. He didn’t owe anything like that. We're not going to file a claim against 
the bankruptcy because it’s a no-asset case. According to the Journal, Mueller 
has only $100 in clothing and $11 in a bank. There’s nothing in it for us.” 

Joseph Huber, treasurer of the Evinrude Motors Credit Union, where Mueller 
used to work and where he is still a member: “‘He’s got a share balance of $29.73 
and a loan balance of $22.70 with us. He pays us regularly. When he was work- 
ing here he had a high balance of $500. He has been a regular payer.” 
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Les Bloedorn, personnel director at Evinrude: “See, I clipped the story. That’s 
all I know about it. He worked for us from September 10, 1952, to July 10, 1958. 
When he came in on July 10 to resign he would have been discharged on that 
date for missing 3 days consecutively without reporting his reason for absence. 
He had a very high absenteeism record, but his work performance record is 
satisfactory.” 

Referee in Bankruptcy James E. McCarty: “‘No, this isn’t the first bankruptcy 
I've seen for dancing lessons, but they’re unusual. I can’t say how many. I 
couldn’t recommend chapter 13 for this man because he owed too much.” 

Attorney John B. Nichols, representing the bankrupt Mueller: ‘When this man 
came to me, I told him he had two choices. He could either sue for breach of 
contract to see how many hours of dancing lessons he had coming and how many 
he had paid for, or he could take bankruptcy. As his attorney I had to list on 
the petition the full amount of the contracts that I knew he had signed. What 
else could I do?” 

Bartender Bruno Wolfgang Mueller: “I’m not particularly bitter against the 
Arthur Murray system. If we can get this straightened out, I’d still like to finish. 
I was just 20 steps short of my gold medal. That’s what hurts me so bad.” 

At the beginning, though, you know only that Nichols and Mueller will agree’ 
to see you in Nichols’ office at 10 a.m, It’s less than a 2-hour ride even in January 
from Madison to Milwaukee, and you are early to Nichols’ place in the Caswell 
Building in the heart of the city. 


ATTORNEY’S OFFICE 


The receptionist points you straight into Nichols’ office, saying he is alone. He 
is alone except for a clutter of books, file envelopes, a paper-strewn desk and an 
immediate view out his sixth-floor window of a brick wall. 

Nichols walks and talks jerkily most of the 20 minutes that you wait until 
Mueller arrives, right on time. Nichols makes no attempt to introduce you to 
Mueller, but he isn’t hard to meet. A young man maybe middle thirties, not tall, 
not handsome, long-legged, apparently carefree, smoking his cigarettes short, 
properly nervous as he sits uncomfortably in the overstuffed clients’ chair. 

Two hours later, with MueWer doing most of the talking, you have answers to 
your two big questions: Why did he take so many lessons, and why did he quit? 

“T had in mind learning enough to make my income from dancing as long as I 
can move around the floor,” Mueller answers. “If I could have got my gold 
medal I could have gone to Arthur Murray studios putting on exhibitions and 
picking up $5, $10, or maybe even $100 a night. Like hiring yourself out. Or 
I could have hooked in with an organization in Chicago that books dancers. A 
Milwaukee woman is president of that.” 

Mueller sounds earnest. A couple of weeks later you can measure how earnest, 
when Studio Attorney Blumenthal gives you their records showing that Mueller 
danced an average of 3 hours and 45 minutes every week during the entire 414 
years that he studied dancing. 

“Why did I quit?’ Mueller repeats your question. “For one thing there was 
this woman who worked at a radio station. She was a gold medal student, just 
like I was, and she needed just a few more steps for her gold medal. Before 
they would give her the last steps they talked her into signing another lifetime 
contract. When she got mad and dropped out, they started to sue her. I got 
to thinking they might do the same to me.” 

Lighting another cigarette and waiting to see if Nichols wants to interrupt, 
which he doesn’t, Mueller goes on: “Then last summer my teacher quit. She 
said she was fed up with the high pressure. See, these teachers had secret 
sessions every day. We never knew what went on behind those locked doors. 
3ut some of them would let drop a hint. They said they would talk about us 
students and decide who to work on next. One teacher told me not to go in 
there and not to sign anything. Another thing, they wouldn’t tell me how many 
hours I had coming on my contracts. And I figure I had about 100 free hours 
coming for dancing exhibitions. They used to bring beginners in to watch me 
dance. They would say, ‘Wouldn’t you like to dance like that man? Of course, 
they never told how many hours it took me to get that good.” 


OTHER IRRITATIONS 


There were other irritations, Mueller says. Once he was supposed to be on 
the Arthur Murray television show from New York, but that fell through. He 
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was promised a trip to Cuba for signing up to a lifetime contract, but he got a 
record player instead. One studio manager talked to him about coming in on 
Saturday mornings to be an instructor, but that never materialized. 

Except for some sketchy details about the contracts he signed, that’s about all 
the interview with Mueller gets you. Nichols’ main contributions, except for 
some indignant huffs as he looks up from other work, is his recounting of two 
past legal dealings he has had with the Milwaukee School of Dancing, Inc., as 
the Murray franchise is known in Milwaukee. One of Nichols’ cases was another 
bankruptcy, in which he represented a young service veteran who owed $3,850, 
all for dancing contracts. Nichols’ other case was an industrial commission 
hearing in which he represented a young girl who happened to be Mueller’s first 
instructor at the dancing studio. Nichols got the industrial commission to force 
the studio manager, Arthur P. Niedland, to pay the girl unemployment benefits 
after she left the studio. Niedland had refused, claiming that the girl used ob- 
scene language, fraternized with students, and was habitually late to or absent 
from work. The industrial commission ruled in the girl’s favor on every point. 

From Mueller and Nichols, then, you have two unfavorable views of the danc- 
ing studio. Another source of information, impartial and accurate, would be 
the city and State official records. 

After a quick taxi ride, you get out at the south entrance of the courthouse. 
One flight up are the clerks of the civil court and the circuit court. Just ona 
hunch you check the records to see whether the Arthur Murray School of Danc- 
ing has made a practice of garnisheeing its students. This is one thing that 
Bruno Mueller feared, because he knew his boss at Hooligan’s Bar wouldn't 
stand for a garnishment. 

The court records show no garnishments filed by the studio. There’s one for 
$119.80 filed against the studio manager in 1958. Also, there’s a suit filed by the 
city of Milwaukee against the studio for personal property taxes. A tax of 
$162.21 and costs of $12.51 were paid on November 19, 1958, the record shows. 

In the register of deeds office down the hall you find the articles of incorpora- 
tion filed in 1955 and a routine amendment filed in 1957. But there’s something 
more interesting: An intent to dissolve, filed on April 16, 1957. You wonder why 
a corporation would file an intent to dissolve, then stay in business for 2 years 
without indication of quitting? You mark this down as a question to be an- 
swered later. 

BAD STANDING 


The answer comes a few days later from the Wisconsin secretary of state’s 
office. According to their records, the Milwaukee School of Dancing, Inc., is in 
official bad standing for failure to file corporate reports for 1956, 1957, and 1958. 
Under bad standing, the only corporate changes they can make are to dissolve. 
The State officer tells you, though, that it’s not unusual for a corporation to take 
several years to close out its business in an orderly fashion. 

A few days later you repeat the 80-mile trip from Madison to Milwaukee to 
visit the studio’s attorney. Again it’s snowy, subfreezing, and icy. The reception 
in Arthur Blumenthal’s office, though, is warm and cordial. He’s on the ninth 
floor of the Warner Building, up Wisconsin Avenue one block from Attorney 
Nichols’ office. 

Blumenthal has the Arthur Murray position pretty well documented. The 
packet of papers on Bruno Wolfgang Mueller is right on top of his moderately 
cluttered desk. Handling phone calls and mixing them in with your questions 
like a machine, he gives you his statistics: 

Mueller started with the studio in January 1954. Signed up for 1,152 hours of 
instruction, representing several contracts. Took a total of 988 hours. Took 
his last lesson on August 29, 1958. 


IT ADDED UP 


Made payments to the studio totaling $2,151.32. On contracts assigned by the 
studio to Educational Credit Bureau of Kansas City, Mo., Mueller paid $2,070. 
On contracts assigned to American State Bank in Milwaukee, Mueller paid $2,357. 
That’s a total of $6,578. Assuming he took a total of 938 hours, that averaged out 
about $7 an hour. This jibes with what Mueller told you earlier, that he under- 
stood when he started in 1954 that the lessons would cost about $7.50 an hour. 
But he thought the hourly rate had kept climbing until he was being charged, 
he said, between $13 and $14 an hour. You recall clearly that he had said in 
Nichols’ office, “Why, man, it would take a millionaire to go on like that.” 
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Blumenthal offers one curt observation. ‘Mueller probably took more hours 
than he paid for,” in spite of the fact that he paid a total of $6,578. 

After Mueller made his last payment in October 1958, the studio had no con- 
tact with him, Blumenthal says, until the Journal story on December 24. “It 
seems logical,’ Blumenthal is offering, “that his attorney would have sought a 
release from the contract if his man had no money and if he said he owed all 
that money for something intangible like dancing lessons. We haven't filed a 
claim in this matter and we don’t intend to because there’s nothing in it for us.” 

During an interruption while Blumenthal answers the phone, you try to re- 
member what Attorney Nichols said about Mueller’s true debt to the Arthur 
Murray School of Dancing. Nichols had said, “As his attorney all I could do 
on the bankruptcy was list all the contracts that I knew he had signed. They 
totaled $8,615. And he has receipts and money order stubs showing he had paid 
$5,198. So you can say he owed $8,000 and paid $5,000. Does that mean that he 
still owes $3,000? Or you can Say he owed $8,000 and he signed other contracts— 
but lost his copies of them—for who knows how much, and still he paid $5,000. 
Does that mean he owed $14,000 at one time? Who knows?” 

Off the telephone now, Blumenthal readily answers your burning question: ~ 
How much do you say Mueller actually owes? 

“$567.50. That’s all.” Blumenthal was ready for that one, and he has records 
to support him. “Everything else is paid in full.” 

Now you're really puzzled. ‘“Aren’t there ethical standards that can prevent a 
man from going bankrupt for $500?” 

Blumenthal is still on top with his answers. “Yes. I would recommend that 
Mueller come up here and withdraw his petition. We would try to negotiate pay- 
ments. After all, we stand to lose $567.50, and we don’t stand to get anything 
if he goes bankrupt. But why should he lose his personal privilege for $500? 
We're not a charitable institution, but we would probably release him entirely. 
But you can’t go to Mueller or Nichols and tell them I said this.” 

It’s fair enough, though, to ask Nichols pointblank what he thinks of this figure 
of $567.50 without mentioning Blumenthal’s proposed contract release. 

Nichols still has the excitable pitch to his voice as he answers, “You asked me 
a pointed question, would I reeommend that my man go bankrupt for $500, and 
I'll give you a pointed answer. Of course not. But this could be a coverup on 
their part. After all they looked bad in the paper. I went over all this with 
Mueller. I spent 2 weeks trying to figure out how much he owed. I asked him 
and he didn’t know. What more could I do, I ask you?” 

By now you're no longer confused, but you still feel frustrated. Here are two 
attorneys, hardly a block apart on Wisconsin Avenue. Something is keeping 
these attorneys apart. 

Somewhere in the middle is a bartender, named Bruno Wolfgang Mueller, need- 
lessly filing for bankruptcy. 


Senator Dovetas. This is a rolleall and we will have to leave. 
Thank you, gentlemen, we appreciate your efforts in assembling this 
data and coming here and giving us your testimony. We will recess 
until April 13. 


(Whereupon, at 4 p.m., the hearing recessed subject to recall by 
the chairman.) 
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WEDNESDAY, APRIL 20, 1960 


U.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION A&D STABILIZATION, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 5302, New Sen- 
ate Office Building, at 10:02 a.m., Senator Paul H. Douglas (chairman 
of the subcommittee) presiding. 

Present: Senators Douglas and Proxmire. 

Senator Doveias. The subcommittee will come to order. 

The first witness this morning is Mr. L. S. Buckmaster, president 
of the United Rubber, Cork, Linoleum & Plastic Workers of America, 
AFL-CIO. 

Mr. Buckmaster, we are very pleased that you are here. Will you 
come forward with such assistants as you may care to have with you 
at this central table’ Would you identify your assistants, or associ- 
ates, for the record ¢ 


STATEMENT OF L. S. BUCKMASTER, PRESIDENT, UNITED RUBBER, 
CORK, LINOLEUM & PLASTIC WORKERS OF AMERICA, AFL-CIO: 
ACCOMPANIED BY EVERETT M. KASSALOW, DIRECTOR OF RE- 
SEARCH, INDUSTRIAL UNION DEPARTMENT, AFI-CIO; MRS. 
MORAG M. SIMCHAK, ASSISTANT TO URW WASHINGTON REPRE- 
SENTATIVE, MEMBER, AFL-CIO CONSUMER LEGISLATIVE COM- 
MITTEE 


Mr. Buckmaster. Senator Douglas, my two colleagues here with 
me this morning 

Senator Dovenas. That isa better word; thank you. 

Mr. Buckmaster. Mr. Everett Kassalow, research director for the 
Industrial Union Department of AFL-CIO, and Mrs. Simchak. who 
isassistant to our Washington representative. 

Senator Doveias. Thank you. 

Would you continue with your statement ? 

Mr. Buckmaster. Senator Douglas and gentlemen, this is my first 
experience appearing before a congressional committee. 

Senator Doveias. Weare not such an awesome body as is sometimes 
alleged, Mr. Buckmaster. 

Mr. Buckmaster. My name is L. 8. Buckmaster. I am president 
of what we refer to as the United Rubber Workers, to shorten the 
title and time. Today I am appearing on behalf of the AFL-CIO’s 
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Industrial Union Department of which I am a vice president. My 
home and the headquarters of my union is in Akron, Ohio. 

The interest of the industrial union department in the Douglas 
bill, S. 2755, the bill now under consideration by this committee, stems 
from a deep sense of obligation to the consumers of our Nation. This 
is a consuming public which believes in trust and faith and honor in 
face-to-face business dealings. 

S. 2755 would make honor in finance charges for credit a matter 
of national policy. It is that simple. It declares against deception 
and dishonor in such charges by asking disclosure in terms of simple 
annual interest. But it is more than a declaration of policy. The 
bill also contains provisions to carry out this policy. 

The overwhelming majority of our business establishments are dedi- 

cated to the good economics of fair and honest dealings. This bill 

strikes only at the unscrupulous few who give business in general a 
bad name. It strikes only at those who have given rise to the expres- 
sion “the morals of the marketplace.” Make no mistake about it, 
S. 2755 would help honest business is addition to the consumer. 

The average American is not a fish market haggler, nor does he 
enjoy arguing with his friendly loan company, or telling a business 
representative he doesn’t trust him. If a salesman tells him his car 
payments will be $60 a month, why should a prospective buyer be 
forced by the wisdom gained from past experiences to examine the 
fine print with the eagle eye of a Sherlock Holmes? It is degrading 

to all concerned. 

I have come here today to think with you about people and the 
impact of credit system abuses upon their lives. Asa unionist people 
are my main interest. 

I would like to begin by telling you a story about a Chicago rubber 
worker and a personal disaster he suffered at the hands of a finance 
company. I will call the man Giovanni. He is a displaced person 
from Trieste. 

Giovanni needed a car which cost $1,050. He was able to get to- 
gether $420 for a downpayment and then had to borrow $630 balance 
from a finance company. 

Giovanni visited the recommended finance company. He borrowed 
the money and was baffled when he saw the huge finance charges. 
He turned to his local union for help. 

A union official advised him to borrow money from the credit union 
at the place of his employment. 

Giovanni got his credit union money at what he considered a fair 

rate of interest and then attempted to cancel his contract with the 
loan company. 

He contacted the loan company from which he had received the 
$630. He reported that the loan company stalled; and his efforts to 
pay the loan back became a nasty affair. At last, the company settled 
with him for finance charges of $345.74 for the 27-day period during 
which he had the loan. 

Senator Doveras. Just a minute, Mr. Buckmaster. You mean to 
say that the finance charges for slightly less than a month on a loan 
of $630 amounted to $3454 This is over 50 percent a month. 
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Mr. Buckmaster. This is the information that he has supplied to 
us, Senator, and we have the documents that support the story. And 
we are—— 

Senator Doveras. That is a monthly rate of 50 percent, a yearly 
rate of 600 percent. 

Mr. Buckmaster. Yes, it would be. I realize that, but that is what 
it is in the story, and we have the information that was supplied to 
ustosupport that. It does seem impossible. 

Senator Dovucias. You say you have the statement of this man ¢ 

Mr. Buckmaster. Yes, we have that. 

Senator Doveias. I wonder if you would file it, or a copy, with 
us with the understanding that we will keep his name and that of 
the company secret, but that we can have the evidence in our files? 

Mr. Buckmaster. We have that and we are prepared to file it with 
the committee. 

Senator Doveias. I would be much interested in seeing it. This is 
the worst I have heard of. We have heard of interest rates running up 
to 200 percent, but I have never struck an interest rate of 600 percent. 

Thank you very much. 

Mr. Buckmaster. Going ahead, then, with the statement, it says: 
In other words, for a loan of $630, Giovanni paid $975.74. The loss to 
this Chicago rubber worker was $345.74. 

I might add, Mr. Chairman, that I am turning over to your commit- 
tee documentation for this case and the other cases which I will cite. 

Finance charges of $345.74 for a 27-day loan on $630 is an expensive 
lesson for a new American to learn about some of our business practices. 
We might proper ly pause and ponder credit abuses and their impact on 
new citizens. There is nothing to call what happened to Giovanni but 
calloused exploitation of ignorance. 

We have these exhibits which we have identified as exhibits 1 to 5, 
which we are ready to offer. 

Senator Doveias. They will go in the files of the committee. 

Mr. Buckmaster. But newly arrived displaced persons are not the 
only ones exploited. A native-born rubber worker from the same 
local union received similar treatment. His story follows. 

For a loan of $278.99, another loan company charged a precomputed 
interest of $105.01. “Precomputed interest,” I might explain, is the 
term this particular company uses. 

Senator Dovctas. Mr. Buckmaster, I wonder if you could supply for 
the record how long the first loan was expected to run. 

Mr. Buckmaster. I am not certain that that point is covered in the 
documentation. 

Mr. Kassatow. I think it is stipulated in the contract. 

Senator Doveras. It is expected to run for 24 months or 2 years. 
The average would, therefore, be $52 a year on $297, which would be 
about 19 percent. 

Mr. Buckmaster. Mr. Chairman, I have been advised through other 
sources that on some of these credit arrangements, a contract is entered 
into which stipulates that the payments are to be made at stated inter- 

vals and only in that amount and that any attempt to pay off the loan 
earlier than the regular time calls for some penalty charges over and 
above the rate of interest. This may have been that sort of an ar- 
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rangement: I could not say. It could have been more penalty charge 
than an interest charge. 

Spe: aking of this other worker, 4 months later this same worker 
needed money to pay for his car insurance. He had already borrowed 
$278.99. He applied for another loan at this same well- known and 
widely advertised finance company. The company paid off the old 
loan and provided him with an additional $134.65 in cash—that was 
to pay for the car insurance—but charged him an additional $145.35 
of precomputed interest. 

It is difficult to compute the exact rate of interest at which this re- 
financed loan was made. To determine this rate exactly, it would be 
necessary to know how much of the principal and how much of the 
finance charges on the original loan remained unpaid at the time the 
loan was refinanced 4 months later. However, if reasonable assump- 
tions are made on this point, it would seem that the rubber worker 
in this case was being made to pay finance charges at a rate of at least 
45-55 percent per annum. 

Senator Douetas. In other words, the amount of the interest was 
$10 greater than the amount of the principal and probably would not 
run for more than 2 years, since the original loan was for 2 years. 
Hence, you are quite right that that would be probably 55 percent 
per annum. 

Mr. Buckmaster. Yes; it was 2 years, I understand, and we have 
some documents here relating to this case. We have marked them 
exhibits 6 through 11, and we are also prepared to present them to the 
committee. 

Senator Dovenias. Thank you very much. They will go in the files 
of the committee. 

Will vou continue, Mr. Buckmaster? 

Mr. Buckmaster. Why do working people go to these loan com- 
panies? Another Chicagoan, writing to Sidney Margolius, a writer 
concerned with consumer problems, explained her family was in a 
hopeless “treadmill” of existence. Married for 10 years, this couple 
could never get ahead. 


Our big problem— 
the letter writer wrote— 


is and always has been debts that are practically impossible to pay but must 
be paid, so in order to take care of them we’ve had to “rob Peter to pay Paul,” 
and hence we've never really paid any of them. We have simply shifted the 
load from one finance company loan to another. 

We have some documentation of this case, which we identify as 
exhibit 12 and which we can present to the committee. 

Senator Dovetas. That, too, will go into the files of the committee. 

Mr. Buckmaster. This is a typical picture of American life on 
the installment plan. It is important to bear this life in mind during 
our discussion, although it will be discussed later in more detail. 
Whether or not those of us with higher incomes feel Americans gen- 
erally should be more frugal is another matter. We should not com- 
pound installment borrowing difficulties by withholding from peop? 
the information they need to make the wisest possible credit choices 

Installment plan living has become as American as the Statue of 
Liberty and it has done wonders for our economy. But we might 
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seriously address ourselves to the question of whether an installment 
plan way of life must include deceptive interest rates up to 36 per- 
cent and more. There is a difference between making a fair profit and 
gouging. 

What do I mean by gouging by deceptive practices? I would like 
to quote another letter sent to Mr. Sidney Margolius by a Memphis, 
Mich., housewife. Iam reading from her letter: 

A couple of months ago my husband brought home two cards for a free draw- 
ing of a freezer andaturkey. I sent them in— 

I suppose she means she submitted them, taking a chance on the 
drawing of these items— 
A Mr. came to my house and said he was sorry I didn’t win the freezer. 


Some old couple won it. He said he would like to explain their food plan to 
us. He had a wonderful gift of gab. Now we're in trouble. 





Senator Doveras. In other words, their free drawing was a come-on 
designed to—— 

Mr. Buckmaster. We expect it might have been. 

He explained how we would save on our food if we bought their freezer and 
the food from them. We signed a blank contract which he filled out later. 
Here’s the contract— 
at least the terms of the contract, the items in it. 

First contract—there were two of them: 


otnee (ene SO ONE BeOk 8 8 ae cece cen cee end $699. 50 
I aa sa cca en ia ata ehiste hae GAS AD 20. 99 
re a a es eh Segoe 720. 49 
I a a es ais Sai ab ei eda a ealeionl 25. 00 
Peer Capea ON) CONE: TTR oe a a crerahaiarinienebaasin pibanaeabeilenres 695. 49 
Plus what they term time-price differential___._._.__.______._._____-_-~ 186. 93 
etal) Gabinc’. 16 BAIRCR sl oe ere i deen 882. 42 


for a freezer that was supposed to have cost slightly under $700. 

Senator Dovcias. How long were the payments to continue on the 
freezer as distinguished from the food ? 

Mr. Buckmaster. I do not recall whether there is a time payment. 

One hundred thirty successive weeks in installments of $6.79 per 
week. 

Senator Doveias. Roughly $75 a year on an average outstanding 
balance of $350, or close to 22 percent. 

Mr. Buckmaster. I think that is about what we figured it might 
be. We said later here in the statement: 

This family is being charged a true interest rate of 21 percent on the freezer 
and is even paying interest on sales tax and food. 

The second contract was relative to the food they were to purchase 
under this contract. 


et a i ek cee ah he, oe $300. 00 
aN 9. 00 
SE? En eee eee eee ne cee ioeien 309. 00 


ith rama ek em a 8 ck Tt a ae te Se oo ee 13. 50 


Total contract time balance 











576 CONSUMER CREDIT LABELING BILL 


So there was an amount of $22.50 added onto the actual, what is 
supposed to be the actual, cost of the food. 

1 am still quoting from the letter: 

The food was to be paid for in 21 weeks’ installments of $15.36. This man 
never told us we would have to pay all that interest. He said we could pay 
$22.15 for 21 weeks, could reorder again for 21 weeks and at the end of 24% 
years we could say the freezer didn’t cost us a cent because we saved on food. 
The food which they supplied is only meat and some canned goods and doesn’t 
take care of all the staples one uses. 

This is the end of this doleful letter. This family is being charged 
a true interest rate of 21 percent on the freezer and is even paying 
interest on aie tax and food. That is covered by exhibit 13, which 
we have here and which we can offer the committee. 

Senator Doveias. It will go into the files with your other exhibits. 

Mr. Buckmaster. 8. 2755 would help protect such trusting con- 
sumers against glib-tongued practitioners of unethical arts. 

Examples of the Michigan deep freeze and Chicago loan companies 
makes one wonder about the larger implications upon our economy. 

Do we want any part of our economy based wpon suspicion and 
distrust and deceit? We would like to boast to the world about our 
private enterprise system, a system now under serious challenge in 
many parts of the world, but can a system in which deceit is practiced 
in some quarters sell itself to other peoples? How will new Ameri- 

cans, who have been cheated, describe our economic system to relatives 
in the old country ? 

There is the good name of our economic system to consider, and 
there is also the public image of sections of business itself. I would 
think it only good commonsense to conclude that a favorable public 
image of trust would increase installment buying in this country, 
whereas, a bad public image created by the unscrupulous few would 
make a man think more than twice before buying another automobile, 
or any other item, on the installment plan. The public image of 
finance companies among working people struggling to make ends 
meet is not a very pretty one. 

There has been much talk of late of a slipping national morality 
in our new age of relative opulence and a And while I for 
one do not believe we are an immoral people, I do have uneasy fears 
about certain practices in our society where man is vulture to man. 
And I fear the effect of these back-alley business practices upon our 
total national morality. 

I see the proper function of Government as one of fostering fair- 
play in business and other vital areas of society, for it is this spirit 
of fairplay which has been the glory of the ‘American people. I 
believe the bill you have under consideration is a step forward in 
this direction of the moral public responsibility of Government. 

A government with a sense of moral obligation first looks to the 
protection of the weak and defenseless. One weak and relatively 
defenseless group is low and moderate income consumers who need 
money to keep their families afloat. 

Defense of the weak should be public policy at all levels of gov- 
ernment. But, since this particular problem is national in scope, 
and is concerned with a uniform moral principle of telling the whole 
truth about finance charges, it appears eminently logical that the most 
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effective action can and should be taken by the Federal Government. 

I would define the weak in a lending situation as the borrower who 
is weak by virtue of his ignorance of true interest rate charges, and 
who does not have the information at his disposal with which to com- 
pare actual interest rates among moneylending institutions. 

I am impatient with smug and devious implications that consumers 
are satisfied with glib, smiling salesmen who tell them one thing and 
then deliver their wares with a high-interest-rate bomb inside them. 
Is any man content to be cheated ? 

Iam impatient with the morally shocking expression : “Let the buyer 
beware.” I am impatient with those who rationalize their devious 
actions by this time-dishonored watchword of the cheat. As if a seller 
had his own special morality which placed him outside the morality 
of the rest of society. 

It is time we began talking about the human beings involved in our- 
age of installment living. No theory or set of statistics can rationalize 
away their daily struggle to keep their heads above personal financial 
waters. 

Your committee has heard some impressive testimony concerning 
alleged money costs to some business institutions by disclosure of 
simple annual interest rates. When I see the enormous amount of 
newspaper, billboard, and television advertising finance companies 
engage in, it is hard for me to believe these alleged new costs would 
weigh heavily. In any event, it is up to your committee to decide, if 
assuming the contentions of the opposition are, indeed, correct, 
whether a small additional cost to some institutions outweighs the 
human impact of deceptive practices upon American families. This is 
the crucial point in question. 

Let me speak for a moment of the average American family and of 
the human cost of paying more than is necessary in order to live. 

I am going to quote a letter from a San Diego, Calif., housewife. 
She describes her family budget on an income of $300 a month. You 
will see this is a conservative living family. There are no liquor 
expenditures, no money for babysitters, for this couple cannot afford 
to go out. The budget is a tight one with television as the only real 
luxury. I feel it important to give a picture of an American working 
class family because workers are the people who most frequently come 
into contact with “easy cash” finance companies. 

This San Diego housewife writes: “I wonder sometimes how people 
in our position ever get out of a hole?” Mortgages payments were 
$64.50. The family paid $60 a month on a $2,000 loan and made 
installment payments of $35 a month. That was on some other items 
besides the main loan. Food for this family was a monthly average 
of $125; utilities were $15, transportation $25, insurance $14. We 
offer this as exhibit 14. 

Senator Doveras. It will be put in the committee files with your 
other exhibits. 

Mr. Buckmaster. The outgo of this family adds up to more than 
the income. At least the obligations amounted to more than the in- 
come. This explains the note of restrained despair in the letter. It 
also helps explain the reason so many modern, low-income families 
are continually in debt to finance companies. Borrowing is not a 
luxury to this family and multitude of other families in similar cir- 
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cumstances. Borrowing is necessary just to hang on. Families in 
such circumstances will probably be dealing with loan companies the 
rest of their natural lives, and they need every possible protection the 
Government can give them. Every cent and dollar they save becomes 
a vital one to their well-being and happiness. 
If we count the tiny cost to some business establishments (if indeed 
there is any additional cost in full disclosure of simple annual interest 
rates) it is our responsibility to weigh that cost against the cost of 
precious and meaningful dollars to hard- pressed families. It might 
do us all good to enter workers’ homes for a minute and try to sense the 
untalked of but. always present despair of a lifetime of never getting 
ahead of unpaid bills. Here is where the dollar counts the most, and 
since these families are forced to live by borrowing, it would seem that 
protection against unethical practices in the moneylending field is 
both pertinent for the Federal Government to under take and necessary. 
It is difficult to get American families to talk about their problems. 
We are a proud people and we do not wish to burden others with our 
personal troubles. But the despair is nonetheless present and it is 
widespread. 
A Lock Haven, Pa., couple writes: 
* * * it’s the loan companies, but as we had no other choice it had to be them. 
We have tried borrowing from local banks, prominent businessmen, and so forth, 
everything short of robbery to consolidate our bills * * * we are just plain sick 
and disgusted and wondering if it’s worth the effort for an honest person to 
stay honest. 

And in a final plaintive appeal this couple asks: “If someone would 
only give us a chance * * *” This is our exhibit 15. 

Senator Dovetas. It will go in the files with your other cases. 

Mr. Buckmaster. This letter sums up so much about which we have 
been speaking. It shows the despair of the hemmed-in debtor, the dis- 
tressing questioning of morality in a world which appears to them not 
as moral as it should be, the sinking feeling that there is nowhere to 
turn in the treadmill of debt, and the cry for help: “If only someone 
would give us a chance.” 

One someone, a big someone, who can give the consumer : better 
chance is the Federal Government and the Douglas bill, S. 2755. 

Senator Dovueias. Thank you very much, Mr. Buckmaster. 

I would like to ask you if your union has a program of educating 
members on the use of credit? 

Mr. Buckmaster. We have done something, Senator, in that di- 
rection, through our official publications and through some schools 
that we hold, short-term schools, or institutes, in which some of these 
things are explained to our people. But we do not have the resources 
to do a complete job on that. 

Senator Doveias. Do you try to get people to find out what the 
total amount of the finance charges will be and what the annual in- 
terest rate would be on these finance charges ? 

Mr. Buckmasrer. We have done some of that. In a practical way, 
we have encouraged the formation of credit unions because, there, we 
know that people can go and get at least a fair deal. 

Senator Doueias. Are these credit unions run by your union, or are 
they company credit unions? 

Mr. Buckmaster. None of them is run by our union, and I would 
not say that any of them are company credit unions. I understand that 
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under the conditions under which they operate, they are open to any- 
body who wants to join them. 

Some companies do encourage the formation of credit unions, but 
companies do not control them “and, i in no case, does our union control 
any of them. 

Senator Doveias. Would the credit unions be located on company 
premises or union premises or both 4 

Mr. Buckmaster. I think it happens both ways—either way. In 
some union headquarters, we give space to a credit union to operate. 
And the same, I am sure, is true e with some of the companies with which 
we have bargaining relationships. 

Senator Dove.as. Do the so-called Big Four or Big Four and one- 
half have credit unions ¢ 

Mr. BuckMasrer. Several of them do. Several of our locals help 
sponsor them. And in a few cases, the company has given some ac- - 
sistance in helping get them started. 

Senator Dove as. You live in Akron, do you not, Mr. Buckmaster ¢ 

Mr. Buckmaster. Yes, sir; I do. 

Senator Dove.as. I havea ‘vague memory that abuses were revealed 
in installment selling of automobiles in Akron some years ago. Am 
I correct on that ¢ 

Mr. Buckmaster. There was a flareup over that, but whether any- 
thing actually came of it, except for the effect it might have had on 
public opinion, I do not know. It was exposed in some of the news- 
papers. In the one newspaper we have in Akron there were some 
articles written on it. There was a lot of discussion, but I doubt if any- 
thing was done to correct it except as the force of public opinion came 
to bear. 

Senator Doveias. Did your members get into any difficulties in 
the purchase of automobiles on the installment plan which came to 
your attention ¢ 

Mr. Buckmaster. Frankly, I have had members of my union come 
to me and tell me about the difficulty that they are encountering in 
meeting these payments. Of course, I realize that could happen to 
anybody, regardless of whether they have been gouged on interest rates 
or not. But I do know that many of them went to loan companies 
which, in Ohio, until a few years ago, were permitted to charge 3 
percent per month interest. 

I know this because I had a personal experience myself. I am not 
one of those who were fortunate enough to escape going to loan com- 
panies. I also had a personal experience a good many years ago sim- 
ilar to one that was pointed out in this testimony when a friend of 
mine offered to get me out of the clutches of a loan company by loaning 
me money at 6 percent interest per year. 

When I took the money down to pay off the amount I owed the loan 
company, I had quite a difficult time getting them to accept the 
money. They accused me of being unethical. 

Senator Doveras. That is, you had difficulty in paying cash and 
discharging your obligation? 

Mr. Buckmaster. That is right; yes 

Senator Doveras. They wanted to keep you in debt to them? 

Mr. Buckmaster. That was evidently their purpose because they 
became very angry, and they accused me of being unethical and almost 
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dishonest in not carrying out the terms of the contract for the full 
time. 

Senator Doveras. It was ethical to remain in debt rather than 
ethical to discharge debt? 

Mr. Buckmaster. I did not agree with them on this point, but that 
seemed to be their point of view. 

Senator Dovucias. That is a strange type of ethics to me, too. 

It has been said that it might be all right to require the statement 
of the total amount of the finance charges, but that it would be unnec- 
essary and improper to reduce this to an annual rate on the unpaid 
balance. What is your feeling on that? 

Mr. Buckmaster. I cannot see anything improper. I think it only 
fair that when two people enter into an understanding or contract in- 
volving money, both sides ought to understand exactly what is hap- 
pening to them. The customer has the right to know what the total 
cost is going to be. 

Senator Dovetas. Yes. 

Some people will admit that it is proper for the borrower to know 
the total cost, but it is alleged it is unnecessary that he should know 
the annual rate. That this is complicated to figure and unnecessary 
for the buyer to obtain. ; 

Mr. Buckmaster. It seems to me that if people have any under- 
standing of how to protect themselves at all, they would be inter- 
ested in the rate of interest they are going to pay on borrowed money. 

Senator Dove as. How could a buyer or borrower be able to make 
comparisons between various financial companies, credit unions, 
banks, installment sellers, and so forth, unless the rate of interest 
was stated in annual terms so that he could compare these rates? Is 
that not necessary, really, for comparison and intelligent choice ? 

Mr. Buckmaster. I do not see how he could know otherwise. It 
is actually a rather simple mathematical calculation to determine 
what annual interest rate is. If it is too difficult, charts could be 
prepared so that you could just run down the line and see what the 
annual interest rate is, What it amounts to in terms of dollars and cents. 

But I think the advantage in knowing would be that if you find 
that. one concern is trying to charge you, let us say, actually a 12- 
percent rate of interest, and you would know that you could go to 
another concern, a bank or another lending company, and perhaps 
get the loan for 6 percent. It would be commensense that you would 
go to the place where you get the most reasonable rate of interest. 
~ Senator Doveras. That would be impossible unless the annual 
rates were stated. 

Mr. Buckmaster. I would say so, and I am certain that most bor- 
rowers do not actually realize what the actual annual rate amounts to. 
I know that some of them are told, “Well, you get this at 3 percent 
interest.” But the lender forgets to tell them it is 3 percent per month. 

I have known people who got fooled on that, and when I tried to 
explain it to them, they would not believe me. 

Senator Doveras. Do you find cases where people are told that, 
say, there is an 8-percent interest charge, but it is 8 percent on the 
final amount of the application and not on the average unpaid balance? 

Mr. Buckmaster. I know of such cases, and I know that the fellow, 
whether he realized it or not, has to pay at this rate. Actually, it 
is about double that amount. 


Se 
rate 
rate 

M 


cont 
be} 
se 
be a 
D 
am 
muc 
M 
hap 
Nel 
eden 
M 
Ss 
dust 
are, 
any 
thin 
M 
but 
a sh 
abo 
left 
S 
test 
. 
N 
ban 
I be 


‘ 


s 
tere 


ban 
mo 
the 
the 
giv 

h 

x 
but 
att: 
thr 
int 

} 
can 


5. 


d 


tO 
DS 
ld 
st. 
al 


r= 


nt 
h. 


at, 
he 
e? 
Ww, 

it 


CONSUMER CREDIT LABELING BILL O81 


Senator Doveras. That is right. What seems to be an 8-percent 
rate on the original application turns out to be close to a 16-percent 
rate if paid off in even installments. 

Mr. Buckmaster. It is, because over the whole period of time the 
contract has to run, the amount of unpaid balance on the average will 
be just about half of the or iginal amount. 

Senator Doveras. That is it. Therefore, the interest rate would 
be approximately double. 

Do you find that people are frequently told so much down, so much 
a month, but never told how much is for the article itself and how 
much for the total finance charges / 

Mr. Buckmaster. Of course, I do not know whether that ever 
happens or not. I have heard it does, but I have no proof of that. 

Senator Doveias. You cannot speak of that with personal knowl- . 
edge ¢ 

Mr. Buckmaster. No. 

Senator Dovueias. Your industry is one of the main subsidiary in- 
dustries to the automobile industry, supplying tires. Therefore, you 
are, in a sense, a satellite of the automobile industry. Have you found 
any practices in connection with the sale of automobiles which you 
think should be corrected ? 

Mr. Buckmaster. I know of some. I have not been caught myself, 
but I narrowly escaped being caught a couple of times. A fellow with 
asharp pencil, when he was figuring out the terms of the deal he was 
about to offer me, used so many figures that when I became lost, I also 
left. 

Senator Dovetas. The Chairman of the Federal Reserve Board also 
testified that he could not understand all the details. 

You find yourself similarly puzzled ? 

Mr. Buckmaster. Yes. In the case I spoke of, I went down to a 
bank, and the man down there talked in terms I could understand. 
I borrowed the money there. 

Senator Dovetas. Did he quote in term of an annual rate of in- 
terest ? 

Mr. Buckmaster. An annual rate of interest; yes. At that time 
it was 4 percent. That was, of course, several years ago. 

Senator Doveras. You turned aw ay, therefore, from buying on the 
installment plan to borrowing from the bank ? 

Mr. Buckmaster. That is ‘ight. 

Senator Doveras. If there are any bankers or representatives of 
bankers in the audience, I wish they would pay attention to this testi- 
mony because I have long believed that such a bill as this would help 
the banks. I am having great difficulty, apparently, in convincing 
the banks of this. This is very interesting testimony that you are 
giving. 

Mr. Buckmaster. I am not trying to solicit business for the banks. 
Senator Dove.as. I understand that. This is not my purpose either, 
but I am trying to marshal as much support behind this much- 
attacked measure as I can. And I am grateful for any hints that you 
throw out that might cause the bankers to consider their own 

interests. 

Mr. Buckmaster. Mr. Chairman, just a few days ago after it be- 
came known around our office that I was about to appear down here, 
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we had a luncheon meeting with a man who is associated with a com- 
pany from whom we lease automobiles for our staff members. It is on 
a monthly lease basis. He became involved in this discussion that 
we were having at the luncheon table. 

He made this statement. He said, “You know, I agree with you,” 
but he said, “Do you realize how difficult it is for an automobile dealer 
who wants to be honest to be honest: when all of his competitors are 
dishonest?” He said, “He cannot afford to be.” 

He also told me that he knew of cases, and he said it was especially 
prevalent in the South, where automobile dealers would sell an auto- 
mobile at a cost even less than their own cost, providing that the buyer 
would agree to the arrangements that were specificed on the financing 
contract because the dealer got. his reward out of the kickback he got 
out of the financing. 

Senator Dovenas. You introduce a very interesting term—the kick- 
back the dealer got from the finance companies. We have had testi- 
mony on this from two persons. Do you think this actually exists, 
Mr. Buckmaster? 

Mr. Buckmaster. I am quite sure it does because we have a man 
on our staff who used to be an automobile dealer, and he told me that 
that sort of proposition was made to him, that if he would send pro- 
spective customers who had to borrow money to pay the unpaid balance 
on the automobiles to this finance company, they would give him $5 
on every $100 involved in the loan. 

Senator Dovetas. Five percent? 

Mr. Buckmaster. $5 on every $100 involved in the loan. 

Senator Dovetas. Would he be willing to make an affidavit and sub- 
mit it to us with the understanding that we will hold it confidential ? 

Mr. Buckmaster. I think he would. 

Senator Dovetas. Will you try to get an affidavit from him be- 
cause, of course, we cannot admit hearsay evidence. 

Mr. Buckmaster. I will see if I can get it. 

Senator Doveras. Did he say anything about any possible kick- 
back on credit life insurance? 

Mr. Buckmaster. No, he did not. 

Senator Dovetas. Or credit health insurance ? 

Mr. Buckmaster. No. 

Senator Doveias. Any other affidavits that you can collect on this 
subject, would be very interesting because, of course, hearsay evidence 
is not really admissible. 

Mr. Buckmaster. No. I understand that. 

Senator Doveras. Do you have any other comments that you would 
like to make, Mr. Buckmaster ? 

Mr. Buckmaster. I do not believe I do. I do not pretend to be an 
expert in this field, and I only speak from what knowledge I have of 
what has happened to individual persons. 

Senator Dovenas. That is the best kind of testimony. 

We are deeply indebted to you for coming. 

Mr. Buckmaster. Thank you, sir; and I appreciate the opportunity. 

Senator Doveras. We are very grateful to you and want to thank 
you very much. I want to thank your associates and colleagues. 

The second witness this morning is Dr. Richard L. D. Morse of the 
Department of Family Economics, Kansas State University. 
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Doctor, we are very glad to welcome you, and we appreciate your 
coming down to testify. We have had testimony from several 
academicians that this bill was not needed and, if enacted, would 
hurt business. I do not know what your testimony is going to be, 
but I understand that you have devoted a good deal of study to this 
subject, and we are very glad to welcome you. 


STATEMENT OF RICHARD L. D. MORSE, PROFESSOR AND HEAD, 
DEPARTMENT OF FAMILY ECONOMICS, SCHOOL OF HOME ECO- 
NOMICS, KANSAS STATE UNIVERSITY, MANHATTAN, KANS. 


Dr. Morse. Thank you. 

Senator Douglas, Senator Proxmire, I have a prepared statement. 
Following this I would like to make a few comments. But to expedite 
matters, I think perhaps it would be well for me to stay with the pre- ’ 
pared statement first. 

Senator Dovetas. Very good. 

Dr. Morse. I feel honored to be here. And I am delighted to have 
this opportunity to present publicly my views, favorable toward the 
central objective of this bill; to require that credit or interest charges 
be stated clearly and unambiguously in standardized uniform terms, 
both as to the amount and tothe rate. I feel this bill, if enacted, could 
produce results very beneficial to many families of the United States, 
both directly and indirectly. Directly, families would benefit by hav- 
ing information that is needed for careful shoping for credit. Cost 

comparisons of different credit opportunities would encourage efficient 
shopping by consumers, resulting in time, effort, and even money-sav- 

ings for families. Indirectly, it is anticipated that the objec tive of 
the bill would result in economics and savings in the market as result 
of sharpening competition. Effective competition is greatly inhibited 
by the complexity of market quotations. This bill defines or pro- 
vides for definition of the terms essential for informative communica- 
tion in the trade, and should have an immediate impact on the market. 
Other forms of informational education would become less necessary. 
For example, the teaching of consumers how to convert “dollar costs” 
to rates, or how to compare rates of interest on savings with rates on 
credit transactions would become obsolete. Furthermore, the costs 
of business based on deception would tend to decrease. 

Specifically, the effect would be to discourage false and misleading 
terms of trade by defining rules for truthful communication. Sec- 
ondly, price competition (in this case, rate competition) would become 
more effective, ise placing at an economic disadvantage businesses 
which have benefited by the confusion in quotations and the conse- 
pees resignation of consumers to the futility of making sense out of 
the half-truths. Dr. Ernst A. Dauer, director of Consumer Credit 


Studies, Household Finance Corp., summarized the current situation 
thus: 


Numerous students of the consumer credit field have pointed out that inability 
of consumers to determine with accuracy the price paid for consumer credit serv- 
ices is an important impediment. to the perfect functioning of competition. 


This reference was taken from the proceedings of the 10th annual 


National Consumer Credit Conference, conference series No. C—123, 
page 22. 
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I shall be speaking as a family economist, not as a representative of 
any special group. 

Senator Proxmire. Mr. Chairman, may I ask a question at this 
point ? 

Senator Douetas. Yes, sir. 

Senator Proxmire. I just wanted to make sure I understand your 
position. You are not representing Kansas State University ? 

Dr. Morsr. That is correct. I am not representing the university 
nor any other special group. 

Senator Proxmire. You are not receiving any consulting fees of any 
kind ¢ 

Dr. Morse. Iam receiving no consulting fees. 

Senator Proxmire. You are representing yourself, your own convic- 
tions, based on your experience and background ¢ 

Dr. Morse. That is correct. 

Senator Proxmire. I see. 

Dr. Morse. Since 1947, I have held the position of professor of 
family economics, for 8 years at Florida State University, and, since 
1955, at the Kansas State University. During these 13 years of teach- 
ing I have taught, on the average, more than one class in family finance 
each semester. At Florida State University, this course was a stu- 
dent elective in which young married or to-be-married students from 
throughout the university “enrolled. At Kansas State U niversity, 

family finance is one of the courses required of students in most of 
the areas of home economics. The enrollment is approximately 180 
students each year in this course. 

The reason I am going into detail about my experience is a desire 
to emphasize that my concern for clarification of finance charge quo- 

tations grows directly out of my years of frustration in helping stu- 
dents learn how to shop wisely for credit. I have always emphasized 
in teaching family finance the importance of understanding credit. 
Our students, in a few years, if not already, will be making decisions 
as to where and how to finance their car, furniture, appliances, home, 
and the many items they feel necessary for modern living. Their 
greatest opportunity for savings lies in shopping wisely for credit and 
less likely through making wise investments of their often nonexist- 
ent savings. I do not wish to question here the appropriateness of 
their disposition to use credit or the effect of their actions on the eco- 
nomic growth of the economy. I simply wish to recognize a pre- 

railing pattern; that is, our students within the next 10 to 15 years 
will be more concerned with making decisions about credit than they 
will be about investments. 

Senator Proxmire. That is a very interesting statement. We saw in 
some statistics which were released last week, and which apparently 
were authentic, that the amount of personal indebtedness in the United 
States which was incurred last year was appreciably greater than the 
amount of personal savings and investment—something like a ratio 
of 100 to 61. 

Is it not also a matter of fact that while not confined entirely to a 
few, a very large proportion of investments are concentrated in the 
hands of a rel: tively small number of people? For example, it is my 
understanding that some 80 percent of the common stocks in this 
country are held by a tiny fraction of the population and that this is 
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even more true of the concentration of holdings of municipal securi- 
ties. They are held by less than 1 percent, whereas credit borrowing 
is a practice that the great majority of American families indulge in. 

So what you are saying, as I understand it, is that the real expe- 
rience that most people are going to have in regard to careful handling 
of their income is going to be as debtors and not as investors. Is that 
correct ? 

Dr. Morse. This is perhaps true. I am not prepared, really, to 
testify on the correctness of this, but my observation is that this varies 
directly with age, and I am dealing with young people who are pre- 
pared to go out to buy homes and finance their cars and as they get 
started in married life. 

I think figures from the Survey of Consumer Finances, and data 
which we have collected in Kansas, which I will refer to later, indi- 

cate that the amount of credit varies directly with the age and the- 
life cycle of the family; that the young family starts out in debt, 

battles to pay off the debts, accumulates durables, and, perhaps, by 
the time the children are ready to leave the home, the f family may 
then be, if it is lucky, about breaking even. Then ‘it has the period 
of recovery in which to accumulate sufficient savings for retirement. 

The kinds of people who are interested in savings and investments, 
I claim, are those who, unless they have been born rich, are 40, 45, 
and 50 years of age. I am dealing, in my teaching, with st udents, 
18 to 24 years old. For them, the major problem is one of financing 
and credit. 


The next section of my prepared statement is: 
ORIENTATION TO CREDIT 


The volume of consumer credit is so large one might be tempted 
to divert this discussion of the need for standardizing the methods of 
quoting credit costs and rates into a discussion of the need for a ceiling 
or floor on rates to encourage or discourage credit usage. AsI see it, we 
are not at all concerned in this bill with the latter except insofar as full 
disclosure of costs of credit to the consumer will result in more intelli- 
gent use of consumer credit. Actually, the effect of informative disclo- 
sure on the volume of credit cannot be predicted. But I have faith in 
the ability and tendency of consumers to act more intelligently with 
correct information than without it. I respect the right of American 
citizens to have full information, and am highly suspicious of the 
motives of those who fear what consumers might do if given full 
disclosure of credit costs and rates. My faith rests with Government 
and business policies that show respect for the integrity of consumers, 
and policies that assume ability on the part of consumers to make 
better choices when informed, than Government or business could 
make for them. 

As I see it, there are three basic aspects of consumer credit: 

1. The volume of credit and savings, and their effect on the econ- 
_ of the Nation. This is an economic issue. 

2. The volume of credit and savings, and their effect on the 
economy of the family. This is the type of thing we have just been 
discussing, that is, the relation of savings and credit to the family 
life ey cle. 
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3. The role of interest or credit rates in evaluating the return on 
savings or the costs of credit, or in evaluating alternative sources of 
credit from the view point of the consumer -shopper. 

I refer here to a series of articles on consumer credit which I, as 
chairman of the Consumer Interests Committee of the American 
Home Economics Association, had the privilege of introducing: See 
vol. 49, No. 4, (April 1957), page 273; pages 274-277; May, pages 
340-342; June, pages 415-418 of the Journal of Home Economics. 
These were reprinted by Household Finance Corp. and the reprint is 
attached as exhibit A. 

My remarks are restricted solely to the third aspect, namely, 
credit charges and rate quotations as means for implementing more 
efficient buym: anship of credit services. I see no justification for in- 
sinuating that the objective of this bill, which is to simplify the job 
of the consumer, is to give greater control over consumer credit ; Mr, 
Shea of the Wall Street Journal nothwithstanding (p. 1, Midwest 
Ed., March 28, 1960). I hope to demonstrate that the market termin- 
ology is confusing and the market needs a clean channel of defined 
truth in credit semantics. 

Senator Doveras. Professor Morse, I have again and again stated 
that it is no part of the intention of the sponsors of this bill to fix a 
ceiling upon credit charges, either in total amount or in terms of rate, 
but merely to require that the truth be told about the amount and 
about the rate. 1 welcome this — unity to say it again with all 
the solemnity that I can command. I do not expect it to have that 
much effect on the opponents of this bill who continuously say that 
this is simply a device to regulate rates. 

But I'want to make it clear that you are exactly right in what you 

say, and let there be no misunderstanding in this. 

Dr. Morse. Thank you. My next section relates to a problem in 
credit semantics: 

THE CONFUSION OF CHARGES 


Although the consumer is usually quite clear that he has paid 32 
cents a gallon for gasoline, or 60 cents a pound for hamburger, or 22 
cents a loaf for bread, he is usually unaware of the rate he has paid 
for financing the purchase of a television set, car, or a loan. Why? 

The methods of quoting finance charges are varied and defy sim- 
plification. Dr. Johnson, in his article, “What Cost Consumer 
Credit,” (the third in the series of Journal of Home Economics 
articles just referred to) outlines three commonly used types of 
finance charges: “The add-on,” “the discount,” and “interest on the 
unpaid balance.” I have found it conv enient to classify the methods 
of quoting finance charges as the “add-on” method, “rate” method, 
and “straight” loans. | } 

Here I make refer rence to exhibit B, “Consumer Finance Charges— 
Quotations Compared,” is my own feeble attempt to clarify met hods 
of comparing consumer finance charges. It isa mimeographed tract, 
prepared for use by students. 

Senator Doveras. All your exhibits will appear at the end of your 
presentation. 

Dr. Morse. Thank you. 

I find that I have left out of this draft a statement which I think 
is quite appropriate. In the introduction of one of the original 
forms, I raised the question: “Why is it that interest rates are so com- 
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plicated with meapect to credit and so relatively simple with respect 
to investments ¢ 

I would hazard the guess that the answer lies in an analysis of the 
public served. The type of man or family which has funds to invest 
is a little more intelligent or a bit more knowledgeable about interest 
rates and thus cannot be fooled. Whereas, the type of family which 
is concerned with credit may more easily be fooled by fallacious quo- 
tations which have an “economy” appeal. 

Actually, the add-on may be so many dollars of charge computed 
on the amount advanced and added thereto, or it may be stated as a 
percentage. Furthermore, the stated percentage may be straight or 
discount. An example of the latter has been “the Federal Housing 
Administration title I repair and moderization loans. An ex: umple 
of the former, that is, a dollar charge on the amount advanced, is to be 
found in the form embodied in the laws of New York, Kansas, and 
many other States regulating automobile financing. 

The rate method is much simpler since it specifies a rate to be ap- 
plied to the unpaid balance of the loan, a concept that corresponds 
with the rate of earings on savings. Credit unions, credit revolving 
accounts, small loan companies, ‘and most home mortgages employ 
this method of quotation. Payments on principal may be equal, with 
the total cash payments unequal from month to month because of the 
reduction in interest costs as the principal is reduced. Or the interest 
may be precomputed and the loan amortized so that the loan plus 
interest is paid off by making equal monthly payments. Most fami- 
lies of my generation are familiar with the latter method through iis 
use in buying a home. 

The straight loan, with no periodic payments on principal, is yet a 
third major method. The interest may be computed and paid at the 
end of the year, or computed and added to the original note, so it 
becomes a discounted note. 

They are demonstrated on exhibit B, but it is difficult to describe 
ae many several methods without ambiguity and confusion in such a 

brief time. This limitation of my ability to communicate verbally 
to you on ~~ topic is testimony either of my inability and ineffective- 
ness as a teacher or of the complexity and confusion of the credit 
market, comet ion itself. I think it is the latter, although businessmen 
may testify that there exists no confusion. To the men in the — 
the market may not be confusing at all, for they customarily deal 
with only one type of credit and often only one source. But to the 
consumer, all of these opportunities often are, or should be, very real. 
So it is only the consumer who has to make or attempts to make sense 
out of the confusion. 

Further evidence that consumers do not limit credit to one source is 
indicated in summary report from 527 Kansas farm-operator families 
we interviewed in 1956. I refer to a Kansas Agricultural Experi- 
ment Station project concerning factors affecting financial security 
of rural farm families, which is part of regional research project 
NC-32. 

I submit a tentative draft of the section concerning “Credit and Its 
Use—Attitudes and Practices of Kansas Farm Operator Families, 
1955,” as exhibit C. 

We found that many farm families we interviewed had used credit 
and planned to use credit on items involving large expenditures. The 
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only item for which no families planned to use credit was in payin 
for the cost of childbirth, yet 5 percent of those who had had children 
had used credit for this purpose. We also learned that the source of 
credit used varied with the type of expenditure. The typical source of 
credit when used in making the designated expenditures were as 
follows: 

Charge account, used for groceries, gas, oil, and clothing. 

Charge account and bank Joan, used for seed, feed, and fertilizer. 

Installment contract, used for home furnishing, equipment, and 
family cat 

Bank loan and installment contract, used for livestock and farm 
equipment. 

Bank loan and charge account, used for building materials. 

Bank loan, insurance, and relatives, used for real estate. 

Bank loan, insurance, and charge account, used for medical. 

Senator Dovueias. The credit card for food has not penetrated 
Kansas agriculture yet? 

Dr. Morse. No, sir. 

Senator Dovenas. Or the credit card for vacations ? 

Dr. Morsr. Not to the point that it was prevalent as a pattern. 
Mind you, these data were taken in 1956. 


To add to the complexity, a legal distinction is made between the: 


interest charged for a loan and the finance charge for credit services 
on installment sales transactions. This is but an artificial distinction 
to the consumer, for cash loans or credit purchase agreements repre- 
sent alternative methods of financing purchases. The costs of credit 
from many sources should be readily comparable by the efficient shop- 
per. Furthermore, the wise money manager will want to compare 
the cost of credit with the loss of interest on earnings and savings 
if the money needed is withdrawn from investments. “Without _ques- 
tion, such comparisons can be made efficiently only by conversion of 
char ges to a simple and comparable annual rate of interest. Again 
I quote from Dr. Dauer: 


When terms and amounts of contracts differ— 
as they usually do, I might insert— 


comparisons are possible only by reducing charges to a per month or by a per 
year rate on the actual declining amounts of the credit used. 


Senator Dovetas. Is Dr. Dauer connected with the Household 
Finance Corp. ? 

Dr. Morse. Yes, sir. He is director of their consumer credit 
studies. 

Senator Dovetas. Do you know whether or not this statement of 
his was cleared by the Household Finance Corp. preparatory to being 
delivered ? 

Dr. Morse. No, sir. It is a published address. I happened to be 
on their mailing list and eventually receive copies of various ad- 
dresses made, and their financial statement, 

Senator Doveras. It was issued by the Household Finance Corp. ? 

Dr. Morse. It came from them in the mail. It was not a personal 
communication from Dr. Dauer to me. 

Senator Dovetas. Was it published by them ? 

Dr. Morsr. It was undoubtedly mimeographed or offset by their 
office. The first quotation from Dr. Dauer, which I have, however, 
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is a quotation from a published document, the 10th annual proceed- 
ings of the Consumer Credit Conference. So that was a published 
document. The second quotation was from a duplicated copy of 
Dr. Dauer’s presentation as a panel member before its 61st Annual 
Convention, Nationa] Business Teachers Association. Palmer House, 
Chicago, December 31, 1958. 

Senator Douczas. We have a copy of the Consumer Credit Confer- 
ence proceedings here. 

Dr. Morse. That is fine. 

Senator Doucias. Immediately it suggests to me the possibility of 
asking Dr. Dauer, representing the Household Finance Corp., 
testify. 

Dr. Morse. I didn’t mean particularly to implicate him. 

Senator Doueuas. I understand. It is very much to his credit. 

You may continue. 

Dr. Morse. The logical justification for the proposed bill is that it 
would require the rates to be stated. In the absence of such legisla- 
tion, consumers must calculate these rates, which is no simple task. 
How to calculate rates leads me to the next discussion. 

Senator Dove.ias. This is a very interesting point that you make. 
A gentleman who was active in getting uniform laws on this subject 
in various States says that he is in favor of the State laws specifying 
the total amount of finance charges, but believes it is impracticable to 
require that the annual rate should be stated. What you are saying 
is the statement of the annual rate is essential for a comparison; isn’t 
that correct ¢ 

Dr. Morse. Yes, sir. It is just as important when I fill up ata 
filling station to know what I have to pay for my gas as to know what 
the pr ice . per gallon. And both are shown on the dial when I buy 
gasoline. I don't expect anything but the same type of quotation 
when I buy on credit. 

Senator Proxmire. You would feel an amendment to this bill tak- 
ing out the requirements for expressing the charge in terms of simple 
anuual interest, leaving in only the finance charges as the only re- 
quirement that would be necessary, would remove a great deal of the 
value of the bill? 

Dr, Morse. Yes, sir. The deletion of the requirement for expres- 
sion of credit charge in terms of simple annual rate would defeat the 
purpose of the bill, in my mind. This computation of the rate of 
charge is what I try to get my students to learn, so that they can shop 
effectively for credit. "This ‘is almost impossible, as perhaps others 
may have testified. It is very difficult. 

Senator Proxmire. You flatly say it would defeat the purpose of 
the bill if a young person buying a car or buying an appliance, or 
something, is simply given the finance charge. There is no basis of 
comparison which is ‘likely to be very useful or helpful or permit 
them to know whether the finance charge is fair or unfair or exces- 
sive, whether one finance charge is preferable to another. 

Dr. Morse. He would have to get exactly the same quotation from 
another dealer. He would have to get it for the same number of 
months and the same principal involved, and often this is difficult. 

Senator Proxmire. The point I am trying to make is that each 
person is likely to buy one car maybe in 2 or 3 years, one refrigerator 
in 5 or 6 years, and so forth. If they have some basis for compari- 











590 CONSUMER CREDIT LABELING BILL 


son, like a simple annual interest rate, it would seem to me to be a 
great deal more useful than to know that the finance charges are 
$50 in one case and another amount in another. 

Dr. Morse. I wish we didn’t have to make the choice. I think the 
consumer who manages his money wisely needs to know both. Ulti- 
mately, the dollar cost of the finance charge has to be reckoned with, 
for this, not the rate, is what they spend. The cost must be such 
that they can live within their budget. But for shopping purposes 
you are absolutely correct. The rate is so much easier, and useful 
to the consumer. It is much more efficient and much less costly to the 
consumer if the credit agencies were to quote the rates in uniform 
terms. 

Senator Proxmrrr. Isn’t it absolutely essential to an understanding / 

Dr. Morse. This is what Dr. Dauer says, and I agree. 

Senator Proxmire. Unless he is a very sophisticated kind of finan- 
cial expert. 

Dr. Morse. Even a degree of sophistication doesn’t help very much, 
My secretary became involved in such a case and we couldn’t get an 
answer from one of the leading auto finance companies. Even with 
my somewhat degree of sophistication in this matter, I was unable to 
advise her. 

HOW TO CALCULATE RATES? 


There are a number of ways to convert the dollar cost of finance 
charges to the “true” rate, or its reasonable approximation. <A curs- 
ory Teview of books would reveal a variety of formulas: Simple 
interest, compound interest, constant ratio method with equal install- 
ment payments or last payment irregular, direct ratio formula, 
actuarial method, the Household Finance Corp. “Credit cost calcula- 
tor,’ and the rule of 78's. Furthermore, there is little agreement 
among authors as to the best way of presenting ways of calculating 
the rate of charge. Many suggest use of the constant ratio method, 
declaring that it gives a reasonable approximation of the true rate 
or that obtained by the actuarial method. Yet in the last issue 
(March 1960) of Family Economics Review (Institute of Home 
Economics, Agricultural ‘Research Service, USDA), Miss McIntosh 
suggests in her article, “Calcul: ating Installment Credit Costs,” that 
consumers use the ‘direct ratio formula.” I cite this not to question 
Miss McIntosh’s choice of formula, but to indicate the lack of uni- 
formity in methods of computing interest rates. Furthermore, she 
cites a modified version of the “constant ratio” formula from another 
USDA publication, Farmers’ Bulletin No. 2135, “What Young Farm 
Families Should Know About Credit.” 

So not only is the method of quoting charges varied, the methods 
of converting these charges for credit services to approximations of 
the true rate vary. Standardization of a method of computing 
charges for use in commerce would result in a uniform and informa- 
tive rate for use by consumers. To my knowledge no State requires 
uniformity for all loan transactions. In fact, State legislation has 
been deficient in its requirements for basic credit information. 


STATE LEGISLATION HAS BEEN INSUFFICIENT 


State legislation has been trade-oriented, and thus has regularized 
practices by groups of credit sources or classes of credit dealers. I 
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will not attempt to present a precise or a current picture of State 
legislation, for there are many who are more “expert” in this field 
who can testify regarding these facts, but I do want to emphasize 
the fragmentation of typical legislation. 

Senator Proxmire. May I interrupt at this point, Mr. Chairman, 
to ‘ask that you give us some idea of the breadth of your acqui Lintance 
with State laws? Are you familiar with the laws of any State be- 
sides Kansas 4 

Dr. Morse. Yes, sir. I was in Florida when they passed a most 
peculiar act, reference to which I have included in one of the exhibits, 
a discount ‘finance act called the Florida Consumer Finance Acct. 
This was in addition to the Florida Consumer Loan Act. I edited 
the series of articles on consumer credit previously cited, a was 
recently asked to write an article reviewing State legislation, which 
I never published. I have had occasion to look into the matter. — 

Senator Proxmire. Are you familiar with the Wisconsin law? 

Dr. Morsr. No, I am not, not near enough that I would be pre- 
pared to talk about it. But my impression is that these State laws 
are fragmentary. For example I would suspect that the Wisconsin 
law you have reference to concerned itself with motor vehicles fi- 
nanced through installment contracts, and it may or may not include 
coverage of installment sales of other goods and services. Our 
Kansas law includes both parts. Some States include only the motor 
vehicle provisions. So if a consumer in some States were going to 
finance a refrigerator purchase on an arrangement similar to the way 
in which the car was financed, she will not find such financing in- 
cluded under such an act: This is what I am trying to say in terms 
of fragmentation of State legislation. It is not complete. Both 
motor vehicles and “other goods” are included in the Kansas legisla- 
tion. We had a great panic in 1958 because an industry was em- 
barrassed, and in a special legislature passed within a matter of, I 
think, weeks the Kansas Sales Finance Act. This met an immediate 
need. And I shouldn’t doubt but that this sort of legislative action 
has happened in State after State. The result is spotty, frag- 
mented legislation which fails to give consumers consistent ine lusive 
protection. 

Many States have usury laws which fix the maximum rate of inter- 
est, if not otherwise provided by other legislation. Many States 
have small loan laws which specify maximum rates based on unpaid 
balances. Also widespread are consumer credit union laws which 
specify a maximum rate based on unpaid balances. Laws regulating 
the financing of autos and less fr equently “other goods and services” 
by specifying the maximum “add-on” are increasingly common, as 
Tshall point out later. 

I do not wish to minimize the contributions these laws have made 
to the economies of the States. It is my impression that the Kansas 
Consumer Loan Act of 1955, and the reas Sales Finance Act of 
1958 have been extremely helpful, not only to consumers but to legiti- 
mate business. Nevertheless they still burden the consumer with the 
necessity of converting dollar costs to the comparative rates needed 
for effective and intelligent shopping for credit services. They are 


not satisfactory from the consumer's viewpoint, or for improved com- 
putation. 
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Senator Proxmire. I would like to interrupt, Mr. Chairman, to 
emphasize this. The testimony that the witness is giving is extremely 
important. Great objection has been offered to this legislation on 
the basis of “let the States do it. They are making ,progress, and 
moving ahead in this and other ways. Let them do it.” Here is an 
excellent reason why we can’t leave it to the States and why it re- 
quires the uniformity that can only be established by Federal 
legislation. 

Senator Dove.as. I agree. 

Dr. Morse. I cite an editorial, exhibit D, which appeared April 25, 
1957, in the Christian Science Monitor, “Not Interested in Interest,” 
for it summarizes much of what I have said and concludes with the 
need for the consumer to remember that what may be quoted as 6 
percent interest on the purchase price amounts to 12 percent on the 
average outstanding balance. The New York State legislation, then 
recently enacted, failed to require disclosure of the true rate. 

Senator Dovetas. Before you turn from the Christian Science 
Monitor, I was greatly encouraged by an editorial which appeared in 
the Monitor of April 12 for this year, supporting this proposal. If 
my memory is correct, the editor of the Christian Science Monitor is 
Mr. Erwin D. Canham, who happens to also be the President of the 
U.S. Chamber of Commerce. So I look forward with interest to the 
support of the U.S. Chamber of Commerce for this measure, too. 

Dr. Morse. Also, I cite, exhibit E, John Kilgore’s column from the 
Tallahassee Democrat of July 21, 1949, which was written following 
passage of the Florida Consumer Finance Act. I have saved the clip- 
ping because in this column Mr. Kilgore demonstrates so beautifully 
how involved ‘one becomes in interpreting legislation enacted pur- 
portedly to protect the consumer and regularize trade. I call your 
attention to one paragraph which describes how easily a consumer 
might be misled by such degislation. He concludes, I think it is: 





But suppose you make a loan at 3 percent a month—about 36 percent per 
annum—and you meet a friend who tells you he got his at 10 percent under 
consumer credit. Don’t blush. Grin. You got the best deal. 

Senator Dovetas. Who was confused in this case? Was it Mr. 
Kilgore? 

Dr. Morse. Mr. Kilgore was not in the least confused. The law 
is most confusing. 

At about the same time as the Kilgore column appeared I clipped 
this public ad for use by my students. This is under Florida’s law, 
Consumer Finance Act. I don’t know whether that act still exists, 
but the ad says: 

Public Notice. You Must Read This. Money. No Monthly Interest Charges. 

This was their ad. 

Senator Dovetas. They are giving it away down there? 

Dr. Morse. They charge service charges. They have fees, etc. It 
gets quite complicated. Here isa copy of the ad. 

Senator Dove.as. I wonder if we could have it made a part of the 
record. 

Dr. Morse. You are welcome to it. 

Senator Dovetas. We will have it photostated and made a part of 
the record. 

(The ad referred to follows :) 
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Public Notice... You Must Read This 


MONEY! 


A NEW BETTER WAY TO BORROW 


This Is It: Everyone has the opportunity to borrow the PAY-DAY LOANS 
money they need quickly—without difficulty and when need- If your in a pinch for extra cash 


i fo of 
ed—under “FLORIDA'S NEW CONSUMER FINANCE ACT’| these uniace Loans. Get $25, 


| The learned officials of your state have provided this new— of ee ee 
DIFFERENT e STREAMLINED e BETTER LOAN PLAN 20 months. It’s quick and con- 
especially for YOU... fidential. 


Just like opening .a simple installment account—There is no AUTOMOBILE LOANS 
interest charge—Your entire payment is credited to the bal-| 1¢ jou own a car you can get 
ance. Liberal rebate if paid ahead of time—There is no guess-| 2 loan in 5 minutes. Highest 


ing regarding cost—You will like this NEW - MODERN - BET- pe a acetal ik 
TER WAY TO BORROW MONEY. have to be paid for. We can 
consolidate in one Low Payment 

| You'll receive Prompt @ Friendly @ Courteous attention from| or. - - 


folks whose only interest is to lend you the money you need 


| within the hour you need it—UNION is a FLORIDA organiza-| 2"¢ MORTGAGE CAR LOANS 


| tion—Florida @ Born @ Owned e Managed. We know you — a — 
and your problems better—and we have been authorized to| %¢t it to comply with your indj- 


Financially Serve You With vidual budget. Long Term plan 


A BETTER LOAN PLAN—— FURNITURE LOANS 
Phone 1780-L or Come in Our Beautiful If you prefer our “Family Type’ 


loan plan, it’s an easy, cheap 


| Offices Today. Get the CASH Right Away| Prove--tome down and get 


your loan—Longest Terms. 


FINANCE — EMERGENCY LOANS — 
Co., Inc. Whenever an emergency strikes 


we'll be your friend in need. 
905 Se. Ademe  Talichecsce, Mle. Phone 1780-Lf| <u, $50-$100,$300 on quick 
RIGHT OVER MENDELSON’S DEPT. STORE ments. You get 15 mos. of 

more... 


ATTENTION DEALERS REDUCE YOUR PRESENT —~ 
or PRIVATE SELLERS . OFFICE HOURS LOAN PAYMENTS 
Purchase Financing Up . 9 TO 5 DAILY If your present loan payments 
te $1000 INCL. SATURDAY are burdensome let us work out 
Immediate Service a plan to reduce your payments. 
In addition we'll gladly lend you 


seelieetanaiadteaaimensel i ay rey Sins acu 
QUICK CASH FOR XMAS HERE) «..0.c07 " 


You Get a Giff When You Make a Loan December 
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Contract to be paid in 6 months at $18 per month_____---------_--_-___~ $108. 00 
ean eet 99. 43 
Cost 


te ie cas eee ecard ssa Nee ann ce as teh pgs hon 8. 57 
Interest: $21.17. 


Serviee $3.60=60 eents per month for 6 months. 

30 percent true rate. 

Dr. Morse. It is more involved than I can take the time to discuss. 
It is a very complicated type of legislation, where they charge service 
charges, as I recall, a monthly service charge to cover services rendered 
and expenses incurred. 

It reads as follows: 


A monthly service charge to cover services rendered and expenses incurred 
in connection with the loan transaction, may be contracted for and collected until 
the loan is fully paid for each month and the fraction of a month at the end of 
the loan, provided such charge shall not be in excess of 20 cents for each full 
$25 of the original loan obligation and not in excess of $2.40 per month. Such 
service charge shall not be collected at the time the loan is made. A monthly 
service charge may be collected with each payment provided the total number 
of such service charges is not in excess of that permitted hereunder, with 
proper adjustment on final payment. 

Mr. Kilgore goes through this play by play and comes up with this 
conclusion. 

Senator Dovenas. That the real rate is more than 36. percent a 
year under consumer credit. 

Dr. Morse. I think so, or reasonably approximate. 

Senator Doveias. Not 10 percent. 

Dr. Morse. Not 10 percent. He says, “You got the best deal,” if 
you got yourself the loan at the so-called 10 percent, so apparently 
this was at a higher rate. 

Senator Proxmire. He got the best rate if he paid 36 percent, for 
the 10 percent turned out to be higher. 

Dr. Morsr. Yes, by the time he paid the service charges. 

Senator Doveras. The 10 percent on the original indebtedness 
would amount to an average of almost 20 percent on the unpaid 
balance, if service charges were added to this. So that the total 
rate under consumer credit would be in excess of 36 percent; is that 
correct ? 

Dr. Morse. It starts out: 


An initial charge in an amount not exceeding $10 per $100 of the amount of 
the loan obligation, repayable over a period of 1 year, and proportionately at 
that rate for a greater or lesser sum or for a longer or shorter period. 

That is subsection (1) and then subsection (2) involves the service 
charges, and when they are added together, as a consumer, you end 
up paying a higher effective rate than the 36 percent. That is a 
device of tactic. 

Senator Dovetas. The rate you quoted seemed to be 1 percent a 
month on the original balance. 

Dr. Morse. Yes, sir. 

Senator Dovue.as. 12 percent a year, but on the average unpaid bal- 
ance, it would be double that, or 24 percent, or 20 plus 24 equals 44. 

It might be 48 or 44, but somewhere between 438 and 44. 

Dr. Morse. Upon rechecking the exhibit I note that Mr. Kilgore 
computes the rate to be 40 percent, so you are reasonably correct. 

I note here below the ad a pencil computation I made back in 1949. 
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As I recall I assumed that I needed $100 for which they would write 
a note for $108 to be paid in 6 months at $18 a month, and the true 
rate on this turned out to be 30 percent. 

Senator Douetas. This was the one which was not interest ? 

Dr. Morse. Yes. 

Senator Douetas. Of course. 

Dr. Morse. This device of calling the charges “service charges” 
raises some question as to what we mean by interest. I call this the 
extra I pay for the use of money. 

Mr. Kilgore did a wonderful job of leading the consumer through 
all the complexity of making these computations. 

It is of some significance, T believe, that these two articles, written 
by distinguished ‘writers in the profession of journalism, point up 
the inadequacy of then recently enacted legislation, from the view-. 
point of the consumer. 

I have mentioned the fact that Kansas has enacted within the past 
5 years a consumer loan act and a sales finance act. The latter pertains 
not only to motor vehicles, but also “services and goods other than 
motor vehicles.” These have contributed greatly to the regularization 
of trade practices and might well be considered good examples of 
modern legislation of their type. Nevertheless, the Kansas Home 
Economics Association, at its annual meeting March 25, 1960, unani- 
mously adopted a resolution to require for all credit or loan situations 
that both the credit cost and the credit rate be stated on all contracts 
and in advertising. It went on to say that failure to state credit cost 
and credit rate would relieve the buyer or borrower from paying more 
than the cash price or pfincipal. This resolution, which appears as 
exhibit F, was published in full in the official Newsletter of the associa- 
tion prior to the annual meeting, so was publicized among all 660 
members of the Kansas Home Economics Association throughout the 
State. They had ample opportunity to discuss this resolution with 
their bankers and finance companies, and so forth. Its unanimous 
adoption at the annual meeting signifies, in my mind at least, a genu- 
ine interest for reform legislation on the part of this association. 
This is not a trade association. It is a saaliciions! association and 
has as its central objective the improvement of home and family life. 

Senator Doveras. This is not a resolution which was railroaded 
through at midnight. 

Dr. Morse. You are correct. I understand that this resolution or an 
approximation of this resolution was adopted by the Executive Com- 
mittee of the Wisconsin Home Economics Association. 

Senator Dove.as. I would expect that from a progressive State like 
Wisconsin. 

Senator Proxmire. As a matter of fact, I put that resolution into 
the Congressional Record about a week ago. 

Dr. Morse. Also, I was pleased that our attorney general of Kansas, 
the Honor able John Anderson, Jr., considered the objectives of the 
resolution to be “very commendable.” The letter is included as ex- 
hibit J. He says that the objectives are very commendable; however, 
he went on to point out we had on the statutes the Kansas Loan Act 
and the Kansas Sales Finance Act, which do not require that the 
lender and seller make all the disclosures contemplated by the reso- 
lution. 
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If State legislation does not assist the consumer because it is so 
fragmentary and incomplete, then can one believe dealer quotations? 
Are the rates quoted by dealers adequate ? 


ARE DEALER QUOTATIONS ADEQUATE? 


Is it necessary for the modern consumer to be a mathematician? 
Must the consumer learn how to convert credit charges to credit rates? 
And must we as a nation devote vast resources educating consumers on 
how to convert credit costs to rates? Does business provide this serv- 
ice? Cannot the consumer ask the lending agency the rate and expect 
a reasonably accurate reply? My answer, from experience, is “No.” 
Most dealers know their rate schedule or schedules which give the 
monthly payments for specified amounts of money to be advanced 
for specified pay periods, but not the rate. And if they quote rates, 
the quoted rates have little or no resemblance to the true rate of interest 
on the money in use. In support of my position, I shall cite several 


examples out of my own experience. 
Bank terms 


Back in 1950, when I was interested in the need for a credit union, 
among faculty and staff at Florida State University, I was discouraged 
from taking the initiative by many who claimed the bank rates were 
favorable; that is, more favorable than the usual 1 percent per month 
on the unpaid balance that is charged by credit unions. So I visited 
a local bank to learn for myself the rate of interest charged on install- 
ment loans. I had supposed that perhaps my friends represented spe- 
cial credit risks.or a class of consumers who could borrow at favorable 
rates. So I took it upon myself to make personal inquiry. I still have 
in my billfold here the transcription of the notes taken at the time of 
this interview. Essentially, the interview went something like this: 

I went first to the clerk at the window in the loan section of the 
bank. He told me that the interest charge was about 7 percent. When 
I asked if this was based on the initial amount I borrowed or if it 
were the true rate on the declining balance, he suggested that I had 
better see the vice president in charge of the small loan department. 
I knew the vice president personally and, I believe, at that time he 
was president of the Florida Bankers Association. 

I told him apologetically, that all I wanted to know was the rate 
of interest charged on installment loans. He replied that he had a 
table under the glass on his desk which gave the schedule of payments 
on loans. Then he begin to dig under the glass with a letter opener 
to get out the table. I interrupted this operation by commenting that 
he might break the glass, and perhaps I could just ask a hypothetical 
question. 

“Suppose,” I asked, “I need $100 and will make monthly payments 
over the next 12 months.” He replied that he would write a note for 
$107.52, and payments would be $8.96 per month. 

“Oh,” I said, “so the rate is around 15 percent,” using the same 
reasoning as employed in the Christian Science Monitor editorial just 
cited and as commonly taught in courses. This seemed to shock him 
somewhat, for he then countered readily with an answer to my original 
question. “We figure the rate to be 11.8 percent.” He went on to 
explain that included in the loan was credit life insurance at a 
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premium of $1 per $100 for such a 12-month loan. Also, there was 
a 10-cent stamp cost that he had to pay. Consequently, the bank’s 
return was not $7.52 but $6.42 which he figured to yield a 11.8 per- 
cent return. 

By hindsight, all three of us were reasonably correct, depending 
on how one figured the rate: 7 percent of $107.52 is $7.52, or the cost 
to the consumer of the loan; the banker’s answer of 11.8 percent was 
the return to the banker on the money in use after the insurance and 
stamp cost were met; and my 15-percent estimate was a fair approxi- 
mation to the calculated rate, I figured, of 13.9 percent, using the 
constant ratio method. I have often wondered: Did the bank clerk 
really think that the rate of interest to be 7 percent? That is, did 
he consider the 7 percent the same type of percént as that the banks 
paid on savings accounts? Or did he know the facts of mathematics. 


of finance? Did he and the bank think that 7 percent had better 
sales appeal ? 


Student survey of rate quotations 


I have made reference to our Kansas laws, that they are modern, 
and I believe held in high regard, and the Attorney General’s letter, 
exhibit J, testifies to the effect that he considers them to be good law. 

Last fall we asked our students taking family finance to visit over 
their Thanksgiving holiday, a banker, a car dealer, small loan com- 
pany, or credit union. The students were to ask what the monthly 
payments would be and what the interest rate per annum would be 
if they were to finance $200 of a $300 used car over the next 12 months. 

In exhibit G is a summary of their reports. I call your attention 
to the “Summary and Comments,” which reads as follows: 


SUMMARY AND COMMENTS 


1, The average (median) monthly payments quoted by lending agencies were: 
$17.75 by credit unions, $17.83 by commercial banks, $18.33 by used car dealers, 
$20 by small loan companies. . 

2. A significant number of quotations were seemingly in excess of legal maxi- 
mums. Despite instructions not to include charges for insurance, some of the 
lenders may have done so and included other charges as well. 

3. The rates quoted bear little or no relation to the actual charges. Note, for 
example, the rates quoted by the banks ranged essentially from 6 to 8 percent, 
whereas in fact the monthly payments reflected effective rates from 0 to over 
30 percent. The most frequent charge of $18 per month is in fact money at the 
rate of 15 percent, and not the frequently quoted rate of 8 percent. 

4. There was an apparent tendency to quote as interest rates the dollars of 
charge per hundred of the initial unpaid balance. That is, they tended to follow 
the Kansas State Finance Act type of quotations of $7 per $100, allowing this to 
be referred to as a 7 percent charge. The true rate of charge on the money in 
use is approximately double the quoted rate. 

5. The consumer who shopped these agencies to finance a car purchase would 
have been totally confused and misled by the prevailing rate quotations. 

6. Current legislation fails to specify a uniform method of quoting or comput- 
ing credit or finance charges, as viewed by the consumer. 


Dr. Morsr. There is no doubt in my mind but what information 
from dealers is exceedingly unreliable in the sense of revealing the true 
interest rate. (Or, in a statistical sense, they are reliable, but invalid.) 
Significant is the tendency to quote a low figure which has an “econ- 
omy” appeal regardless of its truthfulness. I cite, for example, the 
614 percent quotation for credit unions. I cite that with apology to 
the credit unions because I don’t know that it is a prevailing practice 
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of theirs. I doubt it very much. This rate of 6144 percent unmistak- 
ably is the $6.50 cost of a $100 loan repaid in 12 monthly installments 
at 1 percent per month on the unpaid balance. The point is, if com- 

yetitors are quoting dollar costs as annual rates, then the penalty for 
Leckie truthful may be too great, and the credit unions have succumbed 
to the erroneous ways of competitors. 

Senator Doveras. The president of the credit union in your area 
testified and said they are satisfied to have their total interest computed 
as a total rate of interest on the unpaid balance. 

Dr. Morse. ‘This is what most of them are doing anyway. 

Furthermore, since the method of expressing the “truth” has not 
been defined, it may be only mathematically false to quote 614 percent, 
but true relative to the other market “facts.” If this bill were enacted, 
the market facts would be correct, mathematically. 

The same story prevails elsewhere. The tendency to misquote in- 
terest rates on carrying charges existed 24 years ago as was brought 
out clearly in the report of the Massachusetts Committee on Consumer 
Credit, February 17, 1936. These are contained in charts 8 to 13 of a 
booklet of charts and other materials presented to the TNEC 
Committee. 

Cohen and Hanson, in their widely adopted textbook, “Personal 
Finance,” present in table 3-1 the results of their student survey of 
comparative rates of interest charged by retail stores in New York 
City for a specified television set. The stated percent charged by the 
10 stores was 6 percent, but the rate actually charged ranged from 
11 to 25.6 percent, usually about double the stated charge. 

Even a trade journal is confused. I should like to cite a table taken 
from last June’s issue of Electrical Merchandising, which featured an 
article on “Those New Credit Plans...” The article itself was much 
too complicated for me to understand, I must admit. Incidentally, 
a table from this article is presented in exhibit H. After several 
attempts to recompute the ‘lesions interest rates quoted in their 
table, I suspect that the usual doubletalk and confusion pervades 
throughout the article. For example, the employment of the constant 
ratio formula to company A for the 12-month repayment schedule 
reveals an interest rate of 19.9 percent and not the 10.8 percent which 
they have printed. 

Senator Doucuas. Professor Morse? 

Dr. Morse. Yes. 

Senator Doveras. This is quite a common method, is it not? To 
quote the interest upon the original obligation, not upon the outstand- 
ing unpaid balance. 

Dr. Morsr. This is very common practice. The prevailing State 
laws on installment contracts tend to augment this practice by requir- 
ing or limiting the interest charges to fix the dollar amount of the 
beginning principal, such as $7 per $100, which very soon becomes 
7 percent in people’s minds. I come back to the material just pre- 
sented from my students who interviewed banks, car dealers, small 
loan companies, credit unions, and the prevailing practice of banks 
was to quote the add-on charge as the rate per annum. Yes, this 
seems to be the market truth. That is, one would be at a competitive 
disadvantage to state the real truth, the true rate of interest under 
prevailing conditions. The truth has not been defined. 
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Senator Doveias. Wouldn’t you say this is one of the greatest 
abuses which exists / 

Dr. Morse. Yes. 

Senator Doveias. Not the only abuse, but one of the greatest. 

Dr. Morse. It is certainly one of the greatest deceptive devices. ‘To 
those in the trade I don’t think, truthfully, it appears as a deception 
tothem. I think a car dealer, for example, talks cars, lives cars, and 
thinks of cars and their financing all day long. This is his life and he 
knows the facts. To him they are simple. Oces asionally, his wife buys 
a refrigerator, every 5 or 10 years. This is so infrequent, he gives 
the financing arrangements little thought. He finances his house 
under a different arrangement. But houses are different from cars. 
And IT really think he really does not think car financing terms are 
deceptive, but very simple. 

Senator Dove.as. In this respect real estate financing has the most ” 
accurate method. 

Dr. Morse. It has the most accurate. 

Senator Doveras. Along with the credit unions. 

Dr. Morse. Credit unions and the small loan companies and many 
of the revolving accounts which nominally charge 114 percent per 
month. These are all on a rate basis. There is really no opportunity 
to deceive one in those situations. 

What bothered me personally was that after reading this article 
in Electrical Merchandising, I wrote the editor requesting  clar ification, 
but after 10 months have received no reply. Last month, March 28, 
a sequel to this article appeared, but mentioned nothing of the rate 
quotation errors. This isamy exhibit I. 

Senator Dovenas. This isa magazine. 

Dr. Morse. This is a trade jour nal, m: igazine. 

Senator Dovetas. For television sets ? 

Dr. Morse. Refrigerators. 

Senator Dovetas. Radios ! 

Dr. Morse. And vacuum cleaners. It is a MeGraw-Hill publica- 
tion. Itis for the white goods trade. 

Senator Douetas. Freezers and electric stoves ? 

Dr. Morse. Yes, sir. 

Senator Dovetas. Is it the leading trade journal, would you think? 

Dr. Morse. I would so consider it. 


Auto financing case 


In preface to my remarks about the next case, which I shall refer 
to as the Auto case, I want to point out when this case arose, approxi- 
mately 2 years ago, I had been preparing a mimeographed form for 
student use, exhibit B, which is a summary statement showing the 
various methods of computing finance charges under the Kansas 
laws. That is, I had studied the various methods to the point that 
I felt reasonably satisfied I could interpret methods and means for 
computing finance charges for use by students. I mention this to 
indicate the frame of mind which I was in when my secretary became 
involved with refinancing a car that she had financed originally with 
anational leading car finance compa 

Because the materials cite a specific company and specific individ- 
uals, and because I do not think the practices are peculiar to this one 
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company but are general througout the industry, I offer the 13 sup- 
porting documents to the committee, but not for the public record. 

And I have the personal letters with me. 

Senator Doveias. We will appreciate that very much. 

Dr. Morse. When she requested information about the balance owed, 
she was shocked that the balance was not lower. She requested that 
the office check their records and indicate their method of calculation. 
In reply she received a form showing the method of calculation and 
a letter, which she then showed to me. I found I was totally unable 
to recompute their figures or interpret their form. 

Senator Doveras. You have specialized in this subject for at least 
13 years and a period before that when you were preparing yourself 
for this field ? 

Dr. Morse. That is correct, sir. 

Senator Doveras. You could not understand the terms of this auto- 
mobile loan ? 

Dr. Morsr. Yes, sir. 

Senator Doveias. Then apparently the experience of Chairman of 
the Federal Reserve Board was not so unusual after all. 

Dr. Morse. No, it was not. He is normal. 

Words were used which had special meaning and which needed 
clarification. So I helped her to write a letter in which she asked 
for clarification of the terms used in their form, and for the rate of 
charge. To date, she has never received a written reply signed by an 
official of this major auto financing company. 

As the correspondence indicates, it became imperative that she pay 
off the loan on their terms, which, incidentally, were changed, after 
the enactment of the Kansas Sales Act. 

Senator Doveras. Without revealing the name, this was a major 
finance company ? 

Dr. Morse. It isa major, if not the major finance company. 

Senator Dovetas. It is a major automobile finance company ? 

Dr. Morse. Yes, sir. 

Senator Doveras. Attached to one of the great motor car companies? 

Dr. Morse. Yes, sir. It is one you would have no difficulty in 
identifying. 

Senator Dovetas. We don’t wish to identify it. 

Dr. Morse. Nevertheless, she pressed the matter beyond the State 
branch office. In the absence of a satisfactory reply to her letter asking 
for specific information about her contract, she wrote the executive 
offices of the auto finance company expressing regret that she had not 
been treated with respect. She asked, specifically, “Is it the policy of 
your corporation not to supply the customer with information ade- 
quate for calculating credit costs, balances, etc., even when this infor- 
mation is requested?” She went on to ask that, if their policy was 
tosupply such information, would they supply it. 

Senator Dovetas. Wasshe writing to the home office ? 

Dr. Morse. To the home office, to the executive office. 

Senator Doveras. Of this large national company ? 

Dr. Morse. Of this large national company and, in return, she re- 
ceived a letter from a vice president, expressing regret over her dis- 
satisfaction and assurance that the matter would be settled properly 
by the manager of the branch office. 
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Senator Dovatas. In other words, the branch office passed the buck 
up to the central office and the central office passed the buck back to the 
branch office. 

Dr. Morse. But technically, the branch office did not answer the 
question. It wasin her disgust that she went to the top. 

Senator Dovetas. I understand. The branch office had not given 
her the information. 

Dr. Morse. That is right. 

Senator Dovaias. So she requested it and it was not furnished and 
she wrote to the central office and the central office referred it back 
to the original branch office. 

Dr. Morsg. That is correct. 

Senator Dovetas. What did the branch office do? 

Dr. Morse. She had moved since she had purchased the car, so she 
was referred to another branch office. 

Senator Dovetas. So there is a lateral pass now. It has been passed 
up and down and now there is a lateral pass. 

Dr. Morse. He wrote a letter of acknowledgement and said it was 
“unfortunate” that the information was not submitted at the time it 
was requested. He, in turn, referred the matter to the manager of 
another branch, asking that he contact her personally, He called her 
long distance.and arranged a personal visit with her and her hus- 
band at their homes. 

Senator Dovenas. If this were done by a Government bureaucrat, 
there would be great indignation from the business community. I 
think it would have been reprehensible on the part of the Government. 

Dr. Morse. I think it is reprehensible in private industry. This 
time, the matter was out of my hands, but’I asked her to insist on a 
copy of the answers to her questions. So at her request, he left with 
her a copy of his answers to her questions. The paper was unsigned 
and not on the official eiamhaan of the corporation. Apparently 
the entire process of computing rebates was considered to be too com- 
plicated to express in a letter, or in writing on official letterhead. 

It is significant to me that one of the largest credit agencies in 
the United. States should have found it impossible to supply a con- 
sumer with information needed to perform the computation required 
to check her records. 

Unfortunately, this cannot be passed off as a single case, for it re- 
flects the disdain with which responsible people view the plight of 
the consumer in search for information. 


CONCLUSION 


In conclusion, too frequently comfort is taken in a declaration that 
consumers do not want to know or be informed about and have no 
concern over “interest.” It is my contention that consumers are 
simply realistic. They do not wish to waste time pursuing answers 
to pane which demand greater effort than the reward to be gained 
by having the information. 

Senator Doveras. In other words, they would be worn out and 
harrassed by the effort to gain information. So, since they are con- 
cerned only with their individual interest, it is better not to raise 
the issue at all. 
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Dr. Morse. So correct. 

Neither my secretary nor I gained anything from the time spent 
in pursuit of the auto case cited above. If I had been smart and 
not been a teacher and concerned with the problem and motivated to 
find the truth of the case, I would have advised my secretary at the 
outset to pay whatever they requested. Perhaps the saying is true, 
“Yours is not to reason why, but to do or die,” fora consumer dealing 
with such a large and supposedly responsible company in the Ameri- 
can economy. 

Senator Dovetas. That was the advice which Alfred Lord Tenny- 
son said the commander of the mounted battalion gave to his troops 
when they rode into the Valley of Death in the Crimean War. 

Dr. Morse. Perhaps I should add that I doubt that this need be 
true. I would hope that our Congress, which has the welfare of the 
public at heart and which respects the public as citizens, will pass 
this proposed legislation. 

I suppose you will have heard testimony to the effect that the 
declaration of a finance charge in terms of simple rate of interest will 
work a hardship on business. I have always found that financial de- 
cisions are difficult to make, particularly in the absence of full infor- 
mation. Business, which is equipped with interest rate tables, 
calculators, and all the requisite computational machinery, is much 
better equipped to provide the consumer with information needed for 
comparison shopping, than is the consumer who is quite unskilled 
in mathematics and finances. I hope the information which I have 
supplied will indicate the inability to calculate interest rates is not 
peculiar to consumers, as such, but also prevails among some respon- 
sible businessinen. 

Also, you possibly will have heard testimony to the effect that this 
matter should be left to State legislation and not be the concern of 
Congress. In view of the magnitude of the corporations involved 
in consumer credit, the volume of consumer credit, the numbers of 
persons involved in credit, and the mobility of the public, I feel that 
this is a national issue. Really it is a relatively tame issue in that it 
merely defines, simplifies, and standardizes the terms of communica- 
tion. The issues involved are not peculiar to the 50 States, but are 
national and even international in scope. 

In closing, I wish to quote from Wallace P. Mors, “Consumer Credit 
Facts for You,’ Educational Pamphlet No. 1, Bureau of Business 
Research, Western Reserve University, 1959, page 21: 

Many installment sellers say that customers are interested in dollar costs but 
not in percentage rates. Legislative reports show very clearly that greater 
interest in percentage rates would save consumers considerable money and 
worry. Here is a challenge in consumer education. 

As one who has been in consumer education since 1947, I say, “Here 
is a challenge in legislation.” I believe that I will be one of the few 
who will testify in Washington, in this age of technological innova- 
tion, who requests Congress to enact legislation so that “he might be 
technologically unemployed. I wish to be relieved -from devoting 
so much | time to teaching simple business arithmetic, and to helping 
students develop facility i in an area of life which is not very funda- 
mental. I prefer.to concentrate whatever talents I have as an instruc- 
tor on matters of much greater significance to the consumer. Specifi- 
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cally, if this bill were enacted, we could save approximately 2 weeks 
of our course time; we could concentrate our attention on discussion 
of the appropriateness of the use of credit over the life cycle rather 
than spend our time on minute calculations. 

This concludes my formal statement. 

Senator Doueias. Dr. Morse, we have had some adverse testimony 
to this bill. I do not know whether you have had the opportunity to 
look over that testimony or not, particularly the testimony of Pro- 
fessor Beckman, Professor Haring, and Mr. Cheyney. Have you had 
a chance to? 

Dr. Morse. I have seen the testimony of Mr. Trotta, Mr. Beckman, 
and Mr. Holthausen. They seem to play somewhat the same theme, 
and I would like very much to comment about it. 

Senator Dovexas. I would appreciate it very much if you would. 

Dr. Morse. The question has been raised as to the possibility that 
the effect of disclosure of the interest rate might cause retailers to 
absorb the credit charges as a price of their merchandise. I quote: 


Certainly costs will seem excessive in relation to 6 percent. 


End of quote of Mr. Holthausen. 
Also from the same page by Mr. Holthausen: 


It would be a boon to the type of operator given to misrepresentation who will 
conceal his credit charges in the markup of merchandise. 


Another quote: 


What is to prevent a retailer from offering credit at 4 percent simple interest 
and absorbing the credit charge in the price of the merchandise? Is this pro- 
tection of the consumer? 


Mr. Beckman said: 


The most likely outcome might well be for the finance charge to go underground 
and become merely part of the base price charged for goods and services. 

My answer lies in my faith in competition. If some merchants feel 
now that they can sell more by raising prices on merchandise, it is 
their privilege to experiment with this. I do not see what the in- 
terest rate would have to do with this. If they can raise their prices, 
let them do so. What is stopping them from doing so? 

Senator Dovetas. In other words, if the consumer were able to 
compare both price and interest, and if the finance charges were de- 
pressed and the price inflated, then the consumer could compare the 
cost of an automobile with dealer A and the cost of an automobile with 
dealer B and make his comparison in terms of price. 

Dr. Morse. Exactly. Asa matter of fact I think the reverse of the 
picture that they show here has been true for some time, namely, the 
sale of merchandise at reduced prices and the absorption of the loss on 
their sales through credit charges. I would gather this impression 
from scanning articles in sales and trade journals on how to sell. I 
have not documented this, but I think a cursory review of some of the 
articles in the trade journals on how to increase your sales and use 
credit to do so would indicate that they have found credit a device 
for recouping losses. 

Friends have told me of their experiences in which dealers have 
preferred credit sales over cash sales, for example. 
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Senator Doveras. Just a minute, Dr. Morse. I want to see if I 
understand your last point. Are you saying that some automobile 
dealers, for example, shave the price of the car and that they compen- 
sate for this by raising the price of the finance charges and credit? 

Dr. Morse. Or insisting that it be financed in a particular way. 

Senator Doveras. Financed in a particular way. Does this imply 
a kickback ? 

Dr. Morse. It may be a kickback or it may be a more profitable 
method of financing for the dealer. 

Senator Doveias. We have had some rather irate letters from auto- 
mobile dealers who insist that this is not a kickback but what they 
term a dealer's reserve. 

Dr. Morse. I am not familiar with this. 

Senator Doveras. Have you had any experience in payments from 
insurance companies to dealers? 

Dr. Morse. No, sir. 

Senator Doveras. Go ahead. Do not let me disturb you. 

Dr. Morse. Friends have told me that the dealer has not been in- 
terested in selling the item for cash. They much prefer to sell it on 
credit terms. This suggests that there is more profit on a sales con- 
tract than on a cash sale agreement. Now, one might question why 
this situation cannot be reversed, but I say that ignorance 

Senator Doveras. Can you testify as a matter of personal knowl- 
edge of automobile dealers not wanting to sell for cash but preferring 
to sell for credit ? 

Dr. Morsr. You ask, am I prepared to testify ? 

Senator Dove.as. Yes. 

Dr. Morse. Iam not. This is simply an impression that the reverse 
might be true of the condition which these opponents of the bill pre- 
dict, that credit costs might go “underground.” Actually, I say my 
impression is that in some cases prices have gone underground and 
the gains recouped through earnings on credit sales. 

This is possible I daresay because of the ignorance of the consumer 

s to the true rate. The inability of consumers to compare rates has 
liinited effective competition for credit. 

Senator Dovetas. In other words, bargains on price which are ad 
vertised on cars are frequently not real bargains? 

Dr. Morsr. May not be if financed. 

You keep referring to cars. My mind keeps going to refrigerators 
and freezers and television sets, and I think it prevails in many indus- 
tries. I think that the practices tend to prevail by industries. There 
are certain terms of trade peculiar to each industry. I think the auto- 
mobile situation has been greatly clarified. 

Senator Doverias. You are speaking about refrigerators and stoves 
and television sets? 

Dr. Morse. Yes, sir, and the type of merchandise which has been 
subject to fictitious pricing and switch-bait advertising, where the 
price has been somewhat in question and the credit rates are variously 
quoted. 

My third comment that I would like to make is to their point that 
costs expressed in simple annual interest terms will appear excessive 
to the consumer. My point is that this may be more than appearance. 
They may be high. 
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Senator Doucias. The objection really is that there has been built 
up in the popular mind a feeling that a rate of interest in excess of 6 
percent is usurious, and most of the State usuary laws fix the rate at 
§ percent. The argument is made, and I suppose it is true, that the 
dealer cannot finance the avera age installment purchase or consumer 
loan at 6 percent. That if they have to state it is more than 6 percent 
they somehow get a black eye, and therefore it is all right to do a little 
fudging. 

Dr. Morse. Yes. It would appear quite disastrous to be quoted at 
12 percent or 18 percent, et cetera. 

Senator Dovexias. In other w ords, it is important in this for people 
to realize that there is nothing sacrosanct about 6 percent. ts that 
not true? 

Dr. Morse. That is correct, and I think they are entitled to know 
what rate of charge they are paying. 

Senator Doueias. And though the initial shock might be great, they 
could adjust to it ? 

Dr. Morse. I would predict they would adjust to it and adjust to it 
in a way which would make considerable savings for the economy. 

Senator Dovetas. And in many cases it would lead to cash pay- 
ments ? 

Dr. Morse. Yes, sir. 

Senator Dove.as. And hence a decrease in credit losses ? 

Dr. Morse. Yes, sir. 

I believe in competition and that credit is a service which consumers 
hire. It is their right, I feel, to know the rental rate for this service. 
If they have adequate and comparable information, consumers will 
learn to shop for credit. They will learn by doing, which is one of 
the more effective ways of learning. They cannot learn now by doing. 
Credit rates which understand: ably have little meaning for them now, 
will have if this bill isenacted. I predict they will use this information 
n shopping around for credit. Rate quotations will come to have 
meaning for them as do rate quotations on savings. Why is it they are 
not dec eived by rate quotations on savings and investment opportuni- 
ties, which are quoted in the same simple terms as the opponents 
claim will be misleading on credit. This is not feared as deceptive 
terminology when applied to savings. 

I predict the consumers will shift away from high-cost small loans 
and small installment contracts into more concentrated loans, and the 
result will be a savings to the economy. 

Senator Doveas. In other words, you would expect greater borrow- 
ings from banks and credit unions ? 

Dr. Morse. Yes, sir. 

Senator Doveras. That is the same point Mr. Buckmaster made. 

I would like to have copies of your testimony sent to the American 
Bankers Association and to the Illinois Bankers Association. 

Dr. Morsr. I was busy getting this testimony together when a type- 
writer salesman called on me and my secretary, and I was much too 
busy to talk with him, but I told him what IT was doing. He said, 

“That is interesting.” He related how he had used a partic ular com- 
pany for financing typewriters, and when the price got to $80 he 
thought the credit cost was excessive, that is, the char ge that was being 
harged. So he went to the bank and got much more favorable terms 
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from the bank. Tam sure this will happen in many cases, because he, 
for example, did not know what the rate was. It was only when he 
realized what rate he was paying that he began to shop for credit. 

I am impressed by facts presented by Mr. Beckman that merchan- 
dising of credit through the specialty store was approximately 75 
percent of the total cost and through the department store more than 
66 percent. ‘This is in connection with Mr. Beckman’s objection that 
interest is a credit charge and is not interest on money, where he is 
pointing out that really interest on money is a very little part of the 
total cost. In the case of the department store, the use of money or 
the money involved was only about a quarter of the total cost of credit 
operations. Now, if his figures are correct—and I do not question 
them—then I wonder if there is not a more efficient way of selling 
credit services. I really think there is when it costs 75 percent to sel) 
credit apparently, according to his figures, in a department store. 

Another result of this bill I predict therefore, will be return of credit 
merchandising to the financial institutions. 

Senator Dovgias. Professor Morse, I do not quite catch that last 
point. I do not understand the point you made. 

Dr. Morsr. If I can find his quotation here, it is that finance charges 
expressed in terms of simple annual interest is misleading. 

That the cost of money involved is but a relatively small part of the total cost 
in operating on a credit basis is evident from the data in table 14 and as depicted 
on chart VIII for a department store and a specialty store, respectively. For 
this purpose only some of the more direct credit service costs have been analyzed 
and even on that basis, it will be noted, the imputed interest on all the receivables 
was less than one-fourth of the total for the specialty store and less than one- 
third for the department store. 

Senator Dovetas. I suppose he meant that the bookkeeping and 
overhead costs were much greater than— 

Dr. Morse. The money involved. Therefore, it is not quite fair he 
says here to refer to this as interest, because it is not on money ; it is 
on services, 

Senator Dove.as. We were very careful to avoid the term “interest” 
and to use the term “finance charges.” 

Dr. Morsr. Yes, sir. My point was apparently it costs about three- 
fourths, or 75 percent, to administer credit through the specialty shop, 
which to me seems fairly high. 

I think our financial institutions can do a better job, and they will be 
permitted to do a better job if our consumers know what prices they 
have to pay and can be effective in their selection of the more efficient 
type of consumer credit services. 

Senator Dovucias. If we get appointments for you to lecture without 
fee before a number of State bankers associations over the country, 
would you be willing to accept these engagements? I understand you 
get travel expenses but no fee. 

Dr. Morse. I would have to check with my family and my employer, 
I think. 

Senator Doveias. I think vou could perform a very valuable mis- 
sionary service. I find great difficulty in getting this point over to the 
bankers. I spoke before a banking group in C hie ago last week, and I 
never found such a cold audience in my life, and I have spoken before 
a good many cold audiences. I think that the good work of the mis- 
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sionaries—and it is good work—would be as nothing compared to the 
good work which you could do amongst the bankers of this country. 

Dr. Morsr. My problem as a teacher, of course, is not to be a mis- 
sionary but to decide which ones are to be saved, 

Senator Dovgias. Perhaps during vacation. 

Dr. Morse. Messrs. Trotta, Beckman, and Holthausen stressed the 
difference in cost of different forms of credit, and Mr. Beckman con- 
cluded on page 28 : 

Thus, money, while the crux of the matter in a sense, is but a small part of 
the transaction. 

This may be true from the facts I have given. This may be true 
from the viewpoint of the retailer. Maybe money is only a quarter 
of the matter—I do not know—but to the consumer, money is the en- 
tire part of the transaction. If the consumer had the cash, why should 
he pay more for credit? He lacks the money. Unfortunately, the con- 
sumer viewpoint has been completely forgotten by these gentlemen, I 
believe, in their concern for the retailer. 

Mr. Beckman states as his second argument that disclosure of the 
rate would be misleading—that all transactions involving installment 
credit are not identical. He details the reasons for differences and 
concludes : 

This means that a mere comparison of rates of charge would be highly 
misleading. 

[ respect Mr. Beckman as a student of marketing but am appalled 
by his failure to realize that few if any items sold on the market 
are identical. This was his third argument as to why finance charges 
expressed in terms of simple annual interest is misleading. 

My colleagues at Kansas State University do considerable research 
in beef cookery. Because of the difference in animals, extreme care 
is taken to prepare tests of the left and right side from each animal 
in an experimental study. 

And when I worked with oranges in Florida T learned there is 
considerable difference in the sweetness of oranges—not only by vari- 
ety and by grove and by soil, but because of location on the tree—and 
even between the blossom end and the stem end. Furthermore, even 
among customers—and he has his type of customers that he recites— 
we have different types of customers for meat and oranges. We have 
those who squeeze and pinch and those who want the fat or the lean, 
et cetera. There are those who want funny books for their kids at 
the supermarket, want smiling clerks and check-cashing service, kiddie 
cars, and trading stamps, and whatnot. All of these affect the cost 
to the retailer. But does Mr. Beckman suggest that we not quote the 
price of meat or oranges On a per pound basis and simply quote a price 
on the amount purchased? This is all this bill asks—that credit be 
quoted on a rate basis. 

He has simply related, I daresay, some of the many, many problems 
which face the retailer: but these are nothing compared to the many, 
many problems the consumer is faced with. 

Mr. Holthausen claims that retailers extend credit to consumers by 
various methods. He lists the regular charge accounts, fixed-payment 
revolving credit accounts. chart-plan revolving accounts. long-term 
installment accounts, open-end installment accounts, coupon or scrip 
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accounts, option accounts, and flat rate finance accounts: and details 
all the factors of procedures, a page or more, on how they work. There 
seems to be some sort of a feeling that these all have a sacred place 
In our economy, in that they exist. Actually, they grew up as a 
result of consumer decisions, I would suspect. The market has used 
ingenious ways to devise methods to meet the consumer’s expressed 
needs, predicated on ignorance of consumers as to the true cost they 
are paying, quoted in terms of simple annual interest. 

If the conditions were to change in response to full disclosure of 
credit costs and rates, I think, so will business. And I would predict 
that the new business practices, whatever they may be, will be based 
upon better consumer judgments and will result in a more healthy 
economy. I see no reason to defend the past, which is based on 
deception. 

Mr. Beckman goes on to say as his third argument: 

Not all installment credit transactions involve the same cost, and for that 
reason the rate charges would have to vary. 

This is again given as a reason why finance charges expressed in 
terms of simple annual interest is misleading. 

I see nothing wrong with varving rates. In fact, I would be sus- 
picious if they did not vary. What else should one expect from a 
competitive economy? How else can consumers patronize the effic ‘ent 
and withhold patronage from the less efficient? Only if the rate is 
fully disclosed can the consumer shop effectively for credit. and this 
to me is the heart of a good competitive economy. 

I must say that the arguments against this bill that I have just 
reviewed reflect the feeling that has become all too prevalent. 

The prevalent feeling is “what is good for business is good for 
you.” and I suggest another motto, a motto which T think would make 
much more sense and is not radical at all; and that is “what is good 
for the consumer is good for healthy, legitimate business.” 

I say, let’s put first things first. 

Mr. Buckmaster expressed my sentiments better than IT when he 
questioned whether we want an economy based on suspicion, distrust, 
and deceit. An economy based on deception must be a false economy. 
T have felt that this bill which requires honesty and truth, could hurt 
only those economic conditions not worth preserving. 

Senator Dovetas. Thank you very much. Your testimony has 
been very valuable indeed. It has been very public spirited of yor 
to come out from Kansas to testify, to take time out from your duties 
e prepare this evidence. It isa public service of the first magnitude 

I do not. know how we could run a government unless there were people 
like you who have such pt ublic spi it We are deeply indebted to you. 
Thank you very much. 

(The exhibits accompanying Dr. Morse’s statement follow :) 
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combination presents such a clear picture that we have asked their 
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0d The introductory comments by Dr. Richard L. D. Morse, preceding the 
series, present the basis for these articles. We thank him and the 
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Consumer Credit 


Consumer credit—the lack of it, the enormity of it—the cost of it, the 
economy of it—its uses and abuses—is in the news. Home economists have a 
particular interest in consumer credit because of their concern with the prob- 
lems of families. To focus attention on this topic which plays so vital a role 
in the consumer economy, the AHEA consumer interests committee asked the 
Journat to publish adaptations of three talks given at one of the family living 
sessions of the annual Agricultural Outlook Conference held last fall in 
Washington, D. C. This conference is attended by home management 
specialists, agricultural economists, and farm management specialists from all 
the states. These three articles—the first of which appears in this issue— 
introduce three basic approaches to a discussion of credit: 


I. Consumer credit is primarily in the headlines today because of its tre- 
mendous impact on the economy. Credit stimulates production and employ- 
ment, which in turn permit further extension of credit. The recent rate of its 
growth has caused alarm that credit may be extended beyond the capacity 
of consumers to pay, thus imperiling the economy. Others argue that a 
tightening of credit might discourage production, cause the economy to spiral 
downwards, and thus lower the consumer’s level of living. The first article, 
“Trends in Consumer Credit,” is directed toward this aspect. 


II. Savings might be viewed as postponed consumption, money set aside 
for future needs; credit might be viewed as premature consumption, present 
needs met today but not to be paid for until the future. Money for an item 
purchased on credit is saved after the purchase, rather than before. The 
second article, “Who Uses Consumer Credit,” presents a summary of the kinds 
of people who prefer to borrow now and pay later, the people who find credit 
valuable to them in raising their current level of living. Such decisions are 
essential to home management, and they are of tremendous interest to the 
student of family life, the home economist. We see, for example, that today’s 
debtor is not necessarily in an impoverished, low-income, or shiftless segment 
of the population. 


Ill. There is a system of rewards and penalties governing money manage- 
ment decisions: the reward of interest earnings for savings and the penalty 
of interest payments for credit. If the advantage of having the refrigerator 
now is greater than the penalty cost of credit, then it is advisable for the 
family to buy on credit terms. But there is usually more than one source of 
credit. A comparison of credit costs might enable a family to reduce con- 
siderably what it pays for credit. Such cost calculations and comparisons 
are not easy to make. Furthermore, because of the complexity with which 
credit terms are quoted, it is difficult to simplify a discussion of credit costs. 
Yet this is reason enough for giving the third article, “The Cost of Consumer 
Credit,” serious study. We are remiss as home economists if we cannot give 
families adequate guidance in making wise credit cost comparisons to help 
them shop for credit intelligently. 


These are the three basic aspects of consumer credit: the economic, the 
family money management, and the buymanship. 


Ricuarp L. D. Morse, Chairman 
Consumer Interests Committee, AHEA 


Keprinted from Vol. 9, No. L, April 1957 JONKNAL OF HOME ECONOMICS, pare 273. 
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Trends in Consumer Credit 


Vo}. LO, Noe by April 2957 JOURNAL OF HOME ECOMOHTCS, 


What “Consumer Credit” Means 


The terms “consumer credit,” “consumer debt,” 
“short-term credit,” “installment credit,” and “mort- 
gage credit” have been bandied about so much that 
some clarification of their meaning is needed. 
Essentially, of course, credit is the asset side of the 
ledger and debt the liability side. Thus, “consumer 
credit” is money or purchasing power extended by 
the lending agencies to consumers, and “consumer 
debt” is money owed the lending agencies by con- 
sumers. Indebtedness of individuals can be broadly 
broken into two classes: mortgage debt (or real 
estate debt) and shorter term debt which includes 
a number of types of commitments, usually payable 
within a period of 1 to 36 months, In many pub- 
lications the term “consumer credit” is confined to 
a consideration of the shorter term obligations. It 
is in this sense that “consumer credit” is used here. 
However, it is frequently impossible to consider 
the implications of changes in the size of one type 
of commitment without also considering changes 
in the other. 

Short- or intermediate-term consumer credit may 
be further divided into two large groups, install- 
ment credit and noninstallment credit. Credit to be 
repaid in a series of installments is of various types, 
for example, automobile paper, other consumer 
goods paper—such as loans on refrigerators or fur- 
niture—home repair and modernization loans, and 
personal installment loans. The term “paper” used 
in connection with consumer credit means install- 
ment sales notes held by banks, other financial 
institutions, or retail outlets. Personal installment 
loans, frequently made by banks, are for‘unspecified 
purposes, as distinguished from installment notes 
for purchase of automobiles and the like. They are 
frequently used for emergency medical care and 
other personal expenses, but they may also be used 
for the purchase of a car, modernization of a house, 
or the purchase of household equipment. They are 
also often used for refinancing previous commit- 
ments, particularly in cases where a number of 
loans are being consolidated. Noninstallment con- 
sumer credit consists of charge accounts, service 
credit—such as that extended by doctors, dentists, 
utility companies, and dry cleaners—and single pay- 
ment loans which are repaid in a single lump sum 
at the end of a specified time period. 


pares 27-277. 


Margaret L. Brew 


Dr. Brew is a member of the staff of the house- 
hold economics research division of the Institute 
of Home Economics of the Agricultural Research 
Service of the U. S. Department of Agriculture. 
This article is based on a talk to the 34th Annual 
Outlook Conference in Washington. 


Arguments for and against Consumer Credit 


Because of its tremendous growth, consumer 
credit has, within the past few years, become a 
subject of considerable concern to economists, pub- 
lic administrators, and those who counsel families. 
Some economists argue that the growth of debt 
obligations for goods and services actually improves 
the position of the consumer. Increased purchases 
of goods stimulates production and, since produc- 
tion requires a labor input, results in greater income 
for consumers. Others argue that a large amount 
of consumer credit outstanding imperils the stabil- 
ity of the economic system, and, therefore, the 
financial security of the families who are a part 
of it. Family counselors can also argue pro and 
con on the subject of consumer credit. Consumer 
credit permits families to enjoy higher levels of 
living because they can purchase in advance of 
earned income such consumer durables as automo- 
biles and mechanical refrigerators. However, con- 
sumer credit is costly, and many families get into 
financial difficulties by taking on too large a total 
obligation. 


Growth of Consumer Credit Outstanding 


Since 1951 total short- and intermediate-term 
consumer credit outstanding has increased each 
year at an average rate of about 13 per cent. In 
1955, the amount of credit outstanding at the end 
of each month, as reported by the Board of Gov- 
ernors of the Federal Reserve System, averaged 
about 34.5 billion dollars as against 19 billion in 
1950, 7.5 billion in 1940, and 6 billion in 1929. Dur- 
ing 1956 there was a continued upward trend. At 
the end of December credit outstanding was 8 per 
cent higher than it was a year earlier. However, the 
rate of increase from month to month was lower 
during 1956 than 1955. 

These figures on dollars of credit outstanding in 
a sense overemphasize the increase that has taken 
place. ‘In 1955, personal disposable income and 
consumption expenditures reported by the De- 
partment of Commerce were about three and 
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one-quarter times what they had been in 1929; 
consumer prices were half again as high; and 
population had increased slightly over one-third. 
Therefore, for a better measure of changes in the 
use of consumer credit, it is desirable to eliminate, 
insofar as possible, the price and population vari- 
ables in order to study the relationships between 
consumer credit, income, and expenditures. 

In the chart titled “Consumer Credit, Expendi- 
tures, Income” the figures for disposable personal 
income, consumption expenditures, and consumer 
credit outstanding have been converted to dollars 
of constant purchasing power—in this case 1955 
dollars—and computed on a per capita basis for the 
years 1929-1955. These derived figures show con- 
sumer credit outstanding to have been $77 in 1929; 
$109 in 1940; and $209 in 1955. This compares with 
per capita consumption expenditures of a little 
over $1,000 in 1929 and 1940, and over $1,500 in 
1955. Thus, on a per person basis and in dollars 
of constant purchasing power, total consumption 
expenditures were half again as high in 1955 as in 
1929, whereas consumer credit outstanding was 
about two and three-quarters times as great. 

Another way of showing the growth of consumer 
credit is to compute it as a per cent of total con- 
sumption expenditures. In 1929, consumer credit 
outstanding was 8 per cent of total consumption 
expenditures; in 1940, 10 per cent; whereas in 1955 
consumer credit, expressed as a proportion of con- 
sumption expenditures, had reached the unprece- 
dented figure of 14 per cent. 

The principal pitfall in this approach, of course, 
is that the figures presented are average per capita 
figures. Consumer credit outstanding is not equally 
distributed among the population. Some persons 
assume debt obligations for purchases that bring 


CONSUMER CREDIT 








LABELING BILL 


CONSUMER CREDIT, EXPENDITURES, 
INCOME Per Copite 
ee 


Disposable 


b 
f 


1930 1935 1940 1945 1950 1955 
1955 DOLLARS 
Agricultural Research Service, U. S$. Department of Agriculture 
* SHORT- AND INTERMEDIATE-TERM Crepit Ovrt- 


STANDING, MONTHLY AVERAGE 


Source: Derived from data published by U. S. De- 
partment of Commerce and Federal Reserve Board 


their total expenditures above their current income. 
Others have income greatly in excess of their cur- 
rent expenditures. 


Relationship of Consumer Credit Outstanding to 
Consumption Expenditures ond 
Personal Income 


While it is not possible here to explore the 
little-understood economic implications of the rela- 
tionships between consumer credit, consumption 
expenditures, and personal income, it may be 
worth while to review briefly the relationships 
themselves. In all years since 1929, except the 
depression years, personal disposable income. has 
exceeded consumption expenditures. However, even 
in the depre: ‘on years, consumer credit outstand- 
ing had dropped very little—from about 8 per cent 
of total consumption expenditures in 1929 to about 
7 per cent in 1933. Many economists have attrib- 
uted at least part of the recovery which followed 
to the increasing willingness of consumers to take 
on debt obligations. From 1933 until the beginning 
of World War II, consumer credit outstanding rose 
even in dollars of constant purchasing power, and 
the average rate of increase was greater than the 
average rate of increase in personal income and 
consumption expenditures. 

The lack of availability of many consumer dura- 
bles in the years 1942-1945 coupled with the heavy 
educational program designed to get consumers to 
refrain from buying unnecessary items and price 
controls reduced consumer expenditures relative to 
income. The diminished purchases of durables, 
particularly, accounted for the low volume of credit 
outstanding; credit controls also served to limit 
credit buying in those years. 

The immediate postwar year of 1946 saw a sharp 
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rise in consumption expenditures; refrigerators and 
washing machines were coming back on the market. 
In dollars of constant purchasing power, per capita 
consumer spending then leveled off during the 
years 1947 through 1949, undoubtedly to a consid- 
erable degree in response to the sharp drop in per 
capita real income in the years 1945 through 1947. 
During this period consumer credit outstanding 
rose continuously. 

In 1950 there was another spurt in consumption 
expenditures and this time also in consumer credit. 
The scare buying in the latter half of the year be- 
cause of the beginning of hostilities in Korea con- 
tributed to this rise. However, sales of automobiles 
and other consumer durables had reached post 
World War II peaks even in the first six months of 
1950. Since 1951, changes in all three—income, 
expenditures, and credit—have been generally up- 
ward. 


Mortgage Debt 

While we are not specifically taking mortgage 
debt into account here, it might be well to call 
attention to the tremendous increases that have 
been taking place in this type of obligation. In 
dollars of constant purchasing power, mortgage 
credit outstanding on 1- to 4-family nonfarm houses 
has increased from about 31 billion dollars at the 
end of 1929 to 88 billions at the end of 1955. The 
rise in mortgage debt was especially sharp in the 
immediate post World War II years. These were 
years of great increases in building to make up for 
the lag in housing not only during the war years 
but also during the thirties. Housing Starts in 1933, 
for example, were only 10 per cent of those in 
1925, the peak year of the 20's. In 1944, housing 
starts were only 15 per cent of those in 1925. In 
1950, the peak post World War II year, housing 
starts were half again as high as in the mid- 
twenties. 


Total Consumer Debt and Consumer Assets 

In 1955, total mortgage debt of individuals and 
short- and intermediate-term obligations are esti- 
mated at about $700 per capita. For an average 
family of 3.6 persons, total consumer debt would 
have amounted to about $2,400 to $2,600. 

To round out this picture we should have figures 
for changes in the total assets of individuals and 
the relationship of consumer credit outstanding to 
assets. Unfortunately, there are no figures showing 
the total value of goods owned by families, but 
undoubtedly assets have been increasing in the past 
15 years. Figures for ownership of separate types 
of consumer goods support this premise. In 1940, 
44 per cent of the dwelling units in this country 
were occupied by owners as against 55 per cent in 
1950. In 1941, 51 per cent of the families in the 
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United States owned automobiles as against 60 per 
cent in 1950 and 71 per cent in 1955. Figures to 
show similar trends in ownership of mechanical 
refrigerators, washing machines, and TV sets could 
be added. 

We do have estimates of the financial assets of 
individuals in the United States and they, too, have 
shown growth. The Securities and Exchange Com- 
mission has reported total financial assets of 434 bil- 
lions in 1955. These include currency, bank 
deposits, U.S. savings bonds, and insurance and 
pension reserves. In 1955, these assets averaged 
more than $2,600 per capita, or, for a family of 
average size, between $9,400 and $9,500. The trends 
in consumer credit outstanding must be viewed in 
the light of the rising wealth of individuals in this 


country. 


New Kinds of Credit 


Another point that is a part of the framework 
of the consideration of the growth of consumer 
credit is the many new kinds of goods and, par- 
ticularly, services that can now be bought on credit. 
We are all familiar with the travel advertisements 
to take a trip now and pay later. Some of us may 
be less familiar with the fact that we can now pay 
for a college education on the installment plan. 
Credit cards can be used now not only for gaso- 
line purchase across the country but for hotels and 
even restaurant meal purchases. Furthermore, 
many businesses, such as department stores, are 
becoming aware of the profits possible in install- 
ment accounts and are promoting the use of this 
service. While many of these are still small items 
in the total consumer credit account, they are 
indicative of the growing acceptance of credit use 
by consumers. 


Greater Growth of Installment 
than Noninstallment Credit 

A much larger proportion of consumer credit 
outstanding today is in the form of installment 
credit than in earlier years, 76 per cent in 1955 as 
against 66 per cent in 1940. And most of the 
increase has occurred in automobile paper. Be- 
cause figures for some of these series are not avail- 
able as far back as 1929, comparisons can be made 
back to 1940 only. In 1955, automobile paper 
accounted for 34 per cent of the consumer credit 
dollar outstanding as against 24 per cent in 1940. 
Of course, consumers have been buying more auto- 
mobiles in the past few years than in 1940. Whereas 
only 1 in about 39 persons purchased a new auto- 
mobile in 1940, 1 in 23 persons purchased a new 
car in 1955. Furthermore, the character of the 
automobile has changed considerably: cars are 


heavier, have better motors and more elaborate 





614 


CONSUMER 


equipment today than in 1940; thus, the average 
amount spent per car, even in dollars of constant 
purchasing power, is higher. Both of these factors 
would account for increases in the dollar amounts 
of credit outstanding, even assuming the same ratio 
of credit to sales. Also, some of the increase in 
personal loans is thought to be used for the down 
payment or even the full purchase price of auto- 
mobiles; therefore, the proportion of the total 
accounted for by automobile paper does not repre- 
sent all of the consumer credit being used for 
automobile purchase. Another pertinent point here 
is that the period for loan repayment on cars has 
been growing longer; this tends to increase the 
amount of credit outstanding at one point in time. 

While other consumer goods paper, for example, 
installment credit on refrigerators, 
», and the like, increased both in current 
dollars and in dollars of constant purchasing power 
and on a per capita basis between 1940 and 1955, 
the proportion that this form of credit was of the 
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total had declined from 22 
is somewhat surprising in view 


to 20 per cent. This 

: of the large number 
of TV sets, freezers, and new types of refrigerators 
that have been introduced into American homes 
during the past few years. However, in recent years 
there has been an increasing tendency for new 
houses to be sold with household equipment in- 
stalled, particularly refrigerators and ranges. In 
such cases, the purchase of these items becomes a 
part of the mortgage debt rather than a part of the 
short- or intermediate-term obligation. 

To sum up briefly, the amount of short- and 
intermediate-term consumer credit outstanding has 
increased markedly in recent years and at a greater 
rate than consumption expenditures for goods and 
services and disposable personal income. However, 
consumer assets have increased also. Furthermore, 
it is significant that among the various types of 
credit extended, the greatest increase has taken 
place in automobile installment paper. 


Who Uses Consumer Credit? 


Reprinted from Vol. 9, Mo. 5S, May 1957 JOKNAL 


HAT more and more people are joining the 

ranks of debtors all the time is verified by 
consumer surveys as well as being reflected in the 
mounting total of consumer debt. The practice of 
deducting income taxes, retirement contributions, 
social security, hospital insurance, and other pay- 
ments from wages and salaries may have been a 
factor in the general acceptance of the pay-by-the- 
month method of family finance. Having learned 
that making regular payments is a relatively easy 
way of taking care of these obligations, families 
in larger numbers than ever before have adopted 
this system for other goods and services. William 
H. Whyte has coined the name “budgetism” for 
what appears to him to be a desire to put as many 
purchases as possible on the installment basis. He 
maintains that installment buying appeals because 
it saves making many decisions each payday as to 
how to spend the family income. 

We have several sources of information about the 
people who are consumer debtors. The most recent 
nation-wide survey for which data are available is 
the Federal Reserve Board’s 1956 Survey of Con- 
sumer Finances.* These data, which provide most 
of the information presented in this discussion, 
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Emma Holmes 


Dr. Holmes is a home economist in the Household 
Economics Research Division, Institute of Home 
Economics, United States Department of Agri- 
culture in Washington. This article, second in a 
series, is based on her talk to the 34th Annual 
Outlook Conference held last November. 


were obtained by personal interview with a repre- 
sentative sample of consumers early last year. 
We shall consider mainly what the Survey calls 
“personal debt”—all the kinds of short- and inter- 
mediate-term debt except regular charge accounts, 
for which data were not obtained. However, 
regular charge accounts are now less than 10 per 
cent of the consumer credit outstanding and are 
becoming relatively less important as new types of 
credit take their place. Installment debt is by far 
the most important segment of personal debt. 
The Federal study enumerated the 
spending units that were indebted as of the time 
of the survey. A spending unit consists of all 
related persons living together who pool their 
incomes. Husband, and children under 18 
living at home are members of one spending unit 


Reserve 


wife, 


1 Budgetism, opiate of the middle class. 
1956, pp. 133-137+ 

? 1956 survey of consumer finances: consumer indebted- 
ness. Fed. Reserve Bull., July 1956, pp. 690-706. 
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INSTALLMENT DEBTORS 
By Income, 1956 
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Other related persons in the household are 
separate units if they earn more than $15 a week 
and do not pool it. A spending unit may be a 
single individual. 

Early in 1956, 54 per cent of the spending units 
surveyed reported some personal debt. About 3 
out of 5 of these debtors reported debts amount- 
ing to less than $500, 2 out of 5, debts of $500 
or more. However, it is believed that reported 
amounts of debt are sometimes underestimates, be- 
cause the grand total of consumer debt as reported 
by survey respondents is less than the aggregate 
as estimated by Federal Reserve from lender re- 
ports. That people tend to understate how much 
they owe may indicate that they still have some 
feeling that debt is socially undesirable and are 
unwilling to admit how much they owe. Others 
may actually not know what their total debt is. 

Spending units with personal debt are found in 
all income groups, all age groups except the very 
young, among married people and single ones, 
workers in all types of occupations, and people 
living in all types of communities. However, cer- 
tain groups within these various categories seem to 
have greater inclination than others to use credit. 

Indebtedness for consumer goods and services 
isn’t necessarily a condition of the lower income 
groups. On the contrary, consumers in the middle 
and upper middle income groups are most likely to 
have such debts. In 1956, 63 per cent of the spend- 
ing units with incomes between $4,000 and $7,500 
reported personal debts, as compared with about 
40 per cent of those in both the under-$2,000 and 
the $10,000-and-over group. For installment debt 
alone, the relative frequency of debtors in the 
middle-income group is more marked (chart 1). 

We don’t know just why these differences exist, 
but we may guess what some of the reasons are 





In the lower income groups, there are many retired 
people whose need for the durable goods com- 
monly bought on credit may be small. Other 
families would be expected to have more interest 
in acquiring durable goods, but at this income level 
are hard-pressed to provide the necessities of liv- 
ing, to say nothing of making down payments and 
regular installments. Farther up the income scale 
families begin to feel that they are in a position 
to have some of the comforts and luxuries. The 
installment plan is attractive because it means they 
can enjoy these things while they pay for them, 
and they prefer this to waiting to accumulate 
money enough to pay cash. These middle-income 
groups include many young couples with children, 
who have an immense capacity to consume the 
goods credit will buy and enough optimism to 
be willing to take on debts. At higher income 
levels, more families have incomes and assets suf- 
ficient to pay cash for the things they want. 

In general, low-income debtors tend to have 
smaller debts than have higher income debtors. 
Only about 7 per cent of the spending units with 
incomes under $2,000 reported personal debts of 
$500 or more, compared with about 35 per cent in 
all groups with incomes of $5,000 or more. 

Within each income group, the spending units 
with little or no liquid assets reported personal 
debt much more frequently than did those with 
more assets. However, at all income levels there 
were some debtors who could probably have paid 
cash for their purchases; at least, they could cur- 
rently have paid off their debts if they wanted to. 
But they chose to keep their savings for other uses, 
one of which might be to make a down payment 
for another installment purchase. 

Experience of department stores offering revolv- 
ing credit shows that some people with incomes 
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By Marital Status, Age, Children, 1956 
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high enough to warrant use of a regular charge 
account choose an installment charge account in- 
stead. They do this because they like the idea 
of having longer to pay and paying a specified 
amount each month so that they can “budget” this 
amount. And they choose the revolving credit in 
spite of the extra cost imposed by the carrying 
charge, which is usually 1 to 1% per cent per 
month on the debt outstanding. 

Married spending units are more likely to have 
debts than are single ones, particularly when there 
are children in the family. Also, younger spending 
units are more likely than older ones to be in- 
debted, regardless of family status (chart 2). 
Early in 1956, 71 per cent of the married couples 
with children under 18 reported some personal 
debt, as compared with 43 per cent of those without 
children. Among all couples with children under 
18, the younger ones—those in the under-45 age 
group—reported debts more frequently than did 
older ones. Since many young families are buying 
homes, furniture, appliances, cars, and perhaps 
providing medical care for children and carrying 
many other expensive projects their needs and 
wants may easily exceed their current ability to 
pay. However spects for steady employment 
come make them confident about 
able to pay for present purchases out of 
future earnings. Also, the risks of serious illness 
or death are lower for them than for older families, 
and retirement is too far ahead to worry about. 

Having children in the famiiy not only increases 
for credit by increasing the number and 
quantity of goods and services required for living 
it also increases the pressure to buy goods that 
may not be considered exactly essential. Take TV, 
for example. The first family in the neighborhood 
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with a television set drew an audience from homes 


for blocks around. Other parents soon bought sets 


to keep their children at home, and because the ~ 


children begged until they did. And if they could 
not pay cash, they bought on the installment plan. 

It has also been noted that the proportion of 
spending units using credit tends to increase as 
the number of earners increases. Last year, 55 
per cent of the units with two or more earners re- 
ported installment debt, but only 40 per cent of 
those with one earner. In part, at least, this is 
an income difference. Families with more earners 
tend to have higher incomes, and the middle in- 
come group which is so well represented among 
debtors has many working wives. 

The occupational groups headed by skilled and 
semiskilled, and by unskilled and service workers 
have proportionately more personal debtors than 
any other. In these groups, about two-thirds of the 
spending units reported personal debt in 1956. 
Units headed by professional, semiprofessional, and 
managerial workers came next, then clerical and 
sales personnel, the self-employed, and last of 
all except for retired persons, farm operators 
About one-third of the farm operators reported 
some personal debt, but only half of these had in- 
stallment debt. In contrast, about 99 per cent of 
the debtors among skilled and semiskilled workers, 
whose incomes are more regular and certain, owed 
on installment purchases or loans. Chart 3 shows 
differences in installment debt by occupation. 

Regional differences are apparent in use of in- 
stallment credit, the South and West having a 
larger proportion of installment debtors than the 
Northeast and North Central regions. Fart of the 
difference in the South may be due to the makeup 
of the population, as Negro spending units tend to 
do considerable installment buying. 

Earlier studies have shown that families living 
outside the largest cities incline to.use of install- 
ment credit more than those in the cities themselves. 
Thus the trend out of the cities into the suburbs 
may be a factor in the increase in debt. Many sub- 
urban dwellers are young married couples with 
children, with incomes of medium size, and with 
homes requiring new furniture and appliances 
Suburban living may also call for two cars. Only 
3 per cent of all families had two or more cars 
in 1948, and about 10 per cent in 1955. 

These are some of the ways in which certain 
groups differ in the use of credit, or in the num 


ber of debtors a time. We «x 


ne point in 
have information about how many and which con 
sumers ever have or ever will make use of it. How- 
ever, we may conclude that if the present trend 


continues, most consumers are likely to use credit 
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sooner or later, in one way or another. For all 
consumers go through the stage of youth, and most 
through those of marriage and child rearing, when 
needs for credit are high. So over the period of a 
lifetime, chances are that almost everybody will 
sometime take advantage of the credit so freely 
offered in so many forms, for so many goods and 
services, and on such attractive terms. 

Another thing we do not know is how frequently 
spending units make use of credit. This probably 
varies much, from those who use it only a few 
times, possibly in early married life to set up 
housekeeping, to those who are always in debt to 
several creditors and always have part of their 
income earmarked for installment payments. 

Spending units in the United States have under- 
gone many changes in recent years. There has been 
a change in the distribution of income, expanding 
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the size of the credit-using middle-income group 
and reducing the low-income group. Plentiful work 
opportunities for women have brought wives into 
the labor force in increasing numbers, and em- 
ployment of wives is at a higher level than ever 
before. People are marrying younger, having more 
children, sending more children through high 
school and college. The number of households has 
increased substantially, due not only to population 
increase but to the high marriage rate, the un- 
doubling of families living together, and the greater 
tendency for single and retired persons to maintain 
separate households. The suburban population has 
grown at a rate higher than that of either the larg- 
est cities or the nation as a whole. These are some, 
though perhaps only a few, of the factors which, 
added to the growing habit of buying “on time,” 
may be back of the increase in consumer credit. 


What Cost Consumer Credit? 


Reprinted from Vol. h9, No. 6, June 1957 JOURNAL OF HOME BOOWOMICS, pages h1S-L16. 


ARIATIONS in the price and quality of con- 

sumer credit services present many com- 
plexities that make it difficult for consumers to shop 
effectively in this area. There are three basic 
problems that the consumer faces when he enters 
the market for installment credit. First, because 
consumer credit is not a uniform, standardized 
service, consumers find it difficult to know what 
they are buying. Second, consumers find it difficult 
to determine the cost of what they are buying. 
Third, the consumer is often insensitive to the 
financing cost, either because it makes little differ- 
ence in his monthly payments or because he is 
unaware of alternative sources of financing. 


Approaches to Protection from Excessive 
Charges 

There are two basic approaches to the problem 
of protecting consumers from excessive charges. 
One approach is to set maximum limits by law; the 
other is to urge or require lenders to disclose to the 
consumer all essential facts concerning the credit 
transaction. It is argued that this makes it possible 
for the consumer to “shop” for his credit and that 
the competition brought about by this process will 
drive finance charges to reasonable levels. Whether 
rates are regulated or not, the consumer should 
learn to “buy” consumer credit as effectively as he 
buys commodities or other services 
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Dr. Johnson is the Manufacturers and Traders 
Trust Co. associate professor of finance in the 
School of Business Administration at the Univer- 
sity of Buffalo. This article, adapted from his talk 
at the Annual Outlook Conference in Washington 
in November, is the third in « series planned 
by the AHEA consumer interests committee. 


Non-standard Service 


One of the advances made in other fields on 
behalf of the consumer has been to set up market 
grades of such items as butter and meat so that 
the consumer is able to compare price and grade. 
However, personal loans or sales credit are seldom 
as uniform as 90 score butter or premium beef. 
On personal loans many lenders provide insurance 
on the life of the borrower to pay off the unpaid 
balance on the loan should the borrower die and 
either cover the cost of such credit life insurance 
as part of the finance charge or make an additional 
charge for the insurance. Some lenders add health 
and accident insurance. 

The consumer is usually faced with a particularly 
complex finance package when he buys an auto- 
mobile or other consumer durable goods on in- 
stailment. Down payments and maturities vary 
considerably. Frequently the package includes 
insurance against accident, fire, and theft. Credit 
life insurance is common. Sometimes the package 
includes other types of insurance—personal acci- 
dent, health, hospital and ambulance, towing and 
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service, and bail bond coverage. Consequently, 
the consumer needs to make some effort to deter- 
mine just what he is buying and to separate the 


cost of insurance and sundry items from the cost of 
the credit. 


Problems of Calculating Cost 


Whereas the consumer is usually quite clear that 
he has paid 18 cents for a loaf of bread or 80 cents 
for a pound of butter, he is frequently unaware of 
the rate he has paid to obtain a small loan or to 
purchase a car on installment. For example, a 
recent survey of 311 families in Champaign-Urbana, 
Illinois, disclosed that about two-thirds of the users 
of installment credit did not know the amount of 
the finance charge or finance rate on their most 
recent installment purchase. Consumers must be 
able to figure the cost of credit if they are to use it 
wisely. 

Methods of describing charges. The three com- 
monly used types of finance charges are add-on, 
discount, and interest on the unpaid balance. The 
add-on method is frequently used in the install- 
ment sale of automobiles and other consumer du- 
rables. Under this method the finance charge is 
computed on the amount advanced and added to 
the amount advanced to determine the amount of 
‘the note. For example, if the unpaid balance on a 


piece of furniture were $100 for one year and the 
add-on rate were 10 per cent, the total note would 
be $110 and the monthly payment about $9.17. 

The discount method is used on FHA repair and 
modernization loans and on some personal loans. 
Under this method the finance rate is applied to 
the face amount of the note and the dollar finance 
charge is deducted from the amount of the note to 
determine the amount received by the borrower. 
For example, if a note were written for $100 for 
one year at a discount rate of 10 per cent, the 
borrower would receive $90 and his payments 
would be $8.33 per month. 

If the borrower wishes to receive $100, the trans- 
action under the add-on or discount method would 
be as shown in the table below: 


Proceeps DOoLLar 
To FINANCE 
Borrower CHARGE 


AMOUNT 
or MONTHLY 


Meruop Rate Notre PaYMENT 


Add-on 10% x $100.00 = $10.00 $110.00 $9.175 
AMOUNT PROCEEDS 
oF To 
Note BorrowER 
Discount 10% x $111.11 = $11.11 $100.00 $9.259 


The interest on the unpaid balance method is 
typically used by consumer finance companies (also 
known as small loan or personal finance companies ) 
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and by credit unions. Under this method at the 
time each payment is made the finance charge is 


computed on the unpaid balance that has been out. - 


standing since the last payment. The finance charge 
will vary with the number of days the borrower 
allows to elapse between payments as well as with 
state laws specifying the method of calculating 
monthly charges. 

Conversion to approximate annual rate. Con. 
sumers sometimes overlook the fact that, although 
add-on and discount rates are based on the original 
amount of credit granted, they are reducing the 
amount of credit outstanding with each monthly 
payment. When a borrower has been advanced 
$100 and repays $110 in 12 monthly installments, 
his finance charge is, of course, $10. However, the 
borrower does not have the use of $100 for the full 
12 months. As he makes each monthly payment of 
$9.17 the consumer has the use of a smaller amount 
of borrowed funds; that is, his debt declines from 
$100 to $0 over the 12-month period. Consequently, 
he has an average of about $50 to use during the 
period. Since he is paying $10 to have an average 
of about $50 for one year, he is paying an approxi- 
mate annual finance rate of about 20 per cent, or 
about double the stated add-on rate of 10 per cent. 


If the finance charge is discounted, that is, if he 
signs a note for $100 and receives $90, he is paying 
$10 for the use of about $45 on the average during 
the year, and his approximate annual finance rate 
is about 22 per cent. It is worth while to note that 
a given discount rate is always more expensive for 
the customer than the same rate applied on an add- 
on basis.” 


» Jean M. Due. Consumer knowledge of installment credit 
charges. J. Marketing 30 (Oct. 1955), p. 164 


? The method described for converting the finance charge 
from an add-on or discount rate to an annual rate gives only 
an approximate result that is somewhat too high. There are 
several methods of computing the “true” interest rate. Al- 
though the actuarial method is most widely accepted as the 
proper rate it involves a compound interest formula and 
tedious computation. Consequently, two other methods are 
commonly used that give very nearly correct results. The 
direct ratio method is the more accurate of the two, although 
the constant ratio is somewhat easier to use. In the constant 
ratio method: 

_2mD 
P (n + 1) 
where i equals the annual rate of charge; m, 
the number of payments in one year (usually 12); n, the 
number of payments to discharge the debt; D, the finance 
charge in dollars; and P, the principal or cash advance. If 
the add-on charge were $6 on $100, or 6 per cent, the ap- 
proximate annual rate would be 12 per cent, whereas the 
constant ratio method would show the annual rate to be 
11.1 per cent. 
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it a consumer borrows trom a credit union or 
consumer finance company, his effective annual rate 
may be computed by multiplying the monthly rate 
by twelve. Thus if his monthly rate is 114 per cent, 
his annual effective rate would be 18 per cent. 


Comparison of Finance Charges 


To shop for credit the consumer must be able to 
compare finance charges. He may face either a 
quoted finance rate, a quoted dollar finance charge, 
or neither of these. Quoted finance rates may be 
compared by converting each to an annual rate, 
which is somewhat less than double a stated add-on 
or discount rate and 12 times a stated monthly rate. 
For example, a stated add-on rate of 6 per cent 
(approximate annual rate, less than 12 per cent) 
is less than half as expensive as a monthly rate 
of 2 per cent (annual rate, 24 per cent). Where 
dollar finance charges are given, they may be com- 
pared by converting them to a cost per $100 per 
year. Thus a finance charge of $40 for a $500 credit 
for one year is an annual charge of $8 per $100 
($40/$500 x 100 = $8); a charge of $60 for a $300 
credit for two years is equal to an annual charge of 
$10 per $100 ($60/$300 x 100/2). If a dollar 
finance charge is not given, it must be determined 
by subtracting the amount received from the 
amount paid back, or the “cash price” from the 
“time price.” If you can buy a rug for $220 in 
cash, or for $20 down and $20 a month for 12 
months, the time price is $260 ($20 down payment 
plus $240 in monthly payments), and the finance 
charge is $40 (time price, $260, minus cash price, 
$220). Since you are paying $40 for credit of $200 
(cash price, $220, minus $20 down payment), this 
is an annual charge of $20 per $100. If your bank 
will lend you the $200 for one year for $12, an 
annual charge of $6 per $100, you will save $28 


on your purchase.* 


Indifference of Consumer to Financing Cost 


Even when the consumer knows the cost of 
financing, he is frequently insensitive to differences 
in cost. Although he may spend hours shopping 
for a refrigerator or an automobile, he often accepts 
whatever finance charge is offered. Consumers’ 
lack of attention to the finance charge may be 
attributable to two factors: (1) differences in cost 
change the amount of each monthly payment only 
slightly, and (2) the consumer is often unaware 
that differences exist in finance rates charged by 
various institutions. 

Effect of finance charges on monthly payment. 
If a consumer has an unpaid balance of $2,000 to 
be financed over 24 months, a 5 per cent add-on 
finance rate would add $200 to his unpaid balance 
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so that he would owe $2200 and repay that at the 
rate of $91.67 per month. Were his finance rate 
doubled to 10 per cent add-on per annum, his 
contract would be for $2400 and his monthly pay- 
ments would be $100. Thus a doubling of the 
finance charge has increased his monthly payments 
by $8.33, or by only 9.1 per cent. Furthermore, if 
the maturity of the contract were extended to 30 
months, the amount of the note would be $2500, 
but the monthly payments would be only $83.33. 
Consequently, the effect on the consumer of 
changes in the finance rate is relatively small and 
may be offset by changes in maturities. 


Lack of Knowledge of Rates Charged 


If the consumer is to sh p wisely for credit, he 
must be aware of the alternative sources of credit 
and the rates they typically charge. However, he 
should also understand that there is a considerable 
amount of specialization in the business and that, to 
some extent, the finance rate charged by a par- 
ticular institution predetermines the level of credit 
risk, or the quality of credit applicants, it can afford 
to accept. For example, some sales finance com- 
panies specialize in buying high risk installment 
contracts made with persons of moderate income 
and perhaps unstable employment but charge a 
high enough finance rate to cover their higher costs 
of collection and loss ratios. Thus a consumer 
should seek to secure the lowest finance rate avail- 
able for his credit standing. 

The consumer who is unable to pay cash to 
buy a rug must either borrow cash directly or make 
a down payment with the balance to be paid in 
installments. Although these alternatives have the 
same economic significance to the consumer, in the 
eyes of the law they are not the same, and an 
installment sale is usually not considered to be a 
loan. Rates charged on direct loans are adequately 
regulated in about 37 states by special legislation; 
finance charges on some installment purchases are 
limited in 12 states. 

(1) Direct loans. The principal sources of direct 
loans are consumer finance companies, commercial 
banks, and credit unions. The Illinois law regulat- 
ing consumer finance companies is fairly typical. 
It limits the monthly charge to 3 per cent on the 
first $150 of outstanding unpaid balance; 2 per cent 
on the amount over $150 to $300; and 1 per cent on 
the amount over $300 to $500. Thus a person bor- 
rowing $100 would pay 3 per cent a month, an 
effective annual rate of 36 per cent; a person 
borrowing $500 would pay 1.8 per cent the first 


3 Dollar finance charges may also be converted to annual 
rates by using the direct ratio or constant ratio formulas. 
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month, and up to 3 per cent per month after the 
unpaid balance declines to $150. A fairly typical 
rate for direct loans by commercial banks is 6 per 
cent discount, or an effective annual cost of about 
12 per cent. Credit unions are usually limited to 
one per cent per month, or an effective annual rate 
of 12 per cent. 

(2) Installment sale transactions. Although rates 
are far from uniform on direct loans, they are even 
more diverse on installment sale transactions. As 
indicated earlier, the “package” of credit, insurance, 
and other services varies widely, and, in addition, 
the product financed varies from items selling for 
$10 to items selling for several thousand dollars. 
Consequently, finance charges must be related to 
the item financed. 

Many new cars are financed through the dealer, 
who then sells the installment note to a bank or 
sales finance company or retains the note himself. 
When automobiles are financed through dealers, 
the add-on finance rate is most typically 6 or 61 
per cent per annum. Individuals who are able to 
finance purchases of new automobiles directly from 
banks rather than through dealers may typically 
pay add-on rates of 5 to 544 per cent per annum. 
Rates on the installment sale of used cars vary 
widely. Add-on rates of 842 per cent per annum 
on late model used cars and 12 per cent per annum 
on older models are probably fairly common. The 
higher rates charged on used cars are explained in 
part Ly the lower unpaid balances on these cars 
and the greater risk associated with used car con- 
tracts. Twelve states limit the finance charges on 
the installment sale of automobiles.* 

Finance rates on furniture and appliance con- 
tracts are usually higher and vary more widely 
than do rates on automobile contracts. Add-on 
rates of 7 to 10 per cent per annum are fairly 
common. Mail order companies charge around 
10 per cent add-on per annum, though the rate 
may vary somewhat with the maturity of the con- 
tract. Some jewelers and appliance and furniture 
dealers charge considerably higher rates, particu- 
larly on items selling for less than $50 or so. For 
example, the dealer who sells a $10 item for a 
dollar down and a dollar a week for ten weeks is 
charging an effective annual rate of around 105 
per cent (constant ratio method ). 

On FHA insured repair and modernization loans 
the rate may not exceed 5 per cent discount on 
the first $2500 and 4 per cent on the portion of t 
loan over that amount. 5 


® Since this article was written, the Illinois Smal) 
Loan Act was amended to permit loans up to $800. 
permitted maximum interest rate is unchanged on ocutetand- 
ing unpaid balances of less than $300, and is 1% on the 
amount over $300. 


Reasons for “High Cost” of Consumer Credit 


It would be misleading to present data on costs 
of consumer credit without indicating why costs 
are high. Comparison of consumer credit rates with 
interest rates on bank loans to corporations or with 
interest rates paid on savings deposits and govern- 
ment bonds overlooks the fact that consumer credit 
involves an expensive type of loan operation. The 
consumer must pay for the costs of advertising, 
credit investigation, monthly collection, and credit 
losses. Furthermore, it costs about as much to 
handle a $100 loan as a $500 loan. For example, 
the average cost per loan (excluding profits and 
income taxes ) made by consumer finance companies 
in Illinois during 1955 was about $33.66. To cover 
only this average cost, allowing nothing for profits 
or taxes, the annual finance charge on a $500 in- 
stallment loan for 12 months would have to be 
about 12.4 per cent; and on a $100 installment loan 
for 12 months it would be about 62.1 per cent 
(constant ratio method ).* 

To put the matter another way, the average 
finance charge collected by consumer finance com- 


.panies in Illinois was 2.30 per cent per month, or 


27.6 per cent per year. If these companies had 
furnished loans at cost, that is, if they had made no 
profits and paid no income taxes, the average 
finance charge would have declined only slightly 
to 2.07 per cent per month, or 24.8 per cent per 
year. In other words, 90 per cent of the monthly 
charges borrowers paid was for the costs involved 
in extending and handling these loans. These are 
costs which are unavoidably associated with grant- 
ing small loans carrying fairly high risk and with 
making monthly collections on these loans. 

Consequently, consumer credit is expensive be- 
cause of the expensive services provided along with 
the credit. Although the cheapest way to buy an 
automobile is to pay cash, many consumers do not 
have that alternative. When they seek credit, they 
need to know what they are buying, what they are 
paying, and they need to care enough and know 
enough to shop for credit. Only with proper edu- 
cation can consumers make worth-while savings in 
their use of credit. 


* California, Connecticut, Indiana, Kentucky, Maryland, 
Michigan, Nevada, New York, Ohio, Pennsylvania, Utah, 
Wisconsin. 


* This is only illustrative. Costs are related to loans 
granted in 1955, though some costs and income are charge- 
able to loans granted in earlier years; also, some of the in- 
come and a smaller portion of the costs associated with 
loans made in 1955 will not be realized until later. No con- 
sideration is given to the differences between fixed and 
variable costs, though this is not a serious omission, since a 
high proportion of the costs are fixed. 
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Exuisit B 


CONSUMER FINANCE CHARGES - Quotations Compared 


By 
Richard L. D. Morse 
Prof, of Family Economics 
Kansas State College 


Finance charges are quoted in #80 many ways that consumers often are confused 
as to the (1) cost of a loan, and (2) the rate of charge. These are facts a 
consumer shopping for the use of money should know. 


Loan term quotations tend to have an "economy" or "easy payment" appeal, with 
less emphasis on cost or rate information. Frequently advertisements read; "$5 
sown, weekly payments only ot," giving no information as to the number of weekly 
erments ar the cash aoe Qne leading car finance agency advertised car financing 

at 5% until the Federal Trade Commission issued a cease and desist order. Why? 
Because $6 added on to each $100 of the amount to be financed for one year is equiva- 
lent to a 11.1% rate on the money in use. (As the customer repays the loan, the 
principal balance is reduced, so the average amount of the loan over the life of 
the contract is oximately one-half of the beginning balance, See Method I 
in the discussion.) Even a government agency quotes rates which the average consumer 
might misinterpret, FEA Title I loons are computed at "S$ dlecomt” which 1s 
cntvubeel 40 S008 ef thee lous Delian. On the other hand credit unions, small 
loan companies, and home mortgage lenders generally quote rates which are not 
misleading (Method II). Rates on straight loans (Method III) likewise are not 


Unfortunately for the consumer, there is a legal distinction between interest 
and finance charges, An installment sale is ordinarily not viewed legally as a 
loan of money, and the difference between the time price and cash price is not 
considered as interest but as a finance charge, Admittedly, a $100 cash loan may 
not be the same as a $100 installment loan from the viewpoint of the lender, but . 
to the consumer these represent alternative ways of securing the needed $100, The 
consumer, also, might have considered sacrificing interest earnings by withdrawal 
of savings to attain the needed $100, If interest or finance charges were expressed 
as a percentage rate per annum on the money in use (the unpaid balance) the 
following discussion would be unnecessary. Furthermore, until credit rate quotations 
are simplified, consumers will be ridiculed for their failure to make wise credit 
decisions, 


It is hoped that the following discussion will enable consumers to reduce the 
confusion of credit quotations so they can shop for credit services as easily as 
consumers can compare interest rate earnings on savings. 
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The three major methods of quoting finance charges are described: 


I. 


II. 


Iii. 


I. 
Finance charge to get the "time balance" which, divided by the 
number of months, gives the schedule of monthly payments, 


The "add on" method. To the cash needed (Principal) is adde* the 


The finance charge is the cost of the loan; the rate mst. be 
calculated. The rate per annum is approxsnately doubte the finance 
charge per annum because the average balance of the loan is approx- 
imately ome-half the beginning balance. A more a-curate estimate of 
the percentage rate per annum is provided by dividing the finance 
charge times the number of pay periods in a year by one-half the 
beginning unpaid balance times the number of payments plus l, or, 
in formula form: 


rate per annum = (2) (finance charge) (number of eriods in a year 
princip number of payments + 1 


The "rate" method, The quoted rate is applied to the decreasing balance 
0 e loan ch is the actual money in use, The rate is known; the 
finance charge must be calculated. The finance charge per annum tends 
to be approximately one-half the quoted rate per annum, 


Payments may be unequal or equal. 


Ae waeatat payments, The payments to reduce the principal are 
e » but the finance charges decrease as the unpaid balance of 
the loan is reduced. A 1% per month loan repaid in 12 equal monthly 
payments will cost (.01) (4 P) (12 + 1) or, a more general formula 
for estimating the cost of a loan can be had by transposing the above 
forma: 


finance charge = (rate per annum inc number of ents +1 
2 (number of pay periods a year 


Be a Home borrowers are familiar with these "amortized" 
oans. e unpaid balance reduced slowly at first, then moves 
rapidly as the contract moves toward maturity because the finance 
charges take a decreasing share of the monthly payments. Annuity tables 
are needed to harmonize these two shares so that the principal is paid 
by the end of the contract and the finance charges yield the established 
rate throughout the life of the contract, 


Monthly payments @ Beginning unpaid balance n= number of months 
a at i i= rate per month 


The actual finance charge will be slightly higher than the above 
formula (for unequal payments) because the payments are less at the 


beginning of the contract. Nevertheless the above formula provides 
useful estimates, 


aS loans. The borrower has the full use of the beginning principal 
over the e of the contract, whereas under the above time-payment 


methods the principal is gradually reduced over the life of the contract. 


This method is actually a variation of Method II, involving no payments 
on principal until the loan is due. 
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I, 





The "Add on" method, 
—S———— 










Charges are "added on" to beginning unpaid balances in 3 or more ways: 


(1) 
As dollars per $100, e.g., $7/$100, (2) As a %, (3) As a % discounted, 







These are usually quoted for a 12 month period. 


Finance charges on two-year 
contract would be twice that of the one year. 








A note is written for the sum of the beginning unpaid balance plus the finance 
charge, which when divided by the number of months gives the monthly payments. 


(1) 








"add on" in dollars of charge per $100 for a year. Example: 









Cash price $125 
Less down payment 25 
Cash needed - principal 100 
Finance charge @ $7/$100 7 


Time balance, note 
Payable in 12 equal monthly payments @ $8.92/mo. 








"add on" in % of unpaid balance per year. For example, the above 
example could have been quoted as 7% finance charge rather than $7/$100. 








(3) “Add on" in % discount. For example, FHA Title I repair and moderniza- 
tion loans are quoted as 5% discount: 























Cash needed - principal 
Finance charges @ 5% discount 
Time balance, note $105.26 

Payable in 12 equal monthly payments @ $8.78/mo. 


When a note is discounted, the "add on" is compounded. Charges are 
computed not only on the principal, but also on the interest. ($5 
is added to the $100, then 25¢ is added to cover the $5, then l¢ 
covers the 25¢). The effect of the discount is to increase the cost 
of the loan. 


$100.00 





Kansas Sales Finance Act. The Kansas Sales Finance Act, passed by the 


Special 1950 Legislature, employs the "add on" method. The established 
maximum charges vary with the type of goods being financed: 


Motor Vehicles. 





New cars $7/$100/yr. which is equivalent to 12.9% 
1-2 yrs. old $10/$100/yr. which is equivalent to 18.5% 
Over 2 yrs. old $13/$100/yr. which is equivalent to 2.0% 








Services and goods other than motor vehicles, 









Portion of (beginning) principal balance $300 or less $12/$100/yr = 22.2% 
Portion of (beginning) principal balance between $300 

and $1000 $9/$100/yr = 16.6% 
Portion of (beginning) principal balance $1000 or over $8/$100/yr = 14.8% 
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Conversion of “add on" rates to cen’ rates on money in use, Dollar costs 
are e ge, er, on balance, under- 
estimates the rate of charge for the balance owed. The last colum reflects a 
more accurate estimate of the rate of "interest" the customers pay. (See p, 2 


for forma). 
Add on per $100 Monthly Percentage Rate per annum 

per year Payments on Balance owed. 

$4 $8.67 7.38% 

5 8.75 9.23% 

6 8.83 11,084 

7 8.92 12.92% 

8 9.00 14.77% 

9 9,08 16.62% 

10 9.17 18.6% 

pal 9.25 20.31% 

12 9.33 22.15% 

13 9.12 2, .00% 

uw 9.50 25 85% 

15 9.58 27.69% 

16 9.67 29.54% 

17 9.75 31.38% 

18 9.83 33.23% 

II, The Rate Method, 


Finance charges may be quoted as a % computed monthly on the unpaid balance each 
month, That is, the actual rate quoted is comparable to the right column of the 
above table. The finance charge (left colwm) must be calculated, (The formla 
is given on page 2). 


Ae mon’ ts. As the principal is reduced the finance charges are 
rate remains the same, but the amount owed decreases, 
Gredit revol: Ne Se eee eee a ee eee 


outstanding balance each month, If this monthly 
balance is $100, the credit charge is $1,50/mo. or $18 per year if balance 
is maintained. This is a rate of 18% per annum. 


CSIs TK oe ene) oe or oe ae Anne Saeee eal Sant, 
annum). For example, a $100 note to be paid in 12 equal 
multi allie of Ol. pies Geeeael 6 WF eoukt be wench ap ution 


Month Principal Balance Payment Gredited to Principal 
at Beginning of Interest Principal Balance at 
Month End of Month 


$100.00 $9.33 $1.00 $8.33 RZ -67 
91.67 9.25 92 8.33 
83.34 9.16 283 8.33 a 
75201 9.08 075 8,33 66.68 
66.68 9.00 267 8.33 > 58.35 
58.35 8.91 258 8.33 50,02 
° 8.83 50 8,33 41.69 
41.69 8.75 li2 8.33 33.36 
33-36 8.66 33 8.33 25.03 


: #) omit 6:39 
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B. Equal payments - "amortized loans", Monthly payments are equal; payments on 
principal and interest are “are combined into equal payments per month, These are 
referred to as "amortized loans". Under this arrangement the customer pays 
the seme amount each month, 


Under *he cthcr arrangement, as shown in the previous table, payments on 
principal cre the sume, but the interest charge decreases. Under the amortized 
plan, as showm in a comparable table below, the payments on principal are lower 
the first half-life of the contract and the accummlated interest charges there~- 
fore are scmawhat higher; $6.61 instead of $6.50, The rate is the same, but 
the amount of money in use is different; $661.17 instead of $650.22. 


Credit Union Loan ~ Set up es an amortized loan. $100 note @ 1% per month to be 
paid in le equal monthly payments of $8.89 (with slight adjustment the last month). 


Month Prinsips1 Brlence at ayment Credited to Principal Balance 
Reginning of Month Interest Principal at Bnd of. Month 
1 $100.00 $8.89 $1.00 $7.59 $92.11 
2 92.11 8.89 092 7.97 84.14 
3 84.14 8.89 28h 8.05 76.09 
\ 76.09 8.89 076 8.13 67.96 
5 67.96 8.89 068 8,21 59.75 
6 59.75 8.89 60 8.29 . 
7 51.46 8.89 51 8.38 43,08 
8 43.08 8.89 443 8.46 3.62 
9 34.52 8,89 235 8.54, 26,08 
10 26,08 8.89 26 8.63 17.45 
lu rH re el? 8.72 8.73 
12 ei3 ° 2 e 8.7 = 
Total: $461.47 $106.61 en ss 
Small Loan | Cor PEeE Kansas Consumer Loan Act limits rates to 3% per month of unpaid 
Balances Cor less, and 5/6% per month of any remainder of such balances up 
Home Mortexge Financing -- amortized. FHA, V.A. (G.I.) and many other home purchase 
loans are amcestined, “sbalated b below is a partial schedule of an home amortized 
loan with interest at 6% per anmm cr # per month, 
Purchese price $12,000 
Cath payment 2,000 
Loan principal 
To be paid in 120 Qo yrs.) monthly payments at $111. 03 per month 
Month Princival Balance at Payment Credited to Principel Balance 
Beginning of Month Interest Principal at End of Month 
1 $10,000.00 $111.03 $50.00 $61.03 $9,938.97 
2 9,938.97 111.03 49.70 61.33 9,877.6 
9,877 64 lll. - 49.39 61.6h 9,816.00 
Se « eo ee ce eee e e $68 0 2.20% &°? rm “ee eee 
120 130.18 o 
Totals roa 3 3,303.0 $10,008: 
An alternative method of financing home purchases is the "straight mrtgage 
type as describe od under III. That is, the borrower would sign a note for $° 
and each year pay $600 interest until the last year when both principal and 
interest would be due $10,600.) 
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III, 


Straight Joon - no monthly payments on principal. 


Finance cherjcs oie cvoted on the principal and no payments on principal 
ave made witil the loen is due, 


7a 
sia 


rew teday $100 (sign note for $100 plus 
interest at 8%.) 
A ycas hence repay $108 


This is an $8 cherge for the use of $100 for one year which is $8/$100/year, or 
8% per anmm. 


Banks frecucntly "discount" such loens, so if you need $100: 


Sien note $108.70 @ 8% discounted 
lisceive today 100,00 
A yorct hence repay 105,70 


This is a $6.70 charge fer the use of $100 for one year, which is $8.70/$100/yr,, 
or 8.7% por erm 


Summary 
Tt is importcat to know the $ cost of credit so that family finances can be 


arranged to mess the ccst, It is also important to know the rate of charge if 
one is to si0p for credit, Rates expressed in % per annum for money used facil- 
itatc comparisons not only between customary credit sources, but in giving con- 
sideration to withdrawal of savings at a sacrifice in earnings. 


‘the “ade on" methods show the dollar cost, but the % rate must be calculated, 
Retes quovci un undaid balances show the % rate, but the dollar cost must be 
calculate, Th? attichci chart has been constructed to facilitate conversion of 
dollar ccsts to »ate p= annum or per month, and rates to dollar cost. Although 
the chert is becod cn assumed $100 loan to be repaid in 12 monthly payments, loans 
for other emunis or othes time periods will be proportional, 


TZsted bet er 


OW 


a 


1 few of the typical quotations: 





Typical Quotation $ Cost Per Year Rate Per Annum 
Per $100 On Money Used 
le Add on method 
$5/$100 udd on $5.00 9.2% 
5% discount add on 5226 9.7% 
$7/$100 edd cn 7,00 12.9% 
$O/PLiGU eua wa 8.00 14.8% 
II. Rate method 
1% per menth 6.50 12.0% 
3% per month 19.50 36.0% 
Itl. Straight loam 
per annum 6.00 6.0% 
6% per ernum discount 6.38 6d 


wher _considerotions: 


i. 


Cherges foc Lifo and disability insurance to cover unpaid balances, 


Same 


carry sich coverage at no added cost (H.F.C., Credit Union); others add 


on 324/$190 te $1/$100 of beginning unpaid balance per year. 


veries 


The coverage 


trom life only to life and disability to life, bail bond, towage, etc, 
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2. Delinquency charges and penalties, Some simply continue charges at same rate 
(Credit Union), while others may add severe charges for delinquencies, 


3. Advance payments =< some allow refunds of credit charges if consumer is able 
to pay off the loan more rapidly than the contract provides, with proportional 
reduction in finance charges, (credit union, Kansas Consumer Loan and Sales 
Finance Acts), others,deduct fr@m such refunds an acquisition cost. 


or lh. Extra charges for investigation fee, filing fees, etc. 








Cost or % Rate of $100 to be 
Repaid in 12 Monthly Payments 


lyr, 










} Cost in 
Dollars per year 
(Finance Charge) 
n be $12, e . ° ° ° ° 9 + ° Y . +. . e ° € * e e o © 
if ‘| 
cil- i. Note: For a $200 loan, double the 
on- cost shown or halve the rate. For si idan 
10, a two-year loan, double the cost “ee s 
or halve the rate. Loans in other 12% “fh 
lated, 2. amounts and for other time periods Siw atu 
| 8 will be proportional, 
4 - 
= 7 Addon . 
loans 7 ‘a . 
Pil Anaeie 
L 
> im 2s me 2 16 17 18 #19 2 21 
get ; % rate per annup ° . 
_— ; ; ; : ; 
oe if 1/2 3/4 1 14 13 
ame % rate per month 
i 
a Finance Charge as a % of Unpaid Time Balance 


8, etc, 
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ExHIBIT C 
CREDIT AND ITS USE 


ATTITUDES AND PRACTICES OF KANSAS FARM-OPERATOR FAMILIES, 1955 


Peaks in income and expense seldom come at the same time. Credit and 
savings can be used to level out the unequal flows of money. 

If a new tractor is needed before the crops are to be harvested, credit may be 
necessary. And cash receipts from a bumper crop may be set aside for use in the 
less bountiful years. Thus, savings and credit in these and many other ways 
play a legitimate role in farm-family management. 

Some families save in advance so they can pay cash for their purchases, 
while others save after the purchase. That is, those who buy before they have 
enough cash, buy on credit terms. They pay off the indebtedness in one or more 
periodic payments, and in effect, save for the item after they have purchased 
it. Logically, it is economical to purchase on credit terms if the cost of 
the credit is less than the loss suffered in waiting to save to buy on cash 
terms. Often the gain is not known with certainty, but must be anticipated 
with some degree of uncertainty. On the other hand, the obligation to satisfy 
creditors is fixed by contract and is certain. Thus, credit involves some degree 
of risk not only to the lender, but also to the borrower. Although credit, if used 
advantageously, brings reward, families who are fearful of such obligations 
may deny themselves opportunity for economic gain. Also, if families are to 
obtain credit, credit agencies must he available. So it is appropriate in a study 
of family financial security to estimate families’ attitudes toward credit and their 
use of credit facilities. 

To ascertain the attitudes of Kansas farm-operators toward ¢redit and their 
use of credit, this survey employed several questions. One set of questions 
specifically asked the farm-operator families about their attitude toward credit 
and the type of credit they had used. Their experience with and inclination 
toward using credit to meet large and unusual expenses was also asked. The 
extent of their debt involvement was obtained in calculating their net worth. 
With this complex of estimates it has been possible to contrast stated attitudes 
with practices, and to develop an estimate of farm-operator’s attitude toward 
credit and their use of credit. 


ATTITUDF STATEMENT 


“What is your attitude toward credit?’ was asked of all 427 families. Most 
(S5 percent) said they preferred to pay cash although 90 percent considered 
credit acceptable for buying real estate, farm equipment, or for expanding farm 
business. Less acceptable was the use of credit for house repairs (70 percent), 
house remodeling (43 percent), or purchase of household equipment (54 percent). 
In the extreme position were 7 percent who reported they always paid cash, and 
at the other extreme 10 percent who felt it was all right to use credit for anything. 
Most of the families felt they needed to use credit to “establish and maintain a 
good credit rating.” So, although 85 percent preferred to pay cash, a large propor 
tion (78 percent) felt credit should he established for future, if not current, use 
These data are presented in table C-1. 


TaBLe C-1.—Farm-operator attitudes toward the use of credit 


In agreement In agreetnent 
with statement with statement 
Statement Statement 


Number Per- I Per 


families vent 

All 527 100 OK for house repairs 371 70 
OK for buying real estate 475 90 || OK for buying household equip 
OK for buying farm equipment 470 RY ment 282 a4 
OK for expanding farm business - 470 RY OK for house remodeling 227 43 
Prefer to pay cash 446 85 | OK for monthly charge accounts 1fi2 31 
Need to establish and maintain OK for use for anything 5 10 

good credit rating 412 78 Always pay cash 7 


Based on 527 families 


— 
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The attitudes expressed varied somewhat by the age of the operator and 
the net worth class of the families as shown in table G-3 and G-—6. Older 
families and families of high net worth tended to always pay cash. Those 
with high net worth favored the use of credit for the purchase of farm equip- 
ment, but less than one-half thought credit should be used for the purchase 
of household equipment, and only 5 percent thought it proper to use credit for just 
anything. Families of low net worth more frequently said they preferred to 
pay cash, but less frequently reported paying cash. They generally tended to be 
more disposed toward the use of credit. This was also true of the younger farm 
operators. Both lower net worth and the younger families felt the need of 
credit to establish their credit rating. As might be expected, the older families 
tended to be more conservative in their attitude toward the use of credit. 

In summary, the attitude toward the use of credit was favorable for the pur- 
chase of farm-related items, but less favorable for the purchase of household- 
related items. The wealthiest families were most discriminating in this respect. 
Younger families were more generally disposed to the use of credit than the 
older families. 


USE OF CREDIT FOR MAJOR EXPENDITURES 


An effort was made to find out how many families had been faced with un- 
usually heavy expenditures and how they met these demands. It was felt their 
replies might give some indication of their reliance on or resort to credit when 
in actual need.* 

Also, an effort was made to discover whether they anticipated such large 
expenditures in the next 5 or 10 years. And if so, how they expected to meet 
these needs. If they anticipated recourse to credit, this would indicate their 
disposition to credit as a means of meeting emergencies. 

The numbers of families indicating they had been faced with large expenditures 


since marriage, or felt such expenditures likely in the next 5 or 10 years are 
presented in table C—2. 


‘ 


TaBLE C—2.—Families indicating past or anticipated larye expenditures (N=527) 


| e lI} | 
Likely in next— || | | Likely in next— 
Large expenditures | Since |_ ______|}'~=s~ Large expenditures | Since 
items imarriage | items marriage 
| 5 years | 10 years || 





| 
5 years |10 years 


| | | i} | | 


Purchase of farm equip- | || Large improvement on 
ment ; 519 343 349 home - -. ; 314 252 | 255 
Purchase of automobile - | 517 414 444 || Major medical care _- _- 307 148 | 151 

Purchase of home appli- | | ell || College or special educa- | | 
ances _ _- 500 316 | 322 tion _ - : 220 222 232 
Cost of childbirth. _- 472 160 157 || Funeral expenses - _- 130 96 96 
Purchase of farm _ - . 367 199 | 208 || Care of relatives --___- 125 111 111 
| | i] Other __- hand 526 524 524 


How did these families meet such large expenditures, and how did they plan 
to meet them in the future? A number of these families planned to use credit 
or had used credit. Shown in table C-3 is the number and percent of families 
indicating use of credit to meet these large expenditures. 





1The question asked was: “In the lives of many families there are times when the 
family is faced with unusually heavy expenditures. Has your family, since marriage, been 
faced with such expenditures? And if you have, how did you meet the expenses?” 
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TABLE C-—3.— Number and percent of families with large expenditures who have 
used or plan to use credit 


Used credit Plan to use credit 
Large expenditure items Next 5 years Next 10 years 
Num- Per 
ber eent ! 

Num- | _ Per- Num- Per- 

ber cent ! ber cent ! 
Purchase of farm equipment 312 60 125 36 130 37 
Purchase of automobile 258 i) 119 29 134 30 
Purchase of home appliances 145 29 47 15 50 16 
Cost of childbirth J 24 5 ; oat. 
Purchase of farm__-.- 297 81 51 26 58 28 
Large improvement on home 4 30 34 14 38 15 
Major medical care 41 13 14 4 14 Q 
College or special education 14 6 11 5 11 5 
Funeral expenses ; 10 . 6 6 6 6 
Care of relatives 4 eu 4 3 4 4 4 4 


1 Based on the number of families who had made or anticipated making such expenditures 


One-half or more of the families had used credit to purchase their farm (81 
percent), farm equipment (60 percent), and their car (50 percent). On the other 
hand a much smaller percentage of those families anticipating the purchase of 
such items planned to use credit. The largest number of families planning to 
use credit was in connection with their car purchase (134). Though only 30 
percent planned to use credit, 50 percent had used credit for previous car pur- 
chases. The disposition of farm families to avoid credit is indicated in table C-, 
for in no case is the percent of families planning to use credit greater than the 
state plans for the use of credit than actually to use credit. 

Table C-3 shows those expecting to use credit or who have used credit. The 

Table C-3 shows those expected to use credit or who have used credit. The 
percentages shown in table C—3 are based on the number of families as recorded 
in table C—2 who have made or were planning to make the specific expenditures. 
For example, many of the families did not plan to purchase farms and therefore 
did not plan to use credit for this purpose. Of the 367 families that purchased 
farms, 81 percent or 297 families used credit. However, of the 199 .families 
that anticipated buying farms in the next 5 or 10 years, only 26 or 28 percent, 
respectively, plan to use credit. 

Families were more inclined to plan for the use of credit in connection with 
farm operations or farm purchases than with expenditures related to home and 
family living. Perhaps signficant in terms of family financial security are the 
13 percent of the families who had used credit to meet large medical expenses 
and the 9 percent who felt they would need to finance such expenditures in the 
future through credit. None of those anticipating child birth anticipated need 
jto use credit to meet these costs, yet 5 percent had used credit in the past. 
Funeral expenses apparently were higher than could be met out of current 
income for 8 percent of the families had used credit and 6 percent planned to 
use credit if such expenses should arise. College expenses in contrast with some 
of the less predictable expenses can be anticipated and a savings program can 
be established to meet such expenses when they arise. Yet, 6 percent of those 
who had such expenses used credit and 5 percent plan to use credit when the 
need arises. 

TYPE OF CREDIT USED 


Further information was obtained by asking the farm operator families what 
method of payment they had employed in buying specific consumer goods and 
services or in purchasing farm-related items. They were asked if they had paid 
cash, used charge accounts, or arranged installment payments. And, if they 
had borrowed money so they could pay cash, had they borrowed from a bank, 
savings and loan association, finance company, relatives or friends, an insurance 
company, or others. The replies are shown in table C—4. 


——a-e 





TABI 


Groet 
Clott 
Hom 
Fami 
Farm 
Seed, 
Truc 

Lives 
Buil 

Real 

Medi 


It 
the 
(13 
fert 
less 
pay 
erel 
fact 
son 
if t] 
CTO) 
ten 
pay 
mel 
on | 
mol 
pre 

c 
(20 
clot 
pur 

I 
(12 

7 
fro 
rep 
rea 

I 
im] 
Fir 
con 
or 1 

I 
est 


oth 


(Os 


have 


ears 


Per- 
‘ent ! 


16 


1 (81 
other 
se of 
ng to 
ly 30 
' pur- 
> C-3, 
n the 


The 

The 
orded 
tures. 
‘efore 
hased 
nilies 
recent, 


with 
e and 
re the 
enses 
n the 
need 
past. 
irrent 
ed to 
some 
n can 
those 
n the 


what 
s and 
1 paid 
they 
bank, 
irance 





CONSUMER CREDIT LABELING BILL 631 


TaBLE C-4.—Number of families reporting use of each designated method of 


payment or source of credit in financing purchases, N-527 


Method of payment Borrowed money from 


j a j ‘ j j 
| | | 


Item | | | Savings| Finance Rela- | Insur- 

Cash | Charge | Install-| Bank | and | com- | tives | ance 

account| ment | loan | pany and | and 

| | | friends | others 
‘ . ‘i s eee 
Groceries | 510 | 69 0 | 5 | : nt 1 
Clothing ne 517 | 40 4 | 4 | er 1 
Home furnishings and equipment 502 | 18 | 121 | 29 rate 12 3 2 
Family car end 470 | 5 | 111 | 130 » 25 8 | 6 
Farm equipment 457 | 9 123 200 10 | 14 12 
Seed, feed, and fertilizer. __ 486 83 3 59 oe . l 5 
Truck gas and oil_- 429 | 208 3 23 5 
Livestock 398 194 |__ 3 10 
Building materials 395 41 4 48 | 3 | 2 5 14 
Real estate 285 134 | 13 1 93 98 
Medical and hospital 508 12 1 37 | 5 13 


Items which are not purchased by cash payment and presumably bought with 
the aid of credit are, in descending order: Real estate (241), building materials 
(132), livestock (129), gas and oil (98), farm equipment (57), seed, feed, and 
fertilizer (41), groceries, clothing, furnishings, and medical expenses (25 or 
less). There is probably in upward bias in the number of families reporting cash 
payments for several reasons. Since 85 percent of the families expressed a pref- 
erence to pay cash, they also tended to report making cash payments when in 
fact they did not. Furthermore, the interviewers gained the impression from 
some families that a delay of 60 or 90 days in payment was not credit. That is, 
if they bought a piece of farm equipment prior to harvest and paid cash from the 
crop receipts, they felt they paid cash and did not use credit. Also, families 
tended to combine cash and credit. For example, 470 families reported cash 
payment for the purchase of their car, yet 111 reported purchase on an install- 
ment payment plan. This is an excess of 54 familiés, so some families reported 
on both methods of payment. Even those who paid cash may have borrowed the 
money with which to pay cash, so reported cash purchases should not be inter- 
preted a purchase made out of current income or past savings. 

Charge accounts were used most frequently in the purchase of gas and oil 
(208), seed, feed, and fertilizer (83), groceries (69), building materials (41), 
clothing (40), while less than 18 reported use of charge accounts for other 
purchases. 

Installment credit was used for purchases in three areas: Farm equipment 
(123), home furnishings and equipment (121), and the family car (111). 

The farm families made extensive use of bank loans, using money borrowed 
from the bank to buy items in all categories. Bank loans were most frequently 
reported in connection with purchase of farm equipment (200), livestock (194), 
realestate (134), and the family car (130). 

Loans from savings and loan associations are restricted to real estate and home 
improvement, and such loans were reported by a small number of families. 
Finance company loans were not extensively reported, and when used, were in 
connection with the purchase of the family car (25) and equipment for home (12) 
or farm (10). ; 

Relatives and friends loaned money to these families for the purchase of real 
estate (93), farm equipment (14), and the family car (8). Insurance loans and 
other sources were employed to obtain money for the purchase of real estate 
(98) and most of the other items listed. 
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If the families did not pay cash, or, if they used credit, what type of credit 


did they tend to use? 
Expenditure items 

Groceries_.- TARE Eo ae 

I I oF cic ance trnmoencons 

OC a i ic enone 

Seed, feed, and fertilizer_________- 

Home furnishings and equipment__- 

Family car 

Farm equipment 

Livestock 

Pn OMDONEIIG ek 

Real estate 


The data from table C-4 may be summarized as follows: 


Usual credit source 

Charge account. 

Do. 

Do. 
Charge account and bank loan. 
Installment contract. 

Do. 
Bank loan and installment contract. 
Bank loan. 
Bank loan, and charge account. 
Bank loan, insurance, and relatives, 


Medical__._._-- Bank loan, insurance, and charge ac- 


count. 


EXHIBIT D 
{From Christian Science Monitor, Apr. 25, 1957] 


Not INTERESTED IN INTEREST 


Most consumers have some idea of what they are paying for meat or vegetables, 
shoes, gasoline, movie tickets, or electric light. But very few apparently give 
much attention to what they pay for credit. And in the budget of the average 
American family—these days of buying cars, refrigerators, television sets, wash- 
ing machines, clothing, and vacation trips on the installment plan—the cost of 
credit is no longer a negligible item. 

In a survey of 311 families in an Illinois community recently it was found 
that 2 out of 3 did not know what finance charges they were paying, either in 
dollars or interest rates, on their latest installment purchases. The staff of the 
Federal Reserve Board believes this indifference is widespread, but believes 
part of the confusion is due to a variety of methods of calculating charges of 
discounts. 

The New York State Legislature has enacted a law which requires sellers 
in all installment or credit purchases to itemize the finance charges, to list 
separately any insurance or service charges, and to show the rate in terms of 
dollars per $100 per year—in other words, percentage. Limits also are set on 
the interest cost. 

Two exceptions are revolving credit accounts at department stores and per- 
sonal loans by small-loan companies. On these the interest is stated on a 
monthly basis, and may range up to 1144 percent a month (equal to 18 percent a 
year) on unpaid balances. 

One point not always remembered by installment plan borrowers is that if 
interest is figured on the amount borrowed, that amount is being reduced by 
regular payments. Hence the average amount outstanding for the term of the 
loan is only half the original sum ; and what may be quoted as 6 percent interest 
on the purchase price amounts to 12 percent on the average outstanding balance. 
The simple way to determine the rate in such cases is to divide the finance charge 
by half the amount that is financed or borrowed. 


EXHIBIT E 
{From Tallahassee Democrat, July 21, 1949] 
CAPITAL COMMENTS 
- (By John Kilgore) 


Something new has been added in the small loan field. 
A brandnew law—so new that it will not be effective until August 3- 
Florida Consumer Finance Act. 


is the 
From the standpoint of psychology it may be 
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“lit 
WS! welcomed by small loan companies, and by borrowers, but from the standpoint 
of costs to the borrower, it will make very little difference. 

Small loan companies, lending $300 or less, have been and still are permitted 
to charge 3% percent a month on unpaid balances. They have been periodically 
attacked, described as ‘42 percenters,” and made the scapegoats for the old-time 
salary buyers, now outlawed, whose practice it was to charge 20 percent a 
month or 240 percent annual interest. 

It has been a long uphill struggle for the small loan companies to improve 
their public relations, to build public confidence and acceptance. They advertise 
regularly, many of their officers and owners are civic leaders—Motor Vehicle 
Commissioner Arch Livingston owns such a business—and they have tried in 
every available way to sell their side of the story. Actually, net earnings are 
reasonable, due to the high cost of writing small loans, collections, and losses. 

ae. In fact, some banks have actually charged more, and Florida law now prohibits 
personal loans by banks at greater interest than the small loan rate. 

The new law may have been inspired by some businessmen in this field who 
want to put a different name and a different sound to the personal loan. Several 
small loan companies have indicated that they will choose the new law, dropping 
their old licenses, since they cannot operate under both. 

Under the Consumer Finance Act, the lender of $300 or less many charge only 
at the rate of 10 percent for 12 months, plus a monthly carrying charge of 20 
cents on $25 and a delinquent fee of 5 percent of the past-due installment. That 
10 percent for 12 months is net 12 percent per annum, however, but a 10-percent 

ables, discount in advance on monthly installments, which means that the rate is 
give actually about 20 percent per annum. And that isn’t all. The carrying charge 
erage of 20 cents on $25 adds in. 
wash- Let’s say you want to borrow $100 for 12 months. You will sign a note for 
st of $111.11. Why? Well, just try to outfigure any leading officer anywhere. It 
runs something like this: You get $100 when you sign the note, but since the 
found interest must be discounted in advance, $10 must be added, making $110. 
er in Now, you owe 10 percent of the $1, or 10 cents, and 10 percent of the 10 cents, 
of the that makes 11 cents. Get it? So the $100 has cost you $11.11 so far. Now 
lieves 2 cents on each $25 comes to’ 80 cents more a month—times 12 is $9.60. At the 
zes of end of 12 months you will have paid $20.71, more if you have been delinquent 
in a payment. 
sellers And that, my friends, is close to 40 percent per annum—just how close only 
to list the learned statisticians can tell you—but close. One such has figured out 
ms of that in comparison with the present small loan rate it figures approximately 
set on 344 percent a month on the unpaid balance. Since many of the small loan com- 
panies are now charging less than the statutory ceiling of 34% percent a month 
d per- on the unpaid balance, it really doesn’t make a whale of a difference, does it? 
on a 3ut suppose you make a loan at 3 percent a month—about 36 percent per 
cent a annum—and you meet a friend who tells you he got his at 10 percent under 
consumer credit. Don’t blush. Grin. You got the best deal. 
that if Consumer credit, like small loan companies and banks, are under the juris- 
ced by diction of Comptroller Clarence M. Gay. They are strictly regulated by law 
of the and frequently inspected. Automobile finance companies are not, although 
nterest many believe they should be. 
alance. Here is a secret: Since they do not operate under any law providing specific 
charge exemptions from the usury laws, automobile finance companies have no author- 
ity to charge more interest than the statutory contract rate. Do they? Look 
at your contract. 
ExHIsit F 
RESOLUTION To BE PRESENTED AT ANNUAL BUSINESS SESSION 

Following is a resolution prepared by Dr. Richard L. D. Morse, Kansas 
State University Department of Family Economics head, with the approval of 
the executive committee. This resolution will be submitted to KHEA members 
at the business session during the annual convention. 

: Dr. Morse suggests that members study the resolution and discuss its merits 
pied with local bankers or other businessmen it might concern. 
may 
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“RESOLUTION OF THE KANSAS HOME ECONOMICS ASSOCIATION FOR STANDARDIZING 
AND SIMPLIFYING CHARGES FOR CREDIT AND LOANS 


“A resolution to encourage comparative shopping by consumers for loans 
and for credit, and to thereby sharpen competition by requiring that the cost 
of the loan or credit be stated explicitly, and also that this cost be computed 
as an effective simple rate per annum and so quoted; be it 

“Resolved, That in all lending situations involving cash loans, in all situa- 
tions involving revolving credit and similar deferred payment plans, and in 
those buying-selling situations in which the buyer of goods or services is pro- 
vided the opportunity or option to secure title to, to gain possession of, or to 
enjoy the use of the goods and services without making full payment in cash at 
such time, but arranging payments for the future in sufficient amounts to satisfy 
the seller completely, then such contract, note, agreement, or other instrument 
that may be drawn up to bind the buyer or borrower to the future payments 
shall state clearly in figures equal in size to all other figures used on the instru- 
ments two facts, the credit cost and the credit rate, as herein defined: 

“Credit cost shall be the difference between the cash obtained in the case of 
a cash loan, or the cash price in the case of a purchase agreement (that is, 
the amount that would have satisfied the vendor at the time the sale was ini- 
tiated), and the total amonut of the contracted payments (for the same goods 
or services), such difference to be expressed in dollars and cents. 


“Credit rate shall be the ratio times 100 of the credit cost to the amount ‘ 


of cash required throughout the life of the contract to satisfy the transaction 
or the loan. The credit rate shall be expressed as a rate per centum per annum. 
It shall be a ‘simple’ and ‘effective’ rate, applicable throughout the contract. 
(That is, the credit cost for a loan or an item financed if paid for in cash at 
the end of the first month would be one-twelfth the credit rate times the cash 
price.) 

“Furthermore, the intent of the resolution is that it apply to all consumer 
credit transactions. Failure to state credit cost and credit rate shall be under- 
stood to mean that none exists, thus relieving the buyer or borrower from any 
implied or otherwise stated obligation to pay in total more than the amount 
required to settle the transaction or loan for cash. Furthermore, the effective 
simple rate per annum shall appear in all advertisements or circulars which 
suggest, imply, or state that ‘credit terms’ could be arranged.” 


[ Adopted unanimously, March 25, 1960.] 





ExHIBIT G 


CONSUMER FINANCE CHARGES REPORTED BY VARIOUS KANSAS BANKS, USED CaR 
DEALERS, CREDIT UNIONS, AND SMALL LOAN COMPANIES TO STUDENTS OF FAMILY 
FINANCE, FAMILY Economics 102, NOVEMBER 1959 


Summary and comments by Dr. Richard L. D. Morse, Professor and Head; Mrs. 
Marguerite H. Umberger, Instructor 


Department of Family Economics, School of Home Economics, Kansas State 
University, Manhattan, Kansas 


Students were assigned this problem: “Assume that you are buying a $300 
used car in your local community. You have $100 as a downpayment and you 
need to finance the remaining $200 over a 12-month period. You will have your 
own insurance. On what terms could you make such a loan from various 
lenders?” 

The terms were limited to the completion of two statements: 

Payments of $..... ~~ per month for 12 months. 
Interest rate quotation of _.._____ percent per annum. 


— 
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Note.—See note under ‘Used car dealer’ on next page for legislation re gulating this type of loan, 
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months: 
$23.92 - - 
$21 
$21 
$20.50 
$20 


$19.50 
$19.50_ - 
$19.04_- 
$19.04_ 
S18.90 


$18.90 
$18.90 
$18.90 
S18S.90 
$18.90. 


$18.88 
SIS.SS8 


S18. 
S18. 
$18.! 


$18. 
$18. 
$18. 
$18. 


$18.8 
$18.67 


$18.67 _ 
$18.66. — 
$13.53. 


1 Median. 
NOTE. 


over 2 years old. 


Payments per 
month for 12 


$19.55 _ — - 


319.67 ..- 
$18.67 _ _- 
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Used car dealer 


Interest rate quotation 
per annum 

S percent. 

25 percent. 

20 percent. 

23 percent. 

19+ percent. 

13 percent. 

8.5 percent. 

Do. 

17 percent. 

9 percent. 

13 percent on old 
cars; 6 percent on 
new. 

Not quoted. 

10.5 percent. 

24.7 percent. 

Do not quote rate. 
Do not quote rate; 
$26.07 interest. 

7 percent. 

8 to 13 percent (de- 
pends on risk). 

13 percent. 

No percent stated. 
7 to 13 percent (de- 
pends on risk). 
Do. 
Do. 
Do. 

13 percent (insurance 
included). 

13 percent maximum. 

12 percent. 

Do. 

9 percent. 

6 percent. 

12 percent. 

No percent stated; 
$20 interest. 


Payments per 
month for 12 


$18.34! 


$18. 
$18.33 
$18. 
03 


$18 
$18 
$18 
S1S 
S18 
SIS 
$18 
$18 
S18 
$18 


SIS 
S18 
S1S 
$18 
$17 
$17 
$17 
$17 


$17. 
$17. 
$17. 
$17. 
$17. 
$17. 


$17 


Sli 


$17 


months 


33. 


12 


67 
or 


-fvo 


.66 


$16.67 


$16.67 





BILL 


Con. 


Interest rate quotation 
per annum 
10 percent. 
10 percent. 
13 percent. 
S percent. 
Percent not quoted. 
S percent. 
Do. 
Do. 
Do. 
Do. 
S percent discount. 
Percent no quoted. 
S percent. 
S to 13 percent de- 
pends on risk 
S percent. 
Do. 
Do. 
Do. 
10 percent. 
6 percent. 
Do. 
Do. 
7 percent, 
Do. 
Do. 
12 percent 
7 percent. 
Do. 
6 percent. 
6 percent discount, 
10 per- 
cent, others. 
6 percent. 
14 percent. 
10 percent. 


good risk > 












New car. 


Used car 1 to 2 years old 
Car over 2 years old 


Kansas Sales Finance Act of 1958 limits charges for financing new Cars to $7 per $100 of amount 
to be financed per year, to $10 per $100 per year on 1- to 2-year-old cars, and to $15 per $100 per year on cars 
This might be summarized: 

| Maximum Monthly Effective 

| charge per payments rate per 

| $200 | | annum 

1 | | 

| | Percent 
Se es PT ces $14 | $17. 84 | 12.9 
Ee ee eee is aomaeeeel 20 | 18. 34 | 18.5 
eieainstel 26 | 18. 84 24.0 


unt 


cars 


12.9 


24.0 


CONSUMER CREDIT LABELING BILL 637 


Small loan company 





Payments per Payments per 
month for 12 Interest-rate quotation month for 12 Interest-rate quotation 
months: per annum months—Con. per annum 
221685 a=. 15 percent. $20.09 36 percent. 
$21.68. -__- Do. $20_ 19 percent. 
MP we ws pines 20 percent (3 percent $20 1___ 3 percent per month 
on unpaid balance). on unpaid balance. 
$20.44 _. 13 percent. $18.66 _ - - 12 percent. 
$20.09__._. 12 percent (10 per- $18.33 - - - 7.5 percent. 
cent over $300). $18.33 _ 13 percent. 
ROO 00. cucu No percent stated. $18.33 _ - 7.5 percent. 
$20.09____. 36 percent. $18.33___._. 9 percent. 
$20.09 _ 3 percent per month. $18_ _ 8 percent. 
$20.09 10 percent. - all Ee Do. 
$20.09 3 percent per month $17.93 15+ percent. 
on unpaid balance. $17.83 7 percent. 
$20.09 36 percent or 3 per- $17.67 6 percent. 
cent on unpaid $17.26 _ - 6.5 percent. 
cent on unpaid $17.16 _ - 3 percent. 
balance, not ex- $16.67__.__ 6 percent. 
ceeding $300. 


1 Median. 
Note.—Legal maximum is 3 percent per month (36 percent per annum) on unpaid balances of $300 or 


less, and 56 percent per month (10 percent per annum) of any remainder of said balance up to $2,100. Maxi- 
mum monthly payments would be $20.09 for a $200 loan at 3 percent per month, 


Credit union 


Payments per Payments per 
month for 12 Interest-rate quotation month for 12 Interest-rate quotation 
months: per annum months—Con. per annum 

S18.67 12 percent. $17 6 percent. 

18.47 S percem. $17_ : S410 of 1 percent per 

$18.33 10 percent (insurance month. 
included). GPi.o55 1 percent per month 

$17.78 12 percent (1 percent | on unpaid balance. 
per month). $17 __ 6 percent. 

Dee ho = 5 12.2 percent (1 per- | $16.84 12 percent annually. 
cent per month on | $16.67 1 percent per month 
unpaid balance). on unpaid balance. 

$17.77 6.2 percent. $16.67 _- 9 percent (34 percent 

$17.77 - = Do. per month). 
$17.76 12 percent. $16.67 1 percent per month 
$17.75 6.5 percent. on unpaid balance. 
$17.75 — Do. ] $16.67 Do. 

$17.75" Do. 4 | S percent. 

$17.56 nel ee of 1 percent per 


month. 
1 Median. 


Nore.—Legal maximum is $1 per month on unpaid balance (12 percent per annum). For a $200 1-year 
loan, monthly payments would be $16.66 plus interest, or $17.77 per month with interest included. 


SUMMARY AND COMMENTS 


1. The average (median) monthly payments quoted by lending agencies were: 
$17.75 by credit unions; $17.83 by commercial banks; $18.33 by used car dealers; 
and $20 by small loan companies. 

2. A significant number of quotations were seemingly in excess of legal maxi- 
mums. Despite instructions not to include charges for insurance, some of the 
lenders may have done so and included other charges as well. 

3. The rates quoted bear little or no relation to the actual charges. Note, for 
example, the rates quoted by the banks ranged essentially from 6 to 8 percent, 
whereas in fact the monthly payments reflected effective rates from 0 to over 
30 percent. The most frequent charge of $18 per month is in fact money at the 
rate of 15 percent, and not the frequently quoted rate of 8 percent. 
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4. There was an apparent tendency to quote as interest rates the dollars of 
charge per hundred of the initial unpaid balance. That is, they tended to follow 
the Kansas State Finance Act type of quotation of $7 per $100, allowing this to be 
referred to as a 7-percent charge. The true rate of charge on the money in use 
is approximately double the quoted rate. 

5. The consumer who shopped these agencies to finance a car purchase would 
have been totally confused and misled by the prevailing rate quotations. 

6. Current legislation fails to specify a uniform method of quoting or computing 
credit or finance charges, as viewed by the consumer. 


Five ways to finance a TV set 





Captive Captive Bank Bank Bank 
finance com- | finance com- | installment charge check 
Item pany A pany B credit plan plan 
(1) (2) (3) (4) (5) 
Dealer selling price............-- | RRR a BT oe as ee wcaemsacens $330. 
Required down payment-..._.-- 10 percent...| 10 percent...| 10 percent...| None........ None. 
Bank charge to dealer. .........- | ee | ee eS $19.80_.......] None. 
I ae UR ieee (Gees: $310.20. .....] $330. 
Amount customer borrows. ----- ee ee en Pieneneows $330. 
Repayment in 5 months: 
Monthly payment...........]........ Fa RD Pictu ies 
a SO eee eminineinenaaanns 1.96 percent - 
Total dollar cost to customer-}-_....- si ochicdeaseill niche lh thle hep dalla tire nersbee deans $336.47...... 
Payment in 12 months: 
Monthly payment..........- O07.70-. 1s. GIR cs DR ck sta ie ncwaee bee $27.50.3 
I I a 10.8 percent .| 9.33 percent.| 9 percent 6.77 percent. 
Total dollar cost to customer_| $362.40......| $358........- a ae $352.34. 
Repayment in 24 months: 
Monthly payment...........| $15.20.......| $15.00 4_._... NR ko: cuakae seine eiebene 
SOMONONE WOOD... vnc cnnctccoonce 21.6 percent _| 18.69 per- DR 8 aca nueeee 
cent. 
Total dollar cost to customer_| $394.80......] $386.06_....- aS an ia Cal ca 
Rebate to dealer....._..- etree Yes. Vari- | Yes. In- Yes. Per- Yes. Re- No. 
able per- centive centage of fund of 
centage of rebate finance dealer 
finance condi- charge. discount 
charge. tional on depend- 
number ing on 
of con- volume of 
tracts. charge 


slips. 





! Monthly payment plus 0.98 percent of unpaid balance with 2d payment. 

2 Monthly payment for 11 months—12th payment $9. 

? Monthly payment plus 0.98 percent of unpaid balance plus $0.06 per $100 of unpaid balance. 
* Monthly payment for 23 months—24th payment $11.06. 


Source: Actual dealer experience in New York and Philadelphia. 


ExursitT I 
JUNE 18, 1959. 
Mr. LAWRENCE WRAY, 
Editor, Electrical Merchandising, 
McGraw-Hill Publishing Co. 
Concord, N.H. 


Deak Mr. Wray: Congratulations on your June 1959 article bearing on the 
important topic of “Credit.” 

The table appearing on page 37, “Five Ways To Finance a TV Set,” bothers me. 
Why should the rate be 1.96 percent to borrow $330 for 5 months at a cost of $6.47 
when the rate is 6.77 percent to borrow the same amount for 12 months at a cost 
of $22.34? 

Actually all the interest rates are in error if this is interest per annum on the 
amount of money in use. The first rate should be 19.9 percent and not 10.8 per- 
cent for example. 

I can not understand why the business world prefers confusion in talking about 
the rates for the use of money. Note case No. 4. Apparently the rate is ap- 
proximately 1 percent per month on the unpaid balance or 12 percent per annum 
on the money in use. What did the writer have in mind in quoting a 1.96 percent 
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interest rate? Is he trying to confuse the reader? Or is he attempting to imply 
that the bank charge plan is the least expensive ratewise as well as dollarwise? 

It seems a shame to me that such a leading trade magazine such as Electrical 
Merchandising falls into the trap of confused journalism about rates of interest. 
I would hope that it would take leadership in clarifying the terms of trade and 
use language that permits straight and direct comparisons of the cost of money. 
Why should a respectable industry want to preserve the confusion? 

Sincerely yours, 
RicHarD L. D. MorsE, 
Professor and Head. 


ExHIBIT J 
STATE OF KANSAS, 
OFFICE OF THE ATTORNEY GENERAL, 


Topeka, Kans., February 18, 1960. 
Prof. RicHarpD L. D. Morsg, 


Department of Family Economics, 
Kansas State University, 
Manhattan, Kans. 


DEAR PROFESSOR MorRSE: This will acknowledge receipt of your letter of Febru- 
ary 15, 1960, and the enclosed tentative resolution. 

The objectives of this resolution are very commendable. However, as you 
probably know, the Kansas Consumer Loan Act (G.S. 1959, Supp. 16-401 et seq.) 
and the Kansas Sales Finance Act (G.S. 1959, Supp. 16-501 et seq.) do not 
require that the lender or seller make all of the disclosures contemplated by the 
resolution. 

Frankly, we feel that one of the most worthwhile things that we have accom- 
plished has been the enactment of the Sales Finance Act. Although there 
are certain parts of it that leave something to be desired, as a whole, it has 
worked very well and in my opinion has provided a great deal of protection to the 
public. Although the percentage of finance charges are not required to be dis- 
closed, the gross amount of finance charges and insurance must be shown on 
the face of the instrument.- This is also true under the Consumer Loan Act. 

Here again we reiterate that the proposed resolution is commendable and we 
see no legal objection to the language used therein. However, we did want to 
point out the present status of the consumer loan and finance business in Kansas. 

Hoping that the foregoing will be of assistance to you, I remain, 

Very truly yours, 


JOHN J. ANDERSON, Jr., Attorney General. 
Senator Doucias. We meet at 10 o’clock tomorrow morning. 


(Whereupon, at 12:16 p.m., the subcommittee recessed, to reconvene 
at 10 a.m., Thursday, April 21, 1960.) 
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THURSDAY, APRIL 21, 1960 


J.S. SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PRODUCTION AND STABILIZATION, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 5302, New Sen- 
ate Office Building at 10:05 a.m., Senator Paul H. Douglas (chairman 
of the subcommittee) presiding. 

Present: Senators Douglas, Proxmire, and Bush. 

Senator Doucias. The subcommittee will come to order. 

Senator Proxmire. Mr. Chairman ? 

Senator Doueias. Senator Proxmire. 

Senator Proxmire. With your permission, I have two very short 
paragraphs I would like to put into the record at this point. The Wall 
Street Journal, which is the leading financial daily paper in the coun- 
try, has in its front page this morning the following story: 

Credit abuses are blamed for the mounting number of bankruptcies. 

“There’s been a tremendous increase in installment selling, which induces 
unthinking persons to go into debt beyond their ability to pay,” says a Los 
Angeles bankruptcy referee. Business bankruptcies, as well as individual bank- 
ruptcies, are caused basically by overextension of credit, claims a referee of the 
U.S. district court of northern Illinois. He predicts a 20- to 30-percent increase 
in bankruptey proceedings this year in that court; individual voluntary bank- 
ruptcies are expected to account for 90 percent of the total. 

The bankruptcy division of the U.S. courts seeks additional funds to handle 
an expected record of 110,000 bankruptcies in the year beginning July 1, up 
from 105,000 in the current fiscal year. “It’s hard to keep up,” even though 
“we're using a lot of IBM equipment,” says an official. A review of recent filings 
in Denver shows the typical bankrupt is aged 32, has three children under 15, 
makes $350 monthly and has monthly payments of $200—with a $350 income. 

Dun & Bradstreet says business failures in March were the highest since May 
1958, 

Senator Doueras. I thank the Senator from Wisconsin. Consider 
that in the record. 

Personal bankruptcies in Chicago are also very heavy, running 
at the rate of about 10,000 a year. I spoke last week before the 
Industrial Bankers Association of Chicago, a none-too-friendly audi- 
ence, I might say, on this subject, and they raised many complaints 
about the number of individual bankruptcies, the fact that people 
were being rushed through the bankruptcy hearings, were escaping 
payments of their debts. 

I replied that a large cause of this was, in my judgment, the over- 
extension of credit due to failure of the buyer or borrower to know 
what he was getting in for, and that one step, at least, in reducing 
the number of bankruptcies, and hence the credit losses to American 
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business, would be to have a clearer definition of the costs of this credit. 

I had not seen this article in the Wall Street Journal this morn- 
ing, but I think it is very appropriate and in keeping with the high 
standards of that Journal on all matters except the editorial page. 

Senator Proxmire. Yes, it seems to me that the emphasis is in the 
lead of the article, which says, “induces unthinking persons to go 
into debt.” It would seem to me that this bill that is now before 
the committee is precisely designed to meet this problem. 

Senator Doveias. We are very glad to welcome as our first witness 
Mrs. Alice Thorpe of Michigan State University, representing the 
American Home Economics Association. 

Mrs. Thorpe, will you come forward. 





STATEMENT OF MRS. ALICE C. THORPE, CHAIRMAN, SECTION OF 
FAMILY ECONOMICS-HOME MANAGEMENT, AMERICAN HOME 
ECONOMICS ASSOCIATION 


Mrs. Tuorre. Good morning. 

Senator Doveias. Good morning, Mrs. Thorpe. 

Mrs. Torre. Mr. Chairman and members of the committee, I am 
Alice Thorpe, head of the department of home management and 
child development 

Senator Doveias. Will you speak a little louder, Mrs. Thorpe, if 
you please ? 

Mr. Trorrr. Yes, I will. I do not know if this is on or not. 

I am Alice Thorpe, head of the Department of Home Management 
and Child Development, College of Home Economics, Michigan State 
University, East Lansing, Mich. J am here representing the Ameri- 
can Home Economics Association the national professional associa- 
tion of home economists. I would like to tell you about the profes- 
sional service that members of our association extend to consumers in 
the management of their economic resources. Our reason for support 
of the proposed legislation S. 2755 is based on our experience in this 
very important area of family economics. 

Senator Proxmime. Mr. Chairman, I do not want to interrupt the 
witness, but I have consistently asked witnesses if they will indicate 
in what way they represent the organizations for which they are 
speaking. 

Could you tell us whether or not the board of directors or any other 
group authorized you to speak here and whether or not your presenta- 
tion has been cleared with them and they have knowledge of it? 

Mrs. Tuorrr. Yes. I am here at the request of the executive 
committee of the American Home Economics Association. As part 
of our legislative program, the association has voted to support legis- 
lation of this character. The executive committee was polled as to 
whether or not we should actively support this bill, and they were in 
favor of this presentation. So I am here speaking with that authority. 

Senator Proxmire. Is the executive commitee of the Home Eco- 
nomics Association the national executive committee? 

Mrs. Torre. Yes, it is. 

Senator Proxmire. How many members are there? 
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Mrs. TuHorre. There are close to 26,000 members at the present time. 

Senator Proxmrre. How many members of the executive committee ? 

Mrs. Tuorre. The executive committee consists of the president and 
president-elect and eight voting members, the usual officers that you 
would find in a national association. We are divided as a group into 
subject-matter and professional sections, and we have a representative 
of these sections on the executive committee as well. 

Senator Proxmmer. Your membership has been informed that you 
have taken this position? 

Mrs. THorrr. Yes. 

Senator Proxmire. Thank you. 

Mrs. Tuorrr. The American Home Economics Association was 
organized in 1909. At present it has over 25,000 members. These 
members are engaged in many lines of work, among them are teaching, 
extension, business, rese: arch, journ: lism, and homemaking. In all 
of these fields our primary purpose is to promote the well-being of 
families in all aspects of family living. Today I am speaking from 
the standpoint of families as consumers of goods and services. 

The American Home Economics Association is organized into both 
subject-matter and professional sections. Of the six major subject- 
matter sections the one most concerned with consumer problems and 
the economic aspects of the family is the family economics-home man- 
agement section. I am currently the chairman of the family econom- 
ics-home management section, and it is in that capacity that I am here 
today. 

Many activities of the association are carried on by committees. 
Early in the history of our organization, we established our interest 
in consumer problems by organizing a committee now known as the 
consumer interests committee. In many ways, the consumer interests 
committee helps to extend research and the work of home economists in 
the various subject-matter areas of the profession. Its work, too, has 
often been concerned with the economic education and the welfare of 
theconsumer. One of the special concerns of this committee is to study 
legislation which will help the consumer, and if members in the 
association have special technical information, use it in recommending 
action. 

I might add here, perhaps, to amplify the statement that I made to 
you, Mr. Pr oxmire, that before the executive committee decided to 
ask to testify in behalf of the bill, they sent copies of the bill with 
instructions to specialists in the area of family economics throughout 
the United States to get their opinion of the bill. 

Recently the American Home Economics Association celebrated its 
golden aniversary. In reviewing the past we were proud to call atten- 
tion to the fact that among its many achievements the association has 
supported legislation which culminated in the passing of the Food, 
Drug, and Cosmetic Act of 1938 and subsequent amendments and other 
legislation i in areas of consumer protection in such Federal regulating 
agencies as the Federal Trade Commission. Recently our association 
was among those organizations which supported the Textile Fiber 
Products Identification Act. We have consistently supported measures 
to improve the amount and quality of information about goods and 
services stated in standardized terms that will enable consumers to 
shop more intelligently. We have also supported policies directed at 
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reducing confusion and the possibility of deception of the consumer 
in the market. 

I have not brought exhibits to illustrate each of the aforementioned 
premises but I have taken the time to give you this background in- 
formation to show that constantly and consistently the association has 
been interested in the consumer. 

The 1959-60 legislative program of the American Home Economics 
Association includes support of legislation to protect the interests of 
the family as a consumer of goods and services through— 

Establishment of standards of quality and identity ; provisions for informative 
labeling and informative advertising; prohibition of fraudulent practices and 
sale of harmful goods and services; prohibition of restraints on trade which 
increase the prices of consumer goods; and provision of fiscal measures to 
stabilize the general price level. 


During our 50th anniversary year, we set forth new directions for 
home economics in the future. Included among the competences which 
we as home economists believe are fundamental to effective family 
living are these three which relate directly to families as consumers: 


To make and carry out intelligent consumer decisions regarding the use of 
family, personal, and community resources. To purchase consumer goods and 
services appropriate to an overall consumption plan and wise use of economic 
resources. To take an intelligent part in legislation and other ,social welfare 
programs which directly affect the welfare of individuals and families. 

The American Home Economics Association wishes to go on record 
as being in favor of the objectives of S. 2755 as stated in section 3 of the 
bill. We believe there are many reasons why this type of bill is needed: 

1. Goods and services available on credit are constantly becoming 
more numerous. 

2. The goods and services which American families consider essen- 
tial for an adequate standard of living are increasing and families de- 
pend more on credit to satisfy their needs. 

3. Many credit offers are being made which appear to be attractive 
to consumers because of lowered down payments and longer periods 
for repayment. 

4. The age of the persons to whom credit is being extended is now 
younger than before. These young people need clear information in 
order to develop sound patterns of credit use. 

5. The increase in variety and complexity of current credit arrange- 
ments makes it difficult for the consumer to understand the terms on 
which they obtain credit. 

According to the Federal Reserve Board’s 1959 Survey of Consumer 
Finances, more than 6 out of 10 consumer-spending units have short or 
intermediate term consumer debt other than charge accounts and 
mortgage debt. Therefore, we consider the matter of consumer credit, 
its terms and conditions under which it is obtained as an important 
aspect in family financial planning and budgeting. 

Every family has certain resources at its command. These are 
both material and nonmaterial. Among the latter is the ability of 
the family to recognize its goals and to understand and to utilize 
the resources available to achieve these goals in the widest possible 
fashion. 

Credit wisely used is a resource that is available to most families 
today. When the family shops for goods and services, it needs to 
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make choices depending, at least in part, on the relative costs of 
the goods and services under consideration. To make intelligent 
choices the consumer-buyer must have full information on costs— 
both cash prices and the costs of purchasing on a delayed payment 
plan. The lack of such information prevents consumers from being 
able to compare costs of various types of credit among different 
financing agencies. One of the basic points about credit that families 
need to investigate is the cost. However, even the most conscientious 
consumer is very apt to be confused about the actual costs of credit. 
This confusion stems from several sources : 

(1) The different ways of stating the rate. For example; the 
overemphasis on the amount of the monthly payments. 

(2) The different bases to which the rate may be applied, as between 
the original amount of debt or the unpaid balance. 

(3) The uneven length of time over which the contract runs. 

(4) The vocabulary used in credit transactions such as “add on,” 
“discount,” “rebate,” and so forth. 

(5) The lack of information about specific charges made in con- 
nection with the transaction aside from the true annual rate—that is, 
insurance, credit search, et cetera. 

As a result of these and other factors, families tend not to know 
what they are paying for credit and to be misinformed about the true 
annual rate of interest. I believe that nearly all persons interested 
in family financial problems have known of instances where families 
have overextended their indebtedness because they failed to under- 
stand the actual facts about the cost. 

Although the American Home Economics Association itself has not 
made a survey to determine the extent to which potential purchasers 
are not given suflicient information for an intelligent credit purchase, 
I believe surveys have been made by other organizations which show 
that consumers in general are uninformed as to the actual costs of 
credit. 

All of these factors indicate the need for families and individuals 
to have at their disposal the tools for managing their credit, and infor- 
mation about its true costs as a basic tool. S. 2755 is an attempt to help 
the consumer understand what he is paying for. Our role as home 
economist is to make the marketplace more efficient for the consumer 
who wants to be a good buyer, whether we do it through the printed 
page, through research, through teaching, or through encouraging 
study and consideration which will bring about effective legislation. 

In addition to the provisions already included in 8. 2755, we would 
like section 3 to be expanded to include disclosure not only of the total 
amount of finance charges and the percentage such charges bear to 
the unpaid balance, but the detailed items which make up the total. 
Also the amount of rebates for prepayment of loans before the final due 
date could greatly change the cost of credit. Provision for such infor- 
mation might well be included in the bill. 

I appreciate this opportunity to testify in behalf of S. 2755 for the 
American Home Economics Association. 

Senator Doueias. I want to thank you, Mrs. Thorpe, for your very 
able testimony. I think it is most significant that witnesses whe 
represent the American homemaker, the American woman, the Amer- 
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ican housewife, the keepers of the family purse, the family shoppers, 
seem to be solidly behind this bill. 


This bill has very powerful opposition, Mrs, Thorpe, which does - 


not show itself on the surface, but which is operating underground, 
If American women will] speak out, as you have, this bill stands a good 
chance of passage in this Congress. But unless we get a degree of 
popular support, this overt opposition is likely to defeat us. So I 
simply call your attention to this situation and leave up to you and 
your association’s judgment as to what you should do to promote a 
broader understanding of the situation. Thank you very much. 

Senator Proxmire? 

Senator Proxmire. Yes. 

I would like to commend you, Mrs. Thorpe, for your very persua- 
sive and thoughtful testimony. I think it is very appropriate that 
the National Professional Association of Home Economists—who are, 
I presume, people devoting their lives and full time to educating 
housewives of the future how to shop, among other things, how to 
buy—so unreservedly is supporting this legislation. ; 

There are just one or two very quick questions that I have. You 
say: 


The American Economics Association wishes to go on record as being in favor 


‘of the objectives of S. 2755 as stated in section 3 of the bill. 

Section 3 of the bill, beginning at the bottom of page 2, if you have 
a copy of the bill there, line 24, proceeding through line 10 on page 3, 
is the action section of the bill. As I understand it, the objectives 
are stated in the preamble, in section 1. At least the general objec- 
tives. I wondered if you had something in mind that I missed that 
was implied in your testimony. 

Mrs. Tuorre. I think not. The reason that we selected section 3, 
in particular, is because we realize that the administration of any bill 
is something that is out of our territory, so to speak. So how the 
bill would be put into effect, I think we would have to leave to those 
who are more capable. 

It was the section 3 of the bill which we felt was particularly per- 
tinent to the legislative program of the American Home Economics 
Association, and it is for this reason we specified that section 

Senator Proxmire. You feel that the ingredients specified in 
section 3—total finance charges and the simple annual interest rate— 
both of these are essential ? 

Mrs Tuorpe. Yes, and we would like, in addition, a spelling out 
of what is included in the finance charge. At the present time, it is 
almost impossible to get any sort of a statement on the part of the 
prospective buyer as to how much of the finance charge, for instance, 
might be insurance and how much of it is for establishing the credit 
of the person who is applying for the credit, and so forth. 

Senator Proxmire. Of course, there is opposition. We are already 
running into the argument that we are asking too much. They want to 
eliminate the rate aspect. The opposition to the breakdown is that it 
would cause more work. They also say it is very hard under some cir- 
cumstances—we disagree with them—to compute the simple annual 
interest. We ask for a detailed explanation, in all cases, of exactly 
what the finance charges are. 
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I agree it is a fine objective. I wonder if your professional group 
has given consideration to whether or not this imposes too much of a 
burden on the lender. 

Mrs. Torre. Because we represent the consumer, I suppose that 
we are prejudiced in favor of the consumer, and we feel that the more 
adequate the information provided the consumer, the better the con- 
sumer can select the goods and services which will be most suitable to 
their particular family situation. I have not given consideration my- 
self to how difficult this might be for business. 

It seems to me, as a consumer, and I am speaking only as a consumer 
myself, my own experience, that it is to the advantage of people in 
business to have informed buyers because those people who are honest, 
and I believe that most people in business are honest, want to give the 
consumer a fair deal. I think consumers are handicapped by the few 
who, in one disguise or another, cloak excessive charges and advertise 
in glowing terms so that the uninformed person is not able to distin- 
guish between the legitimate costs and padding, so to speak. 

Senator Proxmire. You feel very strongly about prepayment provi- 
sions being included and expressed so that the 

Mrs. Tuorre. I would like to see that. 

Senator Proxmire. It would seem to me this would be very simple. 
They either have them or they do not. They should be able to give 
specific charges. 

Mrs. Tuorre. It seems as if this should not be too great a burden 
on business. They are equipped to do all sorts of calculations, and I 
cannot see why this would increase to a great extent the work that they 
have to do. I would think that they would welcome it, as a matter of 
fact, because, then, it puts competition among sellers on a fairer basis. 

Senator Proxmire. Thank you very much. 

Thank you, Mr. Chairman. 

Senator Doveias. Thank you very much, Mrs. Thorpe. 

Our next witness is a man who bears a most distinguished name, 
John L. O’Brien. One of the finest citizens of the District of Columbia 
is John Lord O’Brian. ‘I do not know whether this gentleman’s middle 
name is Lord or not. We are very glad to welcome you in your own 
right, Mr. O’Brien. 

You are head of the Better Business Bureau of Greater St. Louis? 





STATEMENT OF JOHN L. O'BRIEN, PRESIDENT AND GENERAL 


MANAGER, BETTER BUSINESS BUREAU OF GREATER ST. LOUIS, 
MO. 


Mr. O’Brien. That is right. 

Senator Doveias. Weare very glad to welcome you. 

Mr. O’Brien. Thank you very much, Senator Douglas and Senator 
Proxmire. 

My name is John L, O’Brien. The middle name is Lawrence, by 


the way, sir, and I do represent the Association of the Better Business 
Bureaus 


Senator Proxmire. What was that ? 
Mr. O’Brren. I am here at the request of Senator Douglas, but with 


the knowledge and consent of the committee of the national association 
of which I am a member. 
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Senator Proxmire. You say you are not ¢ 

Mr. O’Brien. Lam. 

Senator Proxmire. You are here with their knowledge and consent ? 

Mr. O’Brien. With their knowledge and consent, and at their 
suggestion. 

Senator Proxmire. How was this manifested ? 

Mr. O’Brien. By telephone contact in the last 3 days with every 
member of the committee, sir, including President Nyborg of our 
national association who previously testified before this committee. 

Senator Proxmire. Every member of what committee ? 

Mr. O’Brien. The committee on installment contracts as identified 
in the preamble of my statement. 

Senator Proxmire. Of the national organization ? 

Mr. O’Brien. Yes, sir. 

Senator Proxmtmre. They have consented to your appearance here, 
but you are not representing them ? 

Mr. O’Brien. | am representing them. 

Senator Proxmire. You are / 

Mr. O’Brien. Yes. 

Senator Proxmtre. Now [haveit. Thank you. 

Mr. O’Brien. I am president and general manager of the Better 
Business Bureau of Greater St. Louis, and a member of the Association 
of Better Business Bureaus Committee on Installment Contracts. For 
13 years prior to August 1959, I was president and manager of the 
better business bureau in Akron, Ohio, and there realized most of my 
experience in this field. Previously, Mr. Victor H. Nyborg, president 
of the Association of Better Business Bureaus, and likewise a member 
of this committee on installment contracts, testified before your com- 
mittee on the background and purposes of the better business bureau 
and on some of the results of a few of our current investigations into 
the ramifications of installment financing, particularly in the field 
of credit life insurance. 

I will not go into the items covered by Mr. Nyborg: nor, in accord- 
ance with Better Business Bureau policy, will I take a position for or 
against this bill. I am responding to the Senator’s request that I dis- 
cuss with you for a few moments the background of a practice known 
as “the pack” in some automobile time contracts and the manner in 
which it, as a tool, has become a means of unconscionably gouging the 
public out of millions of dollars in the hands of some unscrupulous 
auto dealers, sometimes with the active encouragement of certain 
finance companies. 

Please understana that this is by no means an attack upon the auto- 
mobile industry nor upon automobile dealers and financial institutions 
of good repute who have, through the complex economy of time pay- 
ment financing, placed America on wheels and enabled our people to 
enjoy the pleasures and conveniences of mass transportation on a 
mutually satisfactory pay-as-you-go basis. 

The time financing of automobiles as a new concept shortly after 
World War I was a risky business. Obviously, no conservative 
financial institution would touch such a thing when the unpaid creditor 
might find his collateral, the automobile, in the next State or in some 
convenient ditch long before all the payments were made. But a few 
specialized financing agencies decided to try it, particularly so long 
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asthe paper they were buying was completely at the risk of the dealer. 
This was known as “recourse paper” which meant that if anything went 
cour in the deal and the customer failed to pay, then the dealer simply 
vot the paper back and had to worry about collec ‘ting for it himself. 

~ Finally, some of the more enterprising financing agencies worked 
out an arrangement with some of their reputable, est: iblished dealers, 
whereby a little bit of each contract was held back to provide a sort 
of a cushion to protect the dealer against those which went bad. This 
became known as the “dealer reserve” and it simply employed the 
principle of spreading the protection against a few bad deals over the 
cost of the majority of satisfactory ones. If, at the end of the year 
there was still an amount remaining in the dealer’s reserve siaiiaibean 
meaning that most of these deals proved out as agreed, the amount was 
paid to him by the finance firm as a sort of a bonus. 

After the automobile industry and its financial partner had 
struggled through the depression of the thirties and was on a sounder 
footing, more and more finance firms offered more and more auto deal 
ers What was termed “nonrecourse paper.” These were customers’ 
notes and mortgages which the companies bought from the dealers on 
which the finance company assumed the entire collection risk, not 
expecting the dealer to buy it back. 

Senator Doveras. Let us make this point clear. On this type of 
paper, there is no contingent liability of the dealer; is that correct ? 

Mr. O’Brien. No, sir, that is right. There are, of course, still re- 
course deals made with people of dubious risk. 

Senator Doveras. I understand that. But on so-called nonrecourse 
paper, the risk is assumed by the finance company / 

Mr. O’Brien. Entirely, sir. 

Senator Dovenas. And not by the dealer? 

Mr. O’Brien. That is right, sir. 

Senator Dovueras. Thank you. 

Mr. O’Brien. However, by this time the reserve account had been 
so firmly fixed that it remained, and the dealers began to enjoy regu- 
lar and rather healthy bonuses from the finance firms at the end of the 
year’s operation. 

Senator Dove.as. In other words, the so-called “dealer reserve” or 
“contingency reserve” has continued to be paid, even though the deal- 
ers did not assume the contingent risk; is that right / 

Mr. O’Brien. That is absolutely correct, sir. It took on a slightly 
different complexion in that it bee: ame regarded by even the responsible 
finance companies as a sort of acquisition cost, whereby that was the 
cost of their getting this type of business from the automobile agency. 

Senator Doveras. You mean that was kind of a finder’s fee? 

Mr. O’Brien. I suspect that would be a proper terminology. 

Then begain a period of cutthroat competition between various fi- 
nance firms in their efforts to encourage auto dealers to turn the ma- 
jority of their financial business in their particular direction and they 
offered ever- ‘increé ising percentages of the total amount of the contracts 
as “reserves. 

Senator Pues May I interrupt, Mr. Chairman, at this point? 

Senator Dovenas. Yes, indeed. 

Senator Proxmire. It seems to me the great strength of this kind 
of financing is the fact that the seller can calculate his payments in 
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such a way that repossession will always put the repossessor in a posi- 
tion to suffer no significant loss. I did a little bit of this in the im- 
plement business. I was an investor in the implement business and an 
officer in ac ompany. We used to finance farm implements in this way, 
We would gain if the fellow we sold the implements to did not pay and 
we had to repossess. 

It would seem to me the seller could almost always calculate pay- 
ments this way to protect himself. Of course, as you say, he cannot 
protect himself against somebody driving away to ‘another State and 
disappearing. But the instances of this kind of thing are very few, 
is that not true? The reason I am raising this point is it would seem 
to me if the finance companies are going to take over entirely through 
their repossessions, they are in a far less efficient position to handle 
repossessions. Virtually every automobile dealer has a secondhand 
lot. Is it not possible that he can repossess a car, put it on the lot, sell 
it—and he is covered. If anything, he is likely to gain from it. 

Mr. O’Brten. I fear, sir, that is not the common practice. 

Senator Proxmire. Will you tell me what the common practice is? 


Mr. O’Brien. The common practice on nonrecourse paper where . 


the finance company has its own corps of men to take over the physical 
repossession techniques and problems, is that those cars are generally 
wholesaled, usually through one dealer outlet or possibly through a 
dealer auction lot in many, many cities. 

You will find in the auto dealers magazine, Automotive Nation, 
auction prices throughout the Nation in various key cities. A good 
many of the repossessions go through there, as do other used cars, of 
course. But, by and large, repossession is not the function of the 
dealer today. He may buy at auction or may buy from several finance 
companies cars which are repossessed, but those are simply used cars on 
the used car market at that point. 

Senator Proxmire. Let me inquire: Is it your experience that repos- 

sessions generally do not result in a substantial loss to the finance 
companies ? 

Mr. O’Brten. By the time the car is so far delinquent in the hands 
of the owner that it is in a position to be repossessed, the physical 
condition is pretty sad, too. The owner has, shall we say, railroaded 
the car, or been indifferent toward the car. 

Generally, the technique is to repossess the car, sell it at a distressed 
price, very often less than the amount which is owed for it by the 
consumer, or the previous owner, who then is called upon by the 
courts, through the courts, to pay a deficiency judgment making up 
the difference. There is, I fear, and I have no documents—— 

Senator Proxmire. You do not have any statistics on this? 

Mr. O’Brien. No, I have nostatisties on this. 

Senator Proxmtre. No study has been made ? 

Mr. O’Brien. No. sir, not tomy knowledge. 

Senator Proxmire. You have a general impression—and 1 you cannot 
tell how common it is—that there an automatic loss on repossession ! 

Mr. O’Brien. Only an off-the-cuff opinion from the flow of com- 
plaints to the offices of the several Better Business Bureaus I have 
had personal experience with; and it is substantial. 

Senator Proxmire. I see. Thank you. 
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Senator Doveias. Mr. O’Brien, may I ask you if you have any 
informed judgment as to the relative importance of recourse paper on 
the one hand and nonrecourse paper on the other 

Mr. O’Brien. Recourse paper today is in a very, very small per- 
centage from our observation. There again, I have no statistical 
information to lay before the committee. 

Senator Doveras. But that opinion is based, not merely on your 
experience in Akron and St. Louis, but also on studies which your 
committee of the Association of Better Business Bureaus on install- 
ment selling has conducted, is that true ? 

Mr. O’Brien. That is right. You see, in the competition between 
finance companies, or all financing institutions, for automobile busi- 
ness, few automobile dealers have to bother with recourse paper 
because, if one company insists on it, the next one will say, “We will 
take nonrecourse paper and take our risk over the spread of all the 
deals to make the collections without you having to worry about it.” 

The leader is rather in the driver’s seat in the competition picture. 

Senator Dovetas. It raises the question of whether the finance com- 
pany should pay a fee to the dealer for getting the business, or 
whether the dealer should pay a fee to the finance company for reliev- 
ing him of the risk. 

Mr. O’Brien. I would not be in a position to hazard an answer 
on that one, sir. 

Senator Doucias. Do you know of any cases where the dealer is 
paying fees to finance companies ? 

Mr. O’Brien. This is a technique in the automobile business at 
the wholesale level known as “floor planning,” where the finance com- 
pany undertakes to advance the dealer the money for the new cars 
he buys from the factory. That puts him in a paying credit position 
to the finance company. Then, he pays off through “this other tech- 
nique at the retail level. 

Senator Dovetas. But so far as the retail level is concerned, with 
nonrecourse paper, the overwhelmingly predominant type, the pay- 
ment of a fraction of the finance charges to the dealer is for a func- 
tion which is not performed at that level. Is that correct ? 

Mr. O’Brten. I lost you at about “performed.” 

Senator Doveras. What I mean is, since the dealer does not assume 
the risk, the failure of the buyer to pay, and the finance company 
assumes the risk, the dealer really performs no economic function to 
justify the return, except getting business. 

Mr. O’Brien. The finder’s fee is the only function he performs. 

Senator Doucias. Except getting business for the finance company. 

Mr. O’Brien. I have tried to illustrate here, in steps, Senator, that 
this is an evolutionary sort of thing. It did not happen all at once. 

Senator Dovatas. Do not let me interrupt you. 

Mr. O’Brien. By now, it is in this fashion that the original 
principle has long since been lost sight of. It is now a finder’s fee 
operation, as you so aptly term it, sir. 

Senator Doveras. All right. 

Mr. O’Brien. Shall I continue? 

Senator Dovetas. Yes. 
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Mr. O’Brien. Most finance firms prepared rate charts showing the 
amount of monthly payments which would be required to pay. ‘off a 
given unpaid balance over a period of months as a means of assisting 
the dealer in figuring a customer’s obligation quickly and easily. 
Customarily these companies also provided the dealers with sever: al 

‘ate charts which carried increasingly higher rates, which were sup- 
posed to be based on the amount of r isk which the company and/or the 
dealer would be assuming in the case of progressively older cars which, 
because of the greater risk, would command a higher rate. Persons 
with poor credit were also supposed to pay a higher rate to cover 
the company’s probable losses. Some charts included insurance 
coverage, some did not. Seldom could the purchaser tell what he was 
getting. So often, as we shall see later, a multiplicity of such rate 
charts were provided the dealer and he could simply select whichever 
one best suited his needs, or the gullibility of his customer, and use 
it to convince his customer that his total obligation should be exactly 
what the rate chart called for. In such cases, by prearrangement with 
certain unscrupulous auto dealers and a few unscrupulous finance 
companies, the company would agree to buy from the dealer at the 
prearranged discount rate, whatever customer time paper the dealer 
chose to sell, and rebate to him any amount over the preagreed dis- 
count rate. This became known as “the pack.” Unhappily, it still 
‘goes on today in many States where no control is exerted over time 
finance contracts of this type. 

Senator Dove.as. Just a minute, Mr. O’Brien. This is a very seri- 
ous charge that you are making. Do you mean to say what the finance 
company ; does is to give the dealer a hunting license to go out and get 
as high finance charges as he can from the individual buyer and 
then he gets everything over a basic amount? He gets a percentage 
and, then, ev erything ov era given basic amount ? 

Mr. O’Brien. I do. 

Senator Doveras. This is based on a wide study on your part ? 

Mr. O’Brien. Yes, sir. 

Senator Doveias. Do you have affidavits to prove this? 

Mr. O’Brien. I have some sample rate charts, sir. By your leave, 
I will illustrate this in a little greater detail later on, but here is a 
series of charts presently in use—not “presently” to my knowledge, 
within the last 18 months—in the State of Georgia. I do not mean 
to pick on the State of Georgia, but this would be true of other 
States where there is no licensing provision and no control pro- 
vision of the State. 

You will notice at the top of each of these rate charts, there is a 
figure 7 with —96-150-163. By arrangement, the 7 is the amount of 
dollars per hundred whic h the finance ¢ company is charging. 

Senator Doveras. That is percent ? 

Mr. O’Brien. The number of dollars. 

Senator Doveuas. Dollars per hundred is equivalent to percent. 

On the original obligation ? 

Mr. O’Brien. Yes, sir. 

Senator Dove.as. So if it is paid off in even installments, it would 
be almost 14 percent. 





the 
ft a 
Ling” 
sily. 
eral 
sup- 
‘the 
ich, 
sons 
over 
ance 
was 
rate 
ever 
use 
etly 
with 
ANnce 
the 
aler 
dis- 
still 
time 


serl- 
ance 
l get 
and 
tage 


Ave, 

is a 
dge, 
nean 
ther 
pro- 


is a 
ant. of 


‘ould 


CONSUMER CREDIT LABELING BILL 


Mr. O’Brien. Yes, sir. 

Senator Douatas. Yes. 

Mr. O’Brien. The other figures, the 96, 150, and 163—those were 
only illustrative—are the amounts of dollars in those monthly pay- 
ments for the 12-month period in addition to the 7 percent. That is 
the amount which the company employing that chart is willing to re- 
bate to the dealer. 

Senator Dovueias. You mean that on this first rate chart, the dealer 
get $96? 

Mr. O’Brien. Right. 

Senator Douetas. On the second chart, he gets $150 ? 

Mr. O’Brien. Right. 

Senator Dovetas. On the third chart, he gets $163 ? 

Mr. O’Brien. Exactly. 

Senator Dovetas. What determines which chart is used on what 
person ¢ 

Senator Proxmire. Could I ask, Mr. Chairman, before we come 
to that, to make sure I understand this, the consumer purchaser is 
charged the 7 percent plus $96 or plus $150 or plus $163? 

Mr. O’Brien. The rates are figured to include $7 plus. 

Senator Proxmire. Plus. 

Mr. O’Brien. The rates are figured on that basis. 

Senator Proxmire. Then, the plus comes back—— 

Mr. O’Brien. To the dealer. 

Senator Proxmire. To the dealer. The effective 15 or 14 percent 
stays with the finance company. 

Mr. O’Brien. Exactly right. 

Senator Dovuenas. Does the dealer get any portion of the effective 
15 percent ¢ 

Mr. O’Brien. Not tomy knowledge, sir. 

Senator Proxaare. The kickback, or the return, is— 

Mr. O’Brien. Understandably, the gentlemen are not inclined to be 
verbose on how these arrarigements are worked out. 

Senator Dovetas. I understand. 

I am going to ask that this chart be made a part of the record, but 
in keeping with our practice, we will eliminate the city from which it 
came, with the understanding, however, that you will supply for our 
files the name of the company. But the name of this company is not 
to be revealed unless the authenticity of the chart is questioned. Is 
that satisfactory ? 

Mr. O’Brien. That is satisfactory. 

(The chart referred to follows :) 
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Mr. O’Brien. Let me point out that that chart is one of a group of 
charts printed by a major printing firm in Atlanta, Ga., and dis- 
tributed to whatever, usually, local State finance companies want to 
use it. Inturn, it is distributed to dealers. 

Senator Dova.as. Is this issued under the auspices of a national 
automobile finance company ?¢ 

Mr. O’Brien. Not to my knowledge, sir. 

Senator Doveias. How does this constitute obligation on the part 
of the finance company, then, if it is sold by a printing firm to a retail 
dealer ? 

Mr. O’Brien. I wish to make my point. It is sold to the finance 
company for use in dealing with their dealers. 

Senator Doveras. Oh, sold to a finance company ? 

Mr. O’Brien. Yes, sir. 

Senator Dovatas. Then, this comes from a finance company ¢ 

Mr. O’Brien. That is right. 

Senator Dovatas. Is it a national finance company ? 

Mr. O’Brten. Not tomy knowledge, sir. 

Senator Proxmmr. Could I ask, Mr. Chairman, to make sure I 
understand this chart—there are three alternatives, and it is up to the 
dealer to determine whether, in each case, as you say, the gullibility of 
the customer is such that he can sell him the one which will provide 
the greater return ? 

Mr. O’Brien. We have called it “dealer’s choice” in chart III. 

Senator Proxmire. Dealer’s choice. I see. So whether the cus- 
tomer pays $96, or $150, or $163 plus the interest is a matter of the 
salesmanship of the dealer, plus his judgment of what he can get 
out of the customer ? 

Mr. O’Brien. Unhappily, that is what it boils down to. Of course, 
the theory is that it is based on the degree of credit risk. 

Senator Proxmire. You say that certain unscrupulous auto dealers 
do this. It would seem to me it would be exceedingly tempting for 
every dealer, unscrupulous or not, just in competition, if he is going 
to survive, to get as much as he can get under these circumstances. 
Why would not this kind of practice, “because of its impact, become 
widespread rather than rare? 

Mr. O’Brien. Mr. Senator, it is widespread. But in 20 years at 
the business in which I find myself, I am still an idealist. My con- 
tact has been with automobile dealers of repute as well as those of 
ill repute. The restraint of some of these men, and responsible men, 
who are in the business to stay is such that this type of thing is not 
in that degree as general as it might seem to be. 

Iam, a little later on, going to ‘indicate that there is still in a vast 
section of the economy, the time selling of automobiles, a determining 
factor of profit. At the end of the year of an automobile dealership 
it may be what he still terms his finance company reserve. 

But if I may have the liberty of proceeding with my testimony, I 
think we will cover that point a little more thoroughly later on. 
We left off with the “pack,” didn’t we? 

I think we have covered this pretty well. I could just skip this 
part of the statement, or do you want me to read the complete state- 
ment ¢ 













































































































656 CONSUMER CREDIT LABELING BILL 


Senator Doveias. We will have the complete statement printed 
at the end of your presentation, so if you skip a paragraph, it will 
not be omitted from the completed record. 

Mr. O’Brien. We will skip this one because I think we have rather 
exhausted this portion of it. 

While there was some reasonable justification for the dealer re- 
serve in the early days for mutual protection, when these “reserves” 
began to become excessive and to be used as a competitive tool by 
finance companies in order to gain more and more auto dealer busi- 
ness, and spiraled up into the unconscionable mulcting of the public 
through usually hidden and confusing techniques of the “pack” it 
was high time that something be done. 

Actually in today’s marketing conditions wherein the customer is 
led to believe by some automotive advertising that stupendous dis- 
counts and “long” trade-in allowances are the regular thing, the 
dealer reserve in the finance company is often the difference between 
profit and loss at the dealer’s yearend ac ‘ounting. This is true even 
of many reputable dealers who are driven to matching the offers in, 
the wild advertising claims of their competitors. They, of course, 
on the “reserve” basis, rather than on the “unconscionable pack” 
receive what is a reasonable compensation for their services from the 
finance company in acquiring business for it. 

Senator Proxmire, you asked this question. Without naming sey- 
eral of the major companies in the Nation, I do know for a fact there 
is an inflexible rule within those companies that they pay a reserve of 
2 percent or less. We will get into that with reference to the State 
of Ohio specifically later on. But there is a volume of business 
adopted ceiling in some of the very major factors in the business, 
which does contro] this thing, and they will not accept anything 
loaded into it over and above that. 

Senator Proxmire. These responsible persons, then, limit the amount 
of return—lI do not like to use the word “kickback”: it is so common— 
they get from the finance companies. They get something, but their 

responsibility i is indicated by the fact that what they accept is limited. 

Mr. O’Brien. The finance company provides them with charts, not 
of the rather extreme type we just discussed, and the chart is very 
reasonable from the standpoint of insurance territory where the in- 
surance risk varies, based on actuarial figures. 

Senator Proxmire. In virtually all cases, they get this finder’s fee? 

Mr. O’Brien. That is right. 

Senator Proxmztre. You know of no substantial number of automo- 
bile dealers who feel that their business is selling cars, not getting a 
finder’s fee from national 

Mr. O’Brien. I think it is an integral part of the business today, 
sir. 

Senator Proxmrre. You also say, in many cases, it is a matter of the 
difference between profit and loss? 

Mr. O’Brien. I am sure that is true, sir. 

Senator Dovetas. Mr. O’Brien, may I say, you use the term “finance 
institutions.” Do you mean oummmanecias banks or companies which 
specialize in automobile finance paper ? 

Mr. O’Brien. I mean both, sir. 
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Senator Dovcias. You mean both ? 

Mr. O’Brien. Yes, sir. 

Senator Dougias. You mean to say that the commercial banks do 
this, too? 

Mr. O’Brien. Commercial banks, in my personal experience, have 
set up departments of consumer finance whereby they do work directly 
with auto dealers, and they floor plan them, as we outlined previously. 
They likewise pay them the finder’s fee in connection with the business 
turned their way. 

I might say in passing that in some of those situations, this, ulti- 
mately, to the consumer, even with a finder’s fee, is more favorable 
than in some other situations. 

Senator Dovetas. I understand. 

Mr. O’Brien. This is unhappily so established that a customer is 
often puzzled to find that he is quoted a lower price, or a higher 
trade-in allowance on his old car when he finances the car through 
the dealer than when he wants to pay cash or finance it through his own 
privately selected financial institution. 

Senator Dovexas. Mr. O’Brien, I want to interrupt at this point to 
ask this question. Here you have varying amounts of hidden pay- 
ments to dealers. 

Mr. O’Brien. Yes, sir. 

Senator Doueuas. This is applied on nonrecourse paper. 

Mr. O’Brien. Yes, sir. 

Senator Dovueias. Do you have any evidence how a dealer will de- 
cide whether or not he is going to get $96 or $150 or $163 from the 
finance company? How does he classify his people ¢ 

Mr. O’Brien. I fear [have not been in the closing rooms of dealer- 
ships often enough to know. I say the theory is based on the credit 
of the credit risk, age of the car, or things of that sort. However, I 
fear, unfortunately, it becomes whatever the traffic will bear in the 
dealer’s estimate. 

Senator Proxmire. You said, “the gullibility of the customer. 
Senator Doveias. It so happens that yesterday morning I was read- 
ing an article in the current issue of Commentary on wiretapping— 
I think it was written by a man by the name of Allen Westin who is, 
I believe, a professor of Columbia—which mentioned these devices. 

If my memory is wrong, we will strike it from the record. 

He stated that this had been set up in the private rooms of some 
automobile dealers so that the salesmen would step out, but they could 
overhear the conference between husband and wife and then could 
decide which chart was to be applied. 

I am going to ask Mr. Semer to check this statement of mine and 
if I am correct, to ask Mr. Westin to submit evidence on this specific 
point. (See p. 864.) 

Senator Proxmrre. Do you think it would be practical to require 
in the law that the finder’s fee be separately stated? The previous 
Witness suggested that the finance charges be broken down. It would 
be interesting to contemplate what dese ription could be dreamed up 
on this particular segment of the cost. Would it be feasible or prac- 
tical in any sense to require that the elements be separately stated ? 
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Mr. O’Brien. I do not think I could hazard a guess on that. I will 
touch upon it. I do not know that we require the amount of com- 
mission paid to a salesman to be identified as a separate item in gen- 
eral business practices. This is an opinion I am expressing, just a 
personal opinion, sir. I am not prepared to answer whether this 
should be part of the permanent bill. 

Senator Proxmire. This goes to the heart of a very interesting 
suggestion by Mrs. Thorpe that the finance charges be broken down. 
If they were broken down, then the dealer would have to find some 
classification for this universal practice of a finder’s fee. 

Mr. O’Brien. Are there further questions? 

Senator Doveras. May I interrupt a minute? I notice you smiled 
in a knowing way when I repeated what I remembered from this 
article by Mr. Westin. Did this signify that this was not unknown 
to you? 

Mr. O’Brren. I have not seen the devices in operation, sir. 

Senator Doveras. Have you heard of them? 

Mr. O’Brren. I have heard of them, sir. 

Senator Doveuas. Is the information which you have received such. 
as to give it a good deal of credence in your judgment or is it irrespon- 
sible gossip ? 

Mr. O’Brten. It is not irresponsible gossip. 

Responsible business firms, the thousands of reputable automobile 
dealers and financial institutions who were being unwillingly caught 
in this quagmire, have carried on a long battle, spearheaded by the 
better business bureau, to seek ways of eliminating the “pack” 
through public education, exposure of the culprits, through group 
standards of business conduct, and many other ways. Presently laws 
have been enacted in 24 States. Mr. Semer corrected me on that. He 
says it is closer to 30 now, which control the finance business in varying 
degrees, many of them undertaking to actually fix a rate. 

Senator Doveras. May I ask this question? Do I understand that 


your investigation was partially initiated at the request of automobile 
dealers themselves ? 


Mr. O’Brien. Oh, mv: yes, sir. 

Senator Doveras. This is not a muckraking attempt by outside 
dealers to come in. 

Mr. O’Brren. You shock me. 

Senator Doveras. But provided from the moral sentiments of the 
dealers themselves who felt they were caught in an intolerable situ- 
ation, is that right ? 

Mr. O’Brien. One of the astounding things to me, as an individual, 
about the automobile industry and the associations which are present 
in every State and every city and, of course, national organizations, 
are standing committees on ethics. Sometimes, they give it more 
lip service than operation, but they are so acutely sensitive to the 
term, for instance, “horsetrader,” which has been applied to auto- 
mobile dealers and, unfortunately, many of them have earned it, but 
there is a vast bulk of them who support better business bureaus. 
Why in the world would they support my being in a position like this 
if they did not want it corrected ? 


Senator Doveras. These people are not willing to come out publicly, 
are they ? 
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Mr. O’Brien. I could not speak for them on that point. 

Senator Doueias. Have they made public statements they are sup- 
porting your investigation, or have they made surreptitious requests 
to come over into Macedonia and help ? 

Mr. O’Brien. I do not believe there is anything surreptitious about 
it. I believe they might find themselves somewhat less articulate than 
myself. 

‘Senator Dovetas. But it isa real plea for help ? 

Mr. O’Brien. A real continuing thing, and I am speaking for a 
period of over 20 years of personal experience, working for better busi- 
ness bureaus, three different ones, now, with the automobile industry. 

Senator Doveras. What you say is very encouraging. I made some 
speeches out in Chicago in which I said that we were trying to protect 
the decent men in the industry from the unethical competition of the 
less decent and that they should be grateful to us for trying to raise 
the moral level, helping the decent ones to survive. 

Mr. O’Brien. Senator, may I depart just a little from script and 
discuss that point because I think it is terribly important that the 
automobile industry not be tarred and feathered in this hall. I am 
sure you agree with me. 

The Chicago Better Business Bureau is the second largest in the 
Nation and has enjoyed substantial support from the Association of 
Automobile Dealers in Chicago. They get out a weekly bulletin which 
takes a very hard whack at advertising malpractices in the auto field. 
But the representative automobile dealers through their association 
support that bureau greater than anyone in the country. 

he board of our Autqmobile Dealers Association in St. Louis just 
recently discussed an advertisement by a national finance firm of some 
years ago which, by and large, said the best time payment deal is not 
always the longest one. You may be familiar with the ad. They felt 
that their local finance companies, or the dealers association in St. 
Louis, ought to undertake an advertising campaign of the same sort. 

The auto dealers of St. Louis, and I can speak very, very much from 
the heart on this thing because these men are working through one 
of the strongest ethics committees I have ever seen—they have teeth 
now whereby they throw out certain of their dealers for advertising 
deviations. 

In answer to your question previously, Senator Proxmire, about 
repossessions, we have a phrase that we have long barred the discussion 
of repossessed cars in advertising because it happens so infrequently 
in St. Louis. There are some few actual repossessions available, as 
such, other than through normal channels of used car trade. There 
is a phrase in advertising that has been employed by certain dealers, 
and this is the lunatic fringe of dealers who are trying to use the white 
space and believability of advertising newspapers to gain customer 
favoritism. They are not deserving of it. They use the phrase called 
takeover payments. Takeover payments. By implication, you are 
taking advantage of some other fellow’s distress who has lost his 
car and pay no downpayment. 

I understand that that phrase will no longer be acceptable in 
newspaper advertising in St. Louis because it is so infrequent an 
occurrence—the actual function of repossession. This has only been 
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brought about by thorough review of the ethics committee, advertising 











committee of the dealers. association and their better business bureau, oe. 
Senator Proxmire. Infrequency, meaning what? sgt 
Mr. O’Brien. Almost never. Cars are repossessed, but they are not 1 
available to the ultimate consumer. They go through this channel nia 
of markup, to auction, to wholesaler, into ‘the hands of a regular  « 
dealer who gets a price very much competitive with any other car of wo 
the same age and condition on the market. PY 
Senator Proxmire. What my question was designed to bring out is 
the actuality of this whole operation, whether or not it can justify a 
a very high rate of interest. Perhaps it can if the risk is high. It . 
had been my assumption, because the repossession loss was very small, Q 
that this was not a risky operation, that the high interest rates were, \ 
therefore, quite unjustifiable. There might be something else. s 
Mr. O’Brien. Would we not find ourselves in concert in reviewing | |" 
the rate chart in one of the highest sides of the $7 that is found adequate wl 
to protect the dealer from whatever finance charge is going to be made? | |" 
May I continue? This has to do with a controlled State. ” 
One such State was Ohio, and as I have previously indicated, most re 
of my 20 years of better business bureau experience lies in that | 
State, I shall therefore undertake to discuss, in some detail, the ramifi- | ‘" 
‘ations of Ohio’s law which was passed in 1949. It, as Iam sure you | |! 
know, undertook to limit the maximum amount of finance charge ata | 15 
rate of $8 per $100 which, as previously indicated before this com- } wn 


mittee, is a simple interest rate approaching 16 percent annually. 
The Ohio charge likewise permitted certain collection charges, service 
charges, et cetera, but, to my knowledge. one unique feature of the 
Ohio law was that it undertook to limit the amount of reserve which 
a finance company could rebate to a dealer. This limit was set at 
2 percent of the total amount of the note. 

Senator Doveras. Mr. O’Brien, that is 2 percent of the total amount 


of the note? 
Mr. O’Brien. Right, sir. . 
Senator Doveias. The finance charge was 8 percent of the amount |" 
of the note. Therefore, the rebate was one-quarter of the finance 7 
charge. [i 
Mr. O’Brien. Right. R 
Senator Douetas. Is that correct ? 
Mr. O’Brien. That is correct, sir. _ 


Senator Doveias. Or an average of 4 percent on the average out- 
standing balance. 

Mr. O’Brien. That would be an arithmetical approximation, sir. 

Senator Dovuetas. Is this true on nonrecourse paper ? 

Mr. O’Brien. Sir? 

Senator Doveras. This is permitted on nonrecourse paper? 

Mr. O’Brien. Oh, ves. Recourse paper is so infrequently encoun- 
tered that this is pertaining to nonrecourse paper. 

The largest amount of recourse paper today, ~ I would like to 
clarify that point, is only on the very oldest cars and the people 
with the very lowest income bracket, the least likely to be acceptable. 
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But, there, again, the finance company is anxious to get business from 

\ given dealer and may be forced by that dealer to take on a non- 
saaoerse basis some very, very unsatisfactory paper. In fact, I have 
had finance companies compl: iin to me that the creampuff business 
soes to the major institutions, and the little fellows have to take 
all of the iron that these fellows want to throw on nonrecourse basis. 

Sen — Proxmire. I want to pin you down to a percentage. I 
think it would be helpful if you could give us an estimate of just 
what you are talking about when you say that the nonrecourse loan 
isthe rule. Isit 75 percent, 85 percent, 95 percent / 

Mr. O'Brren. Oh, my guess would be above 75, sir. 

Senator Proxame. About 75 percent? 

Mr. O'Brien, I have no figures at all, but the common discussions 
through our offices throughout the Nation seldom have to do with 
any recourse paper. I have this quote from the Ohio law. I will 
just read half of it because it is repetitious. I have here a copy of 
that law and I will read into the record excerpts from it pertaining 
tothis particular part: 












No person shall enter into any agreement with any retail seller regarding 
the purchase, assignment, or transfer of any retail installment contract— 








does not apply to just automobiles, you understand. It is all 
st al nt selling in Ohio— 

















whereby the retail seller shall receive or retain, directly or indirectly, any 
benefit from, or any part of any amount collected, or received, or to be collected 
or received from any retail buyer as a finance charge or as a cost of insurance 
r any benefits to the retail buyer in excess of 2 percent of the principal bal- 
ance of the retail installmerft contract, and no person shall directly, or indi- 
rectly, pay to the retail seller and no retail seller shall directly, or indirectly, 
receive or retain any part of the amount collected, or to be collected, as a 
finance charge of the retail buyer’s cost or insurance, or any benefits on any 
retail installment contract purchased, assigned, or transferred from him in 


excess of 2 


2 percent of the principal balance of the retail installment contract. 


Senator Dovetas. Mr. Q’Brien, this places a limit on the amount 
of the rebate which the dealer can receive from the finance company, 
but is there any requirement that the purchaser is to know that the 
dealers receive any rebate ¢ 

Mr. O’Brten. There is no requirement on the part of the law or any 
other one that I know about that the purchaser shall have any know]- 
alge of the dealer’s interest. I do not mean of the dealer’s interest 

nthe contract after it is sold. 

I will illustrate that a little bit by showing a contrast between a con- 
trolled and uncontrolled State. These are charts I and II which we 
look at. Here is Ohio’s major finance company where $1,000 costs 
them $65.60 for a year. For $88, he received credit life insurance. 

Here is the 7-163 chart that Georgia and other States that are un- 
controlled use where $1,000 costs them $244.40. 

_ Senator Proxire. In both cases, the $1,000 is paid off in equal 
installments ? 

Mr. O’Brien. Equal installments in the 12-month period. 

Senator Dovetas. I would like to have those in the record. 

(The charts referred to follow :) 
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Mr. O’Brien. Here is the manner in which it develops, actually. 
This is possible in today’s high money market. This little margin 
may not appear, but competition among finance companies has forced 
below the $8 legal limit, an actual rate of about 614. So the finance 
company retains 414, and the dealer reserve of 2 percent. Drawing 
that across, here is a finance company on that Georgia chart receiving 
$5, if the dealer were to get the 2 percent on which apparently he 
ean operate. But here is the “pack” up here on the uncontrolled, un- 
limited situation. 

Senator Doveras. $163. 

Mr. O’Brien. Yes, sir. 

Senator Busu. Who gets that ? 

Mr. O’Brien. The dealer. He may buy insurance out of that, and 
hemay not. There is nothing that I can find that determines whether 
he does. 

Senator Proxmire. Have you made any attempt in that case to make 
that $163 “pack” conform with the other? That would be approxi- 
mately 7 percent. In other words, equal to the whole finance charge. 

Mr. O’Brien. No, sir, I have not. That is just a graphic illustra- 
tion there. 

Senator Dovetas. That $163 is in excess of what a 2-percent rebate 
would be. 

Mr. O’Brien. Yes, sir. 

Senator Doveias. Which really calls for straight interest. 

Mr. O’Brien. The chart calls for 7 percent so 5 and 2, we simply 
extended this across and showed the $163 above. These are dollars, 
although this was trying to be artistic. 

Senator Proxmire. This is $163 on each $1,000? 

Mr. O’Brien. Each year. 

Senator Proxmire. Each year? 

Mr. O’Brien. Each year. 

Senator Dove.as. Sixteen percent. 

Waita minute. Isthat the original obligation or the average ? 

Mr. O’Brien. Well, now, you have got me. 

Senator Doveias. That is not my purpose, but if it is the original 
obligation, the actual percentage pack is 32 percent. 

Mr. O’Brien. Yes. 

Senator Dovetas. Would you take some time to think that over and 
supply an answer for the record? 

Mr. O’Brien. You want me to interpret that in terms of percent. 
Here, the customer pays $7 per $100; 70-odd dollars per $1,000 for what 
apparently is the actual cost. If the finance company were retaining 
$5 of that and rebating to the dealer $2, we would have our 14 percent, 
would we not ? 

Senator Doveias. That is right. 

Mr. O’Brien. On top of the 14 percent is superimposed, and this is 
the maximum. Of course, I chose the highest one to demonstrate. 
It is nearly 33 percent. So that makes 33 and 14, does it not? Forty- 
seven. 

Senator Doveras. That would be the result if they used the third 
column. 


Mr. O’Brien. If they chose to use the third column. 
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Senator Dovetas. That is for the most gullible person. 

Mr. O’Brren. Yes, sir, or the worst credit risk. That is a fan- 
tastically bad credit risk, of course. 

Shall I leave this here, or do you want me to get it out of the way? 

Senator Dove.as. I would like to have that in the record with the 
other chart. 

Mr. O’Brien. It will be in your possession, sir. 

Senator Busu. Mr. O’Brien, do the green and the gray there to- 
gether make up the 7-percent rate? 

Mr. O’Brien. Yes. In this case, it makes up 614 percent and in this 
case 7 percent. I am quite sure in today’s money market, that this 
Ohio thing has gone up. I have not been there for a year, but I would 
assume they are getting the maximum. 

You see what this served to do is to reduce competitively the rate 
that the consumer paid. A certain group of auto dealers, encouraged 
and supported financially by a major finance company, tried to knock 
out this provision of the Ohio law, saying, ‘Whose business is it 
whether or not the dealer gets a rebate so long as there is a cap on 
the total?” 

The Bettér Business Bureau sat in as amicus curiae on that case, and 
I have the brief here before me in which we said that this, competi- 
tively, has forced the rate down. Whereas, if this ‘is unlimited, a 
finance company can say at the $8 rate, “We will give you $4.” Or $8 
and we will go right down here. We can operate for a few years until 
we squeeze out our finance competition at a rate that encourages deal- 
ers until we capture all the dealers. 

This is theoretical, as you understand, sir. 

But that is the effect which many of the responsible locally owned 
finance companies and banks felt would be had this thing been knocked 
out of Ohio. The courts upheld it, and it is still effective now. 

Senator Doveias. I may say that in an address which I made in 
Chicago, in which I spoke of the kickback and pack, so-called, a per- 
son came up to me from the audience, one of the bankers there, and 
said, “What’s wrong with the kickback?” I wonder what your answer 
would be to that. 

Mr. O’Brien. I have to differentiate between what we discussed as 
a finder’s fee, in which the dealers did perform some services for the 
finance company and for the customer in relieving him of the incon- 
venience of Sorter to find his own credit, and so forth. I have to dif- 
ferentiate between the finder’s fee and the kickback, and I would say 
a reasonable finder’s fee would be somewhere in this gray area here. 
The kickback is this, and that is the pack. We have no sympathy for 
that, nor does the responsible automobile industry. 

Senator Dove.as. In other words, you do not so much object to the 
$75 as to the $96 and $150 and $163 ? 

Mr. O’Brien. I think that it is an insult to our economic system— 
$96 and $150 and $163. I think that is one thing that was brought out 
in the hearings before Senator Kefauver’s committee last year when 
one of the motor companies wanted to establish its own finance com- 
pany, largely to give its dealers a competitive tool whereby they could 
finance cars at a lower rate in competition. 
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This sounds crazy, but this is theoretical on my chart, because I do 
not believe I have documents to support it, but 

Senator Proxmire. In view of the competition among automobile 
dealers, in view of the fact that you say, or implied, at Jeast, that their 
profit margin is relatively low competitively, the real difficulty I pre- 
sume is that the gullible people are exploited and the people who are 
shrewd shoppers and hard to fool and pretty tough minded in insisting 
on driving a hard bargain with the dealer in a sense do the exploiting. 
Because the way this whole thing works out we do not have dealers 
with great profits really. 

Mr. O’Brien. That is right. 

Senator Proxmire. And finance company operations seem to be 
pretty competitive. It is just among consumers that we have discrimi- 
nation against the person who is ignorant or who does not know a good 
bargain. 

Mr. O’Brien. I think few consumers are hard minded enough to 
avoid it, if they can get through the complex problem of their trade- 
in allowance, the price of the car and all the accessories and the special 
services, such as undercoating and greasing, and this thing for a year, 
which they may be encouraged to buy. If they can get through those 
hurdles and still negotiate the finance hurdle and still insist on having 
a contract completely filled out before they sign, there may be a small 
residual group which forces this thing you speak of. But by and large 
the growth of this indicates that it is not the majority of the pur- 
chasers or consumers. When a man goes to buy a car on Saturday 
afternoon, the paperwork is incidental. He wants to get hold of that 
steering wheel. ; 

I have a couple of other illustrations that are not in the script, if 
you would be interested in them. These again have to do with un- 
controlled States. 

This happens to be the State of Louisiana. These are actual charts 
in use, and these I call 4—J charts, because the “J” is supposed to be 
one symbol for insurance territory. They again are like the ones 
we looked at there. Here $1,244.40 on chart III would be the total 
amount. Each one as you see goes up here, and the dealer’s choice 
could vary from $438.80. 

(The chart referred to follows :) 
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Senator Dovetas. The term “dealer's choice” is, I suppose, parallel 
to the term in baseball “fielder’s choice,” where an infielder has a 
chance of putting out a man on first or third. But in this case it is 
just a question of how much more the buyer pays and how much more 
he gets. Isthat not true? 

Mr. O’Brien. Yes. I was likening it to a poker game dealer's 
choice, sir. 

Senator Doveras. I think that is more analogous. 

Mr. O’Brien. Here is again one, chart IV, in which we tried to 
compute the simple interest basis, The chap bought a car for $1,730. 
That was his balance after he had made his downpayment, and so 
forth. Thirty-six months’ insurance cost him $229, His finance 
charge was $488, approximately 18 percent—S718 for those two items. 
He decided to pay off in 4 months. Possibly a wealthy aunt left him 
some money or something of that sort. Anyway, he was refunded 





athe 


? 





= 


=~+- 


ee 


ee 


122” 





aa snr 





rallel 
has a 
» it Is 
more 


aler’s 


ed to 
1,730. 
nd so 
nance 
items. 
t him 
unded 





—— 


got a $20 rebate. 


CONSUMER CREDIT LABELING BILL 


only $20 of that $718, and so that was about 410 percent simple in- 


Now he undoubtedly had some insurance, and—— 


Senator Proxmire. The cost of the car was $1,730 after his trade-in? 
Mr. O’Brien. Yes, sir. 
(The chart referred to follows :) 
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Senator Proxmire. And the finance charge was $488, insurance 
$229, making $718. So we add the $718 to the total balance of the car 
and he had to pay $2.448. Is that right, sir? 

Mr. O’Brien. That is right. In 4 months he decided to pay off and 
I think this gentleman was in a low economic 
bracket and not overintelligent, but he had this policy of insurance, 
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probably credit life, as well as collision and comprehensive, at a very 
high rate. He could have canceled that if he wished. How much it 
was, was never shown in the contract, so we do not know. So far as 
he is concerned, this is what it cost him, and the finance company was 
not encouraging him to cancel out his insurance because they have an 
interest in that. 

Senator Dovetas. Let me ask you this. Clearly there is inadequate 
compensation for payment before the 36 months. At present that 
is not covered in our bill. Rebates for cash payment are not stated. 
We have been urged to include that. Up to date I have been resisting 
these urgings because I am a moderate man and like to have a con- 
servative position on these matters. What you say seems to indicate 
that this might be desirable. 

Mr. O’Brien. May I give you another illustration, 

Senator Dovenas. I am not asking you to take a position on this 
matter, 

Mr. O’Brien. I do not think it is necessary for me to take a posi- 
tion, sir. 


I have here a case dated January 27, 1960, St. Louis, Mo. Unfor- 


tunately, Missouri, my adopted State, with all my deep affection for 
it, is among the uncontrolled States in this field. “Here is a chap who 
bought a car with a balance of $855. He agreed to pay 48 semi- 
monthly installments of $28.59 each for a total of $1,372.32. 

Senator Busu. How mute h? 

Mr. O’Brien. $1,372.52, a financing cost of $517. That is a 2-year 
period. 

Senator Busu. ‘Two years / 

Mr. O’Brien. Yes, sir; 48 semimonthly installments. Fourteen 
days later he decided for reasons of his own to pay it off. They 
charged him for the use of $855 a total of $140.75. 

We would have not gotten into this type of thing as deeply as I 
would like to have in the past. We got into this one rather deeply 
in our discussions, not all of which were friendly but most of which 
were pointed, with the finance company. They finally admitted they 
had paid the dealer $105 commission, and they could not see how 
they could possibly refund any more to this man, but they did give 
him $10. 

Senator Doveras. Have you figured out how much the annual rate 
would have been for finance charges if the buyer had taken 36 
months? 

Mr. O’Brien. No, sir: I have not. 

Senator Doveras. It would have been roughly $718 for 3 years, or 
an average yearly charge of $272 on an original obligation of $815, or 
around 26 or 27 percent. 

Mr. O’Brien. I have not figured that out. You are a better mathe- 
matician than I, sir. 

Here is one for the record. This was approximately, as we figured 
it out, 427 percent. Of course, this is an 

Senator Busi. When you said he paid the dealer that amount. Is 
that what you calla finder’ s fee? 

Mr. O’Brien. That is what I would call a pack or a kickback. 
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Senator Busu. But the justification for paying it to the dealer was 
that the dealer had sent this man to the finance company ? 

Mr. O’Brien. Sent the paper. 

Senator Busu. What? 

Mr. O’Brien. Had sent the paper to the finance company. The 
man never saw the finance company. 

Senator Busu. He never did? 

Mr. O’Brien. Not until he paid off. 

Senator Proxmire. Were the payments not made to the finance 
company ¢ 

Mr. O’Brien. He only made one. 

Senator Busu. The whole transaction took place in the dealer’s 
oflice ? 

Mr. O’Brien. Exactly. 

Senator Busu. And then the paper went over ? 

Mr. O’Brien. That is right. 

Senator Busu. That is the normal way to do it, I presume ? 

Mr. O’Brien. That is the way it usually happens, sir. 

Here is one, chart V, that perhaps has not come to your attention 
precisely. It may have no interest to the committee. This is the 
area Of the balloon note. This happened in Cleveland, Ohio. Under 
the law, as I told you, this is not controlled. 

(The chart referred to follows :) 
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Mr. O’Brien. Here the time balance on the car in this case was 
$2,543, payable in 11 payments of $50 and 1 of $1,993. On the 12th 
month this lady had to refinance, and she paid 13 payments of $50 
or $650 and refinanced. The balance on the new note was $2,517. 

Senator Dovcias. You mean at the end of 13 months she owed 
approximately as much as she owed in the beginning ¢ 

Mr. O’Brten. She did not until she refinanced it and added an addi- 
tional finance charge or carrying charge. ‘That is the balloon note. 
It is not too frequently employed any more, but when it is, it is 
devasting. 

Senator Doveras. If this happened every year, how long would it 
take her to pay for the car? 

Mr. O’Brien. I would like to hold that note. She never paid. 

Senator Dovetas. It was only reduced $26 or 1 percent in the course 
of a year. At that rate it would take a hundred years to pay off 
the debt. 

Senator Proxmire. She paid $650 and reduced it by $26? 

Mr. O’Brien. That is right. The $50 payments were inadequate 
to cover the amount of the note. She was kidding herself. 

Senator Bus. When they set up this balloon note deal, was it 
contemplated that after the first year when it was paid down in 13 
payments that they would then refinance it? Was it intended that 
the balloon would be paid off ? 

Mr. O’Brien. It is difficult to read intent in a man’s mind, but it 
is my impression that they planned to refinance it. This lady did 
not he appen to be a young lady, and she was not in a foreseeable finan- 
cial position to pay off an amount like that. 

Senator Busu. So the buyer was looking to the dealer for a refi- 
nancing deal at the end of the period ? 

Mr. O'BRIEN. Oh, yes, although there again the hypnotic effect 
at the time of the sale may have deluded her a little bit in the total 
amount of her obligations. 

Senator Proxmire. Is not one of the reasons the balloon note is not 
used the fact that the security would diminish greatly in value at 
the end of this time? After all, this car had depreci: ated for a year, 
and it is very doubtful it would be worth $2,500. 

Mr. O’Brien. The car has depreciated beyond the amount of the 
note, that isright. This is very high risk paper. 

Senator Doveras. Is the balloon note common ? 

Mr. O’Brien. Not very much so any more except again at the lower 
end of the scale. 

Senator Dovetas. When you say the lower end of the scale, you 
mean poor people ¢ 

Mr. O’Brien. Yes. 

Senator Doveias. And ignorant people? 

Mr. O’Brien. Yes. 

Senator Doveias. They are the people who suffer most, are they 
not ? 

Mr. O’Brten. Certainly. 

Senator Doueias. Do you think it is quite common among these 
people ? 
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Mr. O’Brien. I have seen balloon notes with increasing infrequency, 
sir. 

Senator Proxmire. On that subject, we did have testimony from the 
Navy Credit Union by a naval officer who appeared before us, who 
indicated he had had great experience in this field. He had found 
that the education and the kind of sophistication you might expect 
among naval officials did not protect them. He found just as much 
gullibility and ignorance as to what the interest was among educated 
people and college graduates who had had economics in school as 
among the lowest income brackets. As a matter of fact he made the 
point that the people with the smallest incomes are likely to know the 
most about it because they have had the most experience with it. 

Mr. O’Brien. I would think that is a fair appraisal. 

Senator Douetas. As a matter of fact, that was also the finding of 
the consumer research service at the University of Michigan. They 
found that low-income Negroes knew on the whole more about the 
true nature of interest charges than college graduates. Not because 
they were necessarily superior in intelligence but because they had had 
more experience with this sort of thing. But they were helpless. 
nevert i to defend themselves. 

Mr. O’Brien. Folks in the higher income brackets seldom complain 
to better business bureaus. They do not want to admit what has 
happened to them. They do not complain about the money; only the 
principle of the thing. 

We have scrambled up our prepared statement here. May I just 
glance at it a moment, gentlemen, to see if there are some areas we 
should yet cover. I think we have covered rather thoroughly the topic 
which I was assigned. I have just one more little display, if I may 
show it to you, Senator. 

Senator Dove.as. Before we come to this, Mr. Nyborg mentioned 
the kickbacks on credit life insurance. 

Mr. O’Brien. Did he mention kickbacks, sir? 

Senator Dove.ias. Well, rebates; commissions. 

Mr. O’Brien. Commissions on the cost of credit life, so far as we 
know, are only levied by the finance company. I do not believe we 
can determine a linkage between credit life charges and the auto dealer 
directly. 

Senator Proxmtre. This would be very hard to traee, because with 
a good substantial credit life charge he could make up for it in the 
pack return or in something of that kind—a finder’s fee. 

Senator Dovetas. I am going to ask Mr. Semer to review the testi- 
mony and conduct independent inquiries on this point. 

Mr. O’Brien. I have one item simply to illustrate how advertising 
in this field can often mislead a whole market. 

(The ad referred to follows :) 
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Mr. O’Brien. Here is a St. Louis dealer advertising 314 time 
financing. In today’s money market, that is almost unheard of, 
because the very lowest rate we see advertised is 4 percent financing, 

The Honorable Earl Kintner, of the Federal Trade Commission, 
has madea point as to how to determine when advertising is mislead. 
ing. Itis in your committee’s outline here, and I quote: 

Advertisements must be considered in their entirety as they would be read by 
those to whom they appeal. 

The layout of this advertisement implies to me as a consumer 
that I can get 314 percent time financing. 

Senator Doveras. Three and one-quarter percent a year? 

Mr. O’Brien. Three and one-quarter percent a year. The dealer 
explain here how to figure the 314 time financing deal. 

This has been blown up so I could read it. The fine print is a little 
difficult on newsprint to pick out. Itsays: 

How to figure your own deal at 34 time financing. Pick your car from 
the total sales prices. Choose your commitment listed below and total it. Sub- 
tract your down payment. Multiply 344 times this balance, and there is your 
monthly payment for 36 months, including financing. Insurance is optional. 

Senator Dovenas. I am not William McChesney Martin. I cannot 
follow it. 

Mr. O’Brien. That is a commentary on advertising, which is a $12 
billion investment. in this Nation each year, but it takes an expert, as 
I presume myself to be, to understand an ad for an automobile. 

Senator Doveras. What do you think the real rate of interest is on 
this. 

Mr. O’Brien. There is a blind spot, Senator. I am so astounded 
at this ad 

Senator Busu. Three and a quarter percent a month ? 

Mr. O’Brien. No, sir. That is a multiplier of the total cash bal- 
ance to arrive at the monthly payment. 

Senator Proxmire. The monthly payment ? 

Mr. O’Brien. Yes. It issimply a multiplier, a factor. 

Senator Doveras. The “percent” is left out. 

Mr. O’Brien. Certainly. 

Senator Busu. Let us say he buys a $2,000 car and puts up $1,000, 
so his net balance owed is $1,000. He has paid his downpayment on 
that deal, and he owes $1,000. It says to multiply this balance by 314. 

Mr. O’Brien. Yes. Here is his monthly payment for 36 months. 

Senator Proxmire. It would not be 314 ‘percent. 

Mr. O’Brien. It is $32.50 a month for 36 months. 

Senator Busn. Then it is percent he is speaking of. 

Senator Proxmire. It would have to be percent. 

Senator Busu. It does not say “percent.” He does not mention 
“percent.” 

Mr. O’Brien. I would like to say that voluntary efforts without the 
aid of the law have eliminated that type of advertising from St. Louis. 
I will not go into the gory details, but it has been eliminated. 

Senator Doveras. That raises another question. It has been sug- 
gested that we should regulate advertising. I have been reluctant 
to do this. 
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Mr. O’Brien. The principal purpose, the reason for the existence 
of better business bureaus originally, was to preserve on a voluntary 
basis truth and confidence in ‘adv ertising. We think we have failed 
whenever advertising has to be regulated by law. 

Senator Dougias. Are you succeeding by your voluntary efforts? 

Mr. O’Brien. This appeared once. They got the first bite. 

I would also like to say, Senator—and you w ill be interested in this, 
because the influence of your committee’s hearings has been very far. 
reaching—that certain of our major financial institutions in St. Louis 
had been adv ertising 4+ percent and 414 percent money for automo- 
biles. We raised the issue, and I can say as of yesterday noon I 
believe that such advertising will not again appear in St. Louis, 
largely as a result of your committee's efforts. 

Senator Busy. Very interesting. 

Mr. O’Brren. This thing is like a pebble dropped in a mill pond. 
We do not know all of the ramifications. One policeman can be a 
catalyst. But there is still the attitude of good intent on the part 
of business and advertising, and this is a collective thing in which 
the better business bureau is just a catalyst. I think Mr. Kintner 
has said much the same thing. The FTC cannot get its tentacles 
into every community. It depends on the better business bureaus. 
And who are we! We are the instrument of private business. We 
do not always win our arguments, but we do a lot of arguing. 

Senator Busn. That 314 percent ad would have had the effect on 
a relatively uneducated person of suggesting a 314 annual interest 
rate. 4 

Mr. O’Brien. That is right, sir. 

Senator Busu. Whereas in effect it was really 8 or 9 percent. 
Mr. O’Brien. The alternative is going to be offered these adver- 
tisers now that you may either say $4 or the true interest rate of 8 

percent or 9 percent. They will have a choice. 

I think about all I need do now is conclude, because I think we 
have covered the rest of this. 

How do these things come about? Well, for years the better busi- 
ness bureaus have endeavored to get across the idea to people that 
signing contracts in blank is plain poison, and that they immediately 
lose control over whatever the ultimate obligation may turn out to 
be, because it rests in the hands of the dealer. Obviously, reputable 
dealers will in no way change the contract from the original agree- 
ment, but the customer has forfeited his safeguard by signing in 
blank, so it seems to us the No. 1 protection in any kind of a transac- 
tion is certainly the bureau’s slogan “Read before you sign”; “Insist 
upon it being filled out” and “Keep a copy. 

So far as the continuing and consistent position of the better 
business bureau is concerned in this entire matter, I must reiterate 
the position taken by Mr. Nyborg in his earlier testimony that better 
business bureaus advocate that consumers be furnished, in writing, 
prior to the signing of installment contracts, four fundamental facts 
as follows: 

(1) The cash delivered price, including extras. 

(2) Exact amount of downpayment and trade allowance, if any. 
























































678 CONSUMER CREDIT LABELING BILL 


(3) Finance charge and for how long. 
(4) Cost of insurance and coverage provided. 

In the future each of of these four points be set down on the i invoice 
or contract as separate items, not lumped as is all too often the case, 
even under some State laws, including Ohio today. 

Senator, that is the end of my formal statement. I am perfectly 
happy to work with you in any greater degree you wish, sir. 

Senator Doveras. Thank you very much, Mr: O’Brien. You have 
given very valuable testimony, very public-spirited testimony. 

Mr. O’Brien. Thank you, sir. 

Senator Doveias. Your work and your testimony has been of in- 
calculable help to us. 

When Mr. Nyborg testified before us he stated that he was in favor 
of having the total amount of the finance charges stated. As I re- 
member he did not definitely commit himself on the question as to 
whether or not these should be expressed in terms of an annual rate on 
the outstanding balance. I am not going to ask you whether you favor 
this, because you are an official of ‘the Better Business Bureau. But 
I am going to ask you if you will have this matter presented to your 
committee and to the National Association of Better Business Bureaus 
and try to get their considered judgment on this matter, because this 
issue is coming up very fast. We think we could meet the States rights 
argument, but there is a tremendous amount of opposition to having 
the amount of the finance charges stated as a percentage, annual 
percentage, of the outstanding unpaid balance. I anticipate that there 
will be a tremendous drive to modify the bill in this respect. 

I personally feel that this would be a great mistake, because 1 
regard this annual rate as the basis of comparison which the buyer 
or borrower can make between the different sources of credit, but my 
own belief may not prevail. 

I wonder if you would be willing to see that this matter is at least 
considered by the better business bureaus, so as to get some kind 
of an informed judgment from them. 

Mr. O’Brten. Senator, it has been under continuing discussion 
within the committee of which I am a member. I would be most 
happy to relay your request to them, and I would like to ask if you 
would charge Mr. Semer with giving me a letter based on some of ‘the 
thinking he and I had disc vussed previously in the area of the mechani- 
cal feasibility of this. 

Senator Doucuas. Yes. 

Senator Busn. I would like to observe, if I might, Mr. Chairman, 
that on this simple annual interest rate angle from my point of view, 
and I think from most who have reservations about it, that it is not 
any objection to disclosing this simple annual interest rate. I believe 
disclosure would be an excellent thing. The big problem is whether | 
it is a practical thing to do. W hether we can practically require the ! 
filling station attendant who is selling a battery for $20 for a fee of $2 | 
over a period of 10 weeks to disclose the simple annual rate of interest, 
whether he can physically do it, whether he can mentally do it, or 
whether it is a practical thing to do. That is the thing that I think 
is the key question on the simple annual interest rate. 

If it were an easy thing to do, if he could flip open a book like a 
bond-yield book and get the rate, that would be fine; but we have had 
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rather disturbing testimony, I think, on the practicality of the simple 
annual interest rate disclosure in all cases. ‘That is the problem that 
I think we face here. 

I do not want to push the witness too far, but since my good friends 
have mentioned the doubts on this point, it seems to me we could 
have a chart similar to this but without the 96 and 150 and 163, 
and so forth, so that with varying amounts, assuming equal pay- 
ments, the true rate could be obtained. Where we get irregular 
payments there are arithmetical problems. That is true. 

Mr. O’Brien. I, too, have heard the arguments on the practicality 
of the issue, Senator. My own observ ation over 20 years is that the 
increasing complexity of the automobile financing transaction is such 
that the simplified charts of 20 years ago are almost nonexistent, and 
as again a matter of practic ality even responsible dealers are seldom 
in a position to figure it down to the last penny at the time of the 
transaction. They give the customer a worksheet which comes within 
a very few pennies of the actual thing, but they are not in a position 
because of the complexity of additional items of insurance that the 
customer wants in a good dealership that this may, I am sure, talking 
again only in the automobile field, become an undue burden on them. 
That would be an area of resistance, I am quite certain. 

Senator Busu. Do you regard the Ohio law as a satisfac tory model 
for State legislation in this field ? 

Mr. O’Brien. No. It has a number of weaknesses. 

Senator Busu. Is there a better one you know of? Does Con- 
necticut or Illinois have a better one ¢ 

Mr. O’Brten. I think after Ohio’s experience that New York 
tightened up its law, with vast improvement. I do not know if they 
control the reserve, because that became a dynamite factor in the 
whole field. ‘The Ohio law has a number of weaknesses, and the Ohio 
Legislature has to plug some insurance gaps in the meantime, and 
it begins to look a little hke patchwork, sir. 

Senator Busn. Is the New York State law the best one you know 
of, sir? 

Mr. O’Brrex. You must remember I have not researched this thing 
in some months. 

Senator Busu. You do not have to answer the question if you do 
not want to. 

Senator Dovetas. I have been mystified by a lot of terms and am 
getting a little bit more knowing as a result of your testimony. But 
there is one term about which I am still greatly puzzled, which I 
have heard referred to from time to time, and that is “double pushup.” 
What does “double pushup” mean? As I understand it gymnasti- 
tically it is chinning oneself. 

Mr. O’Brten. That isa pullup. 

Senator Doveras. Mr. Semer, who has practiced on parallel bars, 
reminds me that that is a chinup, but a pushup is where you lower 
yourself by your arms and then push yourself up to your original 
position. IT am glad to have my gymnastic knowledge cor rected by 
our very able staff in this respect, but this apparently does not apply 
in the field of financing. What isa double pushup ? 

Mr. O’Brren. A double pushup is a term which I fear we Better 
Business Bureaus coined within our deliberations, and we have used 
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it from time to time. As a matter of fact, I found Senator Mon- 
roney equally fascinated by it in the auto-labeling bill. 

A double pushup is a term based on the average American’s vanity 
in his own bargaining ability. 

Senator Busu. Try that again, will you ? 

Mr. O’Brien. A double pushup i is something that arises in the aver- 
age American’s own pride in his bargaining ability. He has a car 
that is worth $500, and so he starts to shop. Pretty soon the dealer 

says, “That isanicecar. That is worth $600.” And he, knowing it is 
not worth that, says, “I had better try the next fellow,” and he gets it 
up to $800 or $1,000, thinking that he has outsmarted the automobile 
dealer. He comes around to the first dealer and says, “So-and-so will 
give me $900,” and the dealer says, “I will give you $900,” or whatever 
it is. The figures are academic, because as each step in the pushup 
goes up the price of the new car to be purchased goes up in a like 
amount. By the time the customer is through, very often he finds 
the price of a new car has been pushed up more than the price of his 
used car, and so he ends up on the short end of the stick. 

I would like to read an excerpt from the previous testimony before 
Senator Monroney. 

Senator Dove.as. Before you read that may I say that we had in 
Chicago—I guess we still have—a very notable citizen by the name of 
Yellow Kid W eil, who is a confidence man. The Yellow Kid pub- 
lished a book on his experiences and he said that he never practiced his 
confidence games except on those people he had discovered to have a 
little bit of larceny in their own hearts. 

Mr. O’Brren. We say it a little differently in Missouri. We quote 
Mark Twain: “You can't cheat an honest man.” 

Senator Doveras. Missouri is supposed to be the “Show Me” State, 
is it not? 

Mr. O’Brren. Well, we are trying. 

Senator Doverias. Go ahead. 

Mr. O’Brien. I think I have pretty well exhausted this double push- 
up. One effect it does have is that in the event a customer does not 
have adequate equity in his automobile, his trade-in, or cash equity 
which would satisfy a finance company’s requirement, the double 
pushup occurs and there is a fictitious equity generated by that means, 
whereby the finance company is theoretically deluded into thinking 
this man has an equity that he does not have, if the car is worth § $500 
and he needs an equity of $800. 

Senator Doveras. But the total amount which the buyer has to pay 
is greater because the total amount is greater, even though the trade-in 
is raised ? 

_ Mr. O’Brien. That is right. He pays, as I believe you phrased it, 
Senator, interest on interest. 

Senator Doveras. I have been much interested in this question of 
debt consolidation. 

Mr. O’Brien. Yes, sir. 

Senator Doveras. I wonder if you could speak on that. 

Mr. O’Brien. This is somewhat divergent from the area which we 
have been covering. Again IT must speak from direct experience in 
Ohio, because I was several times summoned before the legislative 
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committees concerned with this debt pooling enterprise which swept 
the country about 2 years ago. f 

These were groups of people with little or no capital apparently, 
who advertised by implication “Consolidate your debts all under one 
umbrella.” 

Senator Doveras. Sort of a debt pooling ? 

Mr. O’Brien. Debt pooling is the phrase that was employed. They 
adver tised in typography and layout similar to that used by loan com- 
panies, implying sometimes that they were going to advance money. 
Actually they were not. 

Senator Dove.as. Instead of have many worries you only have one 
worry. ‘ 

Mr. O’Brien. Their idea was to invite you in any say, “These are 
all my debts.” Then for a percentage of from 8 to 18 percent of your 
total obligation they will undertake to contact your creditors and say, 
“Sam Jones is paying me $50 a week. I will allocate to you so many 
dollars of his payment,” whatever it is. 

Senator Doueias. And they relieved the debtor of the harrassment 
of having a number of collectors come around ¢ 

Mr. O’Brren. That is right. 

Many of the responsible credit companies would not deal with debt 
poolers, feeling they were people of no substance. 

Senator Busu. A debt pooler / 

Mr. O’Brien. That is right. The debt pooler was charging from 8 
to 18 percent of the total obligation, and the responsible ¢ reditor com- 
panies said, “This man is per for ming no real service. 

Senator Busn. Do any of the1 esponsible companies in the personal 
finane e field act as debt poolers ? 

Mr. O’Brien. I believe if you are a customer they will all do that 
for you. 

Senator Busn. I know some of the bigger companies in this field 
used to say to a customer, “Now, look, you owe the butcher so much 
and the baker so much and the candlestick maker so much. We will 
lend you $300 and you pay them all off and you will owe it all to us.’ 
You call that debt pooling ? 

Mr. O’Brien. But they make no charge for it in addition and over 
and above their regular interest charge ? 

Senator Busm. They make their regular interest return on it, which 
is very high, 30 to 36 percent in the cases I am thinking of. 

Mr. O’Brien. That is debt pooling. 

Senator Doveras. I think what you said, in justice to the personal 
finance companies, is that there has been a tendency under State law 
for these high rates to apply simply on slices, and on subsequent slices 
the rate does tend to go down. 

Senator Busu. I was not trying to say anything for or against the 
small loan companies. I was just trying to find out w hether they act 
as debt poolers. 

Mr. O’Brien. They do. They do, but make no charge. The debt 
pooler performs no service beyond the pooling of debts and cannot 
guarantee that all creditors will accept his arrangement. 

Senator Doveras. As a matter of fact, do they pay off the other 
creditors in cash or pay off in installments ? 
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Mr. O’Brren. They pay off in installments but first subtract their 
own fee from the amount the customer has paid in. 

Senator Dovetas. This differs, for instance, from the loan of a 
credit union, for example? 

Mr. O’Brien. Vastly different. 

Senator Doveras. In a credit union they place a capital sum at 
the person’s disposal and then more or less exercise supervision to see 
that cash payments are made on outstanding obligations. Is that not 
true ? 

Mr. O’Brien. That is right. That is where the confusion arises, 
sir. People are led to believe that these debt poolers that do nothing 
else are going to help them in that way. They make no such pre- 
tence. They have been outlawed in some States. 

Senator Doveras. In other words, the installment payments con- 
tinue and increase, and then these installment payments are appor- 
tioned amongst the various original creditors. 

Mr. O’Brien. Yes, sir. 

Senator Doveias. And a percentage is added to these payments ? 

Mr. O’Brien. The debt poolers we are referring to are people of 
very little substance and sometimes with prison records in other 
fields. They have apparently in some cases no intention of doing 
anything but collect the fee and leave town. There is no control over 
them, no bonding, no licensing. They are handling people’s money 
with no control. That was the difficulty. 

Senator Doveras. Your testimony has been most valuable Mr. 
O’Brien. Thank you very, very much. 

Mr. O’Brien. Thank you for your courtesies. It has been a pleasure 
being here. 

(Mr. O’Brien’s prepared statement follows :) 


STATEMENT OF JOHN L. O'BRIEN, PRESIDENT AND GENERAL MANAGER, BETTER 
BUSINESS BUREAU OF GREATER ST. LOUIS 


My name is John L. O’Brien, I am president and general manager of the Better 
Business Bureau of Greater St. Louis, and a member of the Association of 
Better Business Bureaus Committee on Installment Contracts. For 13 years prior 
to August 1959, was president and manager of the Better Business Bureau in 
Akron, Ohio. Previously, Mr. Victor H. Nyborg, president of the Association of 
Better Business Bureaus, and likewise a member of this committee on installment 
contracts, has testified before your committee on the background of purposes 
of the better business bureau and on some of the results of some of our current 
investigations into the ramifications about financing, particularly in the field 
of credit life insurance. 

I will not go into the items covered by Mr. Nyborg, nor in accordance with 
better business bureau policy will I take a position for or against this bill. I 
am responding to the Senator’s request that I discuss with you for a few 
moments the background of a practice known as the pack in some automobile 
time contracts and the manner in which it, as a tool, has become a means of 
unconscionably gouging the public out of millions of dollars in the hands of some 
unscrupulous auto dealers, sometimes with the active encouragement of certain 
finance companies. 

Please understand that this is by no means an attack upon the automobile 
industry, the automobile dealers and financial institutions of good repute who 
have, through the complex economy of time payment financing, placed America 
on wheels and enabled our people to enjoy the pleasures and convenience of 
mass transportation on a mutually satisfactory pay-as-you-go basis. 

The time financing of automobiles as a new concept shortly after World War 
I was a risky business. Obviously, no conservative financial institution would 
touch such a thing when the unpaid creditor might find his collateral in the 
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automobile in the next State, or some convenient ditch long before all of the pay- 
ments were made. But a few specialized kind of financing agencies decided 
to try it, particularly so long as the paper they were buying was completely 
at the risk of the dealer, and known as recourse paper which meant that if 
anything went sour in the deal and the customer failed to pay then the dealer 
simply got the paper back and had to worry about collecting for it himself. 

Finally some of the more enterprising financing agencies worked out an 
arrangement with some of their reputable, established dealers, whereby a 
little bit of each contract was held back to provide a sort of a cushion to 
protect the dealer against those which went bad. This became known as 
the dealer reserve and it simply employed the principle of spreading the pro- 
tection against a few bad deals over the cost of the majority of satisfactory 
ones. If, at the end of the year, there was still an amount remaining in the 
dealer’s reserve account, meaning that most of these deals proved out as 
agreed, the amount was paid to him by the finance firm as a sort of a bonus. 

After the automobile industry and its financial partner had struggled through 
the depression of the thirties and was on a sounder footing, more and more 
finance firms offered more and more auto dealers what was termed “non- 
recourse paper.”’ These were customers’ notes and mortgages which the com- 
panies bought from the dealers on which the finance company assumed the 
entire collection risk, not expecting the dealer to buy it back. However, by 
this time the reserve account had been so firmly fixed that it remained and 
the dealers began to enjoy regular and rather healthy bonuses from the finance 
firms at the end of the year’s operation. 

Then began a period of cutthroat competition between various finance firms ° 
in their efforts to encourage auto dealers to turn the majority of their financial 
business in their particular direction and they offered ever increasing percentages 
of the total amount of the contracts as reserves. 

Most finance firms prepared rate charts showing the amount of monthly 
payments which would be required to pay off a given unpaid balance over a 
period of months as a means of assisting the dealer in figuring a customer's 
obligation quickly and easily. Customarily these companies also provided the 
dealers with several rate charts which carried increasingly higher rates, which 
were supposed to be based on the amount of risk which the company and/or 
the dealer would be assuming in the case of progressively older cars which, 
because of the greater risk, would command a higher rate. Persons with 
poor credit were also supposed to pay a higher rate to cover the company’s 
probable losses. Some charts included insurance coverage, some did not. Sel- 
dom could the purchaser tell what he was getting. So often, as we shall 
see later, multiplicity of such rate charts were provided the dealer and he 
could simply select which ever one best suited his needs, or the gullibility of 
his customer, and use it to convince his customer that his total obligation 
should be exactly what the rate chart called for. In such cases, by pre- 
arrangement, certain unscrupulous auto dealers and a few unscrupulous finance 
companies, the company would agree to buy from the dealer at the prearranged 
discount rate, whatever customer time paper the dealer chose to sell, and 
rebate to him any amount over the preagreed discount rate—this became 
known as the pack. Unhappily, it still goes on today in many States where 
no control is exerted over time finance contracts of this type. 

While there was some reasonable justification for the dealer reserve in the early 
days for mutual protection, when these reserves began to become excessive and 
to be used as a competitive tool by finance companies in order to gain more and 
more auto dealer business, and spiraled up into the unconscionable mulcting of 
the public through usually hidden and confusing techniques of the pack it was 
high time that something be done. 

Actually in today’s marketing conditions wherein the customer is led to be- 
lieve by some automotive advertising that stupendous discounts and long trade- 
in allowances are the regular thing, the dealer reserve in the finance company is 
often the difference between profit and loss at the dealer’s yearend accounting. 
This is true even of many reputable dealers who are driven to matching the offers 
in the wild advertising claims of their competitors. They of course, on the re- 
serve basis, rather than on the unconscionable pack receive what is a reasonable 
compensation for their services from the finance company in acquiring business 
for it. 

This is unhappily so established that a customer is often puzzled to find that 
he is quoted a lower price, or high trade-in allowance on his old car when he 
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finances the car through the dealer than when he wants to pay cash or finance 
it through his own privately selected financial institution. 

Responsible business firms, the thousands of reputable automobile dealers, and 
financial institutions who were being unwillingly caught in this quagmire, began 
a long battle, spearheaded by the better business bureau, to seek ways of elimi- 
nating the pack through public education, exposure of the culprits, through group 
standards of business conduct, and many other ways. Presently laws have been 
enacted in 24 States, which control the finance business in varying degrees, many 
of them undertaking to actually fix a rate. 

One such State was Ohio, and as I have previously indicated, most of my 20 
years of Better Business Bureau experience lies in that State, I shall therefore 
undertake to discuss, in some detail, the ramifications of Ohio’s law which was 
passed in 1949. It, as I am sure you know, undertook to limit the maximum 
amount of finance charge at a rate of $8 per $100 which, as previously indicated 
before this committee, is a simple interest rate approaching 16 percent annually. 
The Ohio charge likewise permitted certain collection charges, service charges, 
ete., but, to my knowledge, one unique feature of the Ohio law was that it under- 
took to limit the amount of reserve which a finance company could rebate to a 
dealer. This limit was set at 2 percent of the total amount of the note. I have 
here a copy of that law and I will read into the record excerpts from it pertaining 
to this particular part: 

“No person shall enter into any agreement with any retail seller regarding the 
purchase, assignment, or transfer of any retail installment contract whereby the 
retail seller shall receive or retain, directly or indirectly, any benefit from, or 
any part of any amount collected, or received, or to be collected or received from 
any retail buyer as a finance charge or as a cost of insurance or any benefits to 
the retail buyer in excess of 2 percent of the principal balance of the retail in- 
stallment contract, and no person shall directly, or indirectly, pay to the retail 
seller and no retail seller shall directly, or indirectly, receive or retain any part 
of the amount collected, or to be collected, as a finance charge of the retail buyer’s 
cost or insurance, or any benefits on any retail installment contract purchased, 
assigned, or transferred from him in excess of 2 percent of the principal balance 
of the retail installment contract.” 

I submit to you a photostatic copy of the Ohio law with this portion marked 
for reference of the committee. 

For many years in the competitive stresses of the market place, this 2-percent 
ceiling on the amount of reserve which the dealer could receive from the financing 
institution being fixed by law serves, through competition, to often lower the 
ultimate rate to the retail consumer, there being no particular incentive to the 
dealer to increase his rate and simply pay it all to the finance company. 

Certain dealers and finance companies undertook to fight this provision in the 
law in Ohio some years ago, contending that so long as the ultimate ceiling of $8 
per $100 was fixed, it was of no concern to a customer or the law, what internal 
arrangements were made between the dealer and his finance company. However, 
the courts of Ohio held steadfast in the competition between finance companies 
to get a dealer’s business remained on a service basis rather than, on how much 
could be packed into a time sales contract in the way of a rebate to the dealer. 
Of course I suspect that in today’s era of expensive money and high interest rates, 
there will be some concern that this Ohio ceiling places an undue hardship on 
financing institutions, as well as auto dealers, and we likewise know it to be a 
fact that other kinds of pressures have been built up whereby the retail install- 
ment car purchaser is sold various completed package plans such as credit life 
insurance, and other items, which have been testified on before this committee 
previously. 

By way of contrast let me illustrate to you a survey that we made some time 
ago how finance gouging and dealer packing in the unregulated States can gouge 
the customer. We referred earlier in this testimony, to the multiple-rate charts 
which are available from some finance agencies to some auto dealers, and here 
is one of a peculiar type: You will notice the figures 7-96; 7-150; 7-163, ete. 
These are the charts in common use in the States to which we refer. The figure 
7 at the top of each chart means a 7-percent ad-on charge; i.e., the company’s 
rate to the dealer is $7 per $100 financed. The other figures at the top of the 
chart such as 96, 150, 163, ete., means the number of dollars over the $7 charge, 
which is figured in the monthly payments, allowed the dealer a kickback in this 
amount. Thus $1,000 financed in this State by these charts would be $1,162.64 
in the 96 chart, allowing the dealer $96 in hidden pack ; $1,244.44 on the 163 chart, 
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allowing him $163. I find no provisions for the purchase of any insurance, by 
either the dealer or the finance company, although the rates are ample to permit 
such purchases under the contract if he chooses. 

Here, by way of contrast, is a chart from Ohio, at least the way it was before I 
left there, and here the $1,000 balance which may be financed for 12 months for 
12 payments of $88.33 or a total of $1,059.96, or a charge of $59.60. In the case ot 
another national firm which customarily includes credit life insurance on its 
contract, that same $1,000 can be financed for 12 monthly payments of $88.80 
or a tots 1 of $1,065.60, a charge of $65.60. 

Now, while I have a great affection for my adopted State, Missouri, it, too, un- 
fortunately, is one of the States without any finance control and I have found a 
wide spread of finance charges in Missouri among some of the lowest of the 
Nation, as well as unfortunately, some of the highest. Many of our banks ad- 
vertise and give rates as low as $4 discount per $100, or about 8 percent on a 
simple interest basis, but such rates, of course, are available only to folks with 
satisfactory credit. However, I have here an advertisement from an auto dealer 
who has the astounding apparent price of 3% time financing. Careful reading 
of this ad, and I think it unfortunate that the public requires expert counsel in 
reading advertising of this sort, determines that the dealer means something 
very different than what his ad implies. He tells you after you have your final 
cash price, to “multiply 314 times your balance and there’s your monthly payment 
for 36 months, including financing ; insurance is optional.” 

We have a case here from our files within the last few months, where a man is 
financing an $850 balance on a 1957 automobile, payable in 48 semimonthly pay- 
ments of $29.59 each, or a total note of $1,372.32, a finance charge of $517.32. 
Being upset at this arrangement, he scraped up the money from other sources 
and decided to pay off his balance in 14 days—he found he was charged $140.75 
for the use of $855 for 14 days, or about 427 percent. After the bureau got into 
it and had several pointed discussions with the finance company, it developed 
that the finance company was in no position to rebate any part of the $140.75 
as they had already paid the dealer a commission of $105 on this deal and had 
a $25 flat rate of their own for placing any kind of an account on the books. 
These things unhappily continue in Missouri. 

Here is a comment from a letter of this March wherein it was simply asked if 
we thought $600 carrying charges on a $1,095 auto was an ethical business prac- 
tice, and here is a transaction in which the customer bought a $700 car but hav- 
ing no trade-in was charged $1,000 and credited $275 for a nonexistent trade-in. 
His finance charge was $442 and whether or not it includes insurance is still un- 
known to the purchaser, for he has received no policy. 

How do these things come about? Well, for years the better business bureaus 
have endeavored to get across the idea to people that signing contracts in blank 
is plain poison, and that they immediately lose control over whatever the ulti- 
mate obligation may turn out to be, because it rests in the hands of the dealer. 
Obviously, reputable dealers will, in no way, change the contract from the original 
agreement, but the customer has forfeited his safeguard by signing in blank, 
so it seems to us the No. 1 protection in any kind of a transaction is certainly 
the bureau’s slogan “Read before you sign”; “Insist upon it being filled out” and 
“Keep a copy.’ 

So far as the continuing and consistent position of the better business bureau 
is concerned in this entire matter, I must reiterate the position taken by Mr. 
Nyborg in his earlier testimony, that better business bureaus advocate that con- 
sumers be furnished, in writing, prior to the signing of installment contracts, 
four fundamental facts as follows: 

1. The cash delivered price, including extras 

2. Exact amount of downpayment and trade allowance, if any. 

3. Finance charge and for how long. 

4. Cost of insurance and coverage provided. 

In the future each of these four points be set down on the invoice or contract 
as separate items, not lumped as is all too often the case, even under some State 
laws, including Ohio today. 


Senator Doveras. The final witness is Mrs. Patricia Harris, of a 
very fine organization, the National Consumers League. Is Mrs. 
Harris here? We have a very warm feeling for the National Con- 
sumers League, because its first executive secretary, Mrs. Clarence 
Kelly, started her career in Chicago in 1890. 
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STATEMENT OF MRS. PATRICIA HARRIS, NATIONAL CONSUMERS 
LEAGUE 


Mrs. Harris. Thank you, Senator, I am Patricia Harris, and I 
am appearing on behalf of the National Consumers League. on whose 
board of directors I serve. The National Consumers League i is grate- 
ful for this opportunity to present to the subcommittee its views in 
support of S. 2755. 

For more than 60 years the league has been an ardent supporter 
of legislation to “age the standard of living of all the citizens 
of our Nation. The National Consumers League has a deep convic- 
tion that consumers have an obligation and a responsibility to help 
improve the living and working conditions of those who produce 
the goods we purchase, and has been dedicated to that end from its 
inception. As consumers we share with all members of our society 
the desire for purity and safety in the products we purchase and in 
the truthful labeling of these products. 

Credit financing has in recent times expanded to all consumer goods, 
to items ranging from food to automobiles. It has played an import- 
ant role in enabling people to buy goods which they could not other- 
wise have been able to afford. Credit financing has had the beneficial 
effect of reducing the peaks and valleys of consumer demand and 
thereby has buoy ed up the economy. 

However, there ars disquieting aspects in this expansion of the use 
of credit. While disposable income in the last decade rose 61 percent, 
personal debt increased by 160 percent. Some $50 billion of the total 
consumer debt figure is in the form of short-term debts for install- 
ment purchases, automobile loans, and personal loans. Excessive 
use of credit, as you have already heard from experts, poses a real 
threat to both the total economy and the welfare of indiv idual citizens. 

While there have been various proposals to control credit rates 
and terms, the bill now before this subcommittee, S. 2755, is concerned 
only with full disclosure of the true cost of credit. We agree with 
the sponsors of this bill that truthful statements of cost, not control 
of the rates, is most likely to protect the merchandiser and the 
consumer. 

Senator Dovueias. Mrs. Harris, I am glad that you point this out, 
because it has been alleged that this is merely an enter ing wedge, that 
this bill is merely an entering wedge for the regulation by the Fed- 

eral Government of the rates of interest and of finance charges. I 
oe repudiated these allegations almost daily, but I seem to make 
no impression whatsoever upon the practices of the opponents of 
the measure. So I am glad that you once again call attention to 
this fact. I will make my daily disavowal that this has nothing 
whatsoever to do with regulation of maximum finance charges. It 
merely provides for disclosure. I do not know how many times I 
have to say this to have it sink in and be accepted, but I am ready 
to ae it every hour on the hour if necessary. 

I think these allegations on the part of the opponents are an attempt 
to obscure the true purpose of this bill and the reason it has been 
proposed. We see nothing in the bill to give any reason for believing 
there is an attempt to regulate credit rates. 
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Mrs. Harris. Armed with the facts about the credit charges on his 
purchase, the buyer is enabled to accommodate his purchase to his 
income. 

We are asking then, through our support of S. 2755, only that the 
consumer be edema by a “clear statement in writing” of the total 
cost of deferring payment on the item he wishes to purchase. In 
short, the consumer is to be told the whole truth and nothing but the 
truth about the finance cost on his time purchase. 

The importance of providing the consumer with such facts is obvious 
and no honest lender or seller should desire to hide the information 
from the consumer. We recognize the fact that a charge for credit 
is valid, and that this charge may be highest where income of the buyer 
is lowest because of the small equity the buyer has in the goods and 
because of the great risk of default. 

Revelation of these costs is likely to lead the consumer to budget 
realistically in order to receive maximum value for each dollar. 
Certainly no seller or lender can justify profit made from transactions 
a consumer undertakes due to ignorance of their true nature and 
extent. Stories in the daily press reveal with biting detail the cruel 
use of garnishment procedures by certain credit dealers in this area 
and elsewhere. Although such willful exploitation of the poor is 
practiced by only a small segment of the business community, these 
flagrant abuses must be stopped, not only through revising the garnish- 
ment laws but also by iaicaicinn the buyer at the time he makes 
his purchase. 

A family should determine its purchases on the basis of its known 
income. This is true whether the customer decides to purchase a 
vacuum cleaner or a house. To make a rational decision, he must 
know the total cost of the item he wishes to acquire. This total cost 
includes the finance charges as well as the cash price. The possession 
of these facts may not only make the difference between a wise 
purchase and a foolish one, but may also determine such ancillary 
matters as whether the wife shall work, whether children continue 
their education, whether the breadwinner secures an additional job, 
ad infinitum. 

The information currently furnished to a purchaser is not sufficient 
for him to determine the ultimate credit cost of his purchase. A 
perusal of the Washintgon Post on a recent day revealed such ads as 
these : 

A large department store advertised a certain TV set for $248, no 
downpayment, pay $15.51 monthly. 

The same store advertised a mattress for $58.55 each, no downpay- 
ment, $5.32 per month. 

A large furniture store advertised special price $198, two-piece liv- 
ing room suite, as low as $9.53 a month. 

Do these advertisements give the purchaser sufficient information ? 
From the information supplied, all the consumer can calculate is the 
number of months he will have to pay the stipulated amount. He 
cannot from these meager facts distinguish the cash price from the 
financial charges. He cannot tell how much money he might save if 
he paid the cash price outright. 

_In brief, the purchaser does not know the cash price, the true 
interest rate, or the total interest charge on his purchase. If he knew 
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these figures—percentage annual interest charge and total finance 
charge in dollars—he could determine whether or not to (1) sign the 
contract for a time purchasee, (2) save his money and buy on a cash 
basis, or (8) borrow a small loan to have ready cash for the purchase, 

It has been asserted before this committee that stores would find it 
difficult to calculate true interest rates. Frankly, we find it hard to 
imagine that a well-run finance company or retail store maintaining 
an efficient accounting department, which surely must calculate true 
interest rates on its own purchase transactions, would find any difli- 
culty in determining these rates. Surely the accounting department 
employees are more able to deal with the formulas than are the 
customers. 

It is the nature of the installment system that those who can least 
afford to pay expensive credit for an item are precisely the ones who 
end up paying these costs. A purchaser who can afford the total 
purchase price need not get involved in time payments and loans. 
He can simply write out a check and he is through with the whole 
affair, or he can charge the purchase and pay for it at the end of a 
month or 3-month period. He, therefore, avoids the so-called carry- 
ing charges imposed by the stores. It is the person with the limited 
income who must resort to the installment system and thereby pay 
heavily for credit charges. 

S. 2755 is, therefore, a simple solution to an inc reasingly threaten- 
ing problem. Its fundamental concept is part and parcel of the 
purest of classical economics and the basic principles of the free en- 
terprise system—the rational informed man buying in the free mar- 
ketplace, with full knowledge of the prices, and making a decision 
which is best for him and, therefore, best for the entire ec onomy. 
S. 2755 is also based on a compelling moral rule—people should tell 
the truth. 

We, therefore, urge the committee to report favorably S. 2755 in 
order to benefit the millions of consumers who wish to buy and the 
many honest sellers and lenders who wish to conduct their businesses 
in a truthful and rational manner. 

Senator Doveias. Thank you very much, Mrs. Harris. 

I was very glad that you stated with precision the basic assumption 

upon which this bill has been drafted, namely, to quote your words— 
It is part and parcel of the purest of classical economics and the basic principle 
of the free enterprise system—the rational informed man buying in the free 
marketplace, with full knowledge of the prices, and making a decision which is 
best for him and, therefore, best for the entire economy. 
I have never seen it stated better than that. The extraordinary thing 
is that so many of the verbal defenders of what they call free enter- 
prise and the competitive system are opposed to this bill and allege 
that it is a violation of the principles of competitive economics and 
there is some nefarious collectivist plot. 

Mrs. Harris. I am sure that Marshall would be the first to disavow 
some of those who suggest that they are great defenders at the present 
time. 

Senator Doveras. Thank you very much, Mrs. Harris. 

May I say that we will now recess until next Wednesday, April 
27, when we shall hear from the American Bankers Association and 


pe 


ad 


ha 
er 
bu 


ag 
in 
th 
te 
eV 
al 


CO 


ab 
bi 


th 
in 


to 
ar 


gl 
fo 
m 
ne 

th 
as 


ve 


tic 
te: 


at 







CONSUMER CREDIT LABELING BILL 689 










































possibly some other witnesses. I want to issue this invitation in 
sh addition. 

7 The work of our hearings has been somewhat embarrassed and 
. hampered by the fact that a number of organizations which are 
- critical of the bill do not apparently wish to come forward and testify 
= but content themselves with submitting a statement for publication. 
— ] think that the representatives of these groups who are here will 
Ai. agree that we have tried to conduct these hearings in a neutral and 
rl impartial manner. We have leaned over backwards not to mention 
] the name of any concern which may have been guilty of sharp prac- 
a3 tices. We are trying not to pillory any individual. We are, how- 
soe ever, trying to clean up a situation which apparently has many 
a abuses, and we ask only for improvement in the future and are not 
tal concerned with apportioning blame about the present or the past. 

= The witnesses who have appeared have in general been very valu- 
ob able witnesses, and they have given many suggestions. I think the 
ro bill will be better as a result of their testimony. 

i. If these gentlemen have criticisms and if they have suggestions, 
a they can present them much better by appearing before us and offer- 
ie ing these matters verbally, so that we can discuss the issues. I can 
sn assure them that they w ill not be abused. They will not be subjected 

to cruel and unusual punishment. They will be treated with respect 

Ht and politeness and decorum, but we would appreciate their testimony. 
the So I am going to throw out a blanket invitation once again to the 
=r groups to whom we have extended written invitations that they come 
reel forward and testify. I do not wish to subpena them, but I do extend 
ga most cordially an invitation for them to help us. And while I do 
tell not believe in passing judgment upon the decisions of anyone, never- 
“ theless I do not think they can legitimately complain about the bill 
4 as it is drafted if they are not willing to give us the benefit of their 
an verbal judgments. We shall welcome opponents and criticisms as 
= well as advocates, welcome suggestions from any source, 

' So I hope, Mr. Semer, you will reinforce this most cordial invita- 

tion. If it is a necessary inducement I will be very glad to serve 

, tea and cookies for those who come. 
7H We will recess until next Wednesday, April 27 

ae (Whereupon at 12:16 p.m., the subcommittee recessed, to reconvene 
tom at 10 a.m., Wednesday, April 27, 1960.) 
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FRIDAY, MAY 6, 1960 
U.S. SENATE, 


CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON PropuCcTION AND STABILIZATION, 
Washington, D.C. 

The subcommittee met, pursuant to recess, in room 5302, New Sen- 
ate Office Building, at 10:15 a.m., Senator William Proxmire pre- 
siding. 

Present: Senators Frear, Proxmire, Bennett and Bush. 

Senator Proxmire. The hearing will come to order. 

The subcommittee has prepared an amended bill in the form of a 
committee print for submission to the full committee. It will go into 
the record at the same place the original bill was inserted. (See p. 4.) 

Our first witness is Mr. Carl A. Bimson representing the American 
Bankers Association. 

Mr. Bimson, will you come forward? Mr. Bimson, I understand 
that you are a vice president of the American Bankers Association. 


STATEMENT OF CARL A. BIMSON, VICE PRESIDENT, ACCOMPANIED 
BY DONALD Z. ALBRIGHT; HARRY P. BERGMANN, CHAIRMAN, 
CONVENTIONAL MORTGAGES COMMITTEE, SAVINGS AND MORT- 
GAGE DIVISION; ALLAN J. CALDWELL; AND J. 0. ELMER, AMERI- 
CAN BANKERS ASSOCIATION 


Mr. Braoson. That is right. 

Senator Proxmire. And you are also of the firm of Carl A. Bimson 
and Associates ? 

Mr. Brmson. No, I am the president of Valley National Bank, 
Phoenix, Ariz. 

Senator Proxmire. I misunderstood. 

Mr. Brason. I have brought with me some other gentlemen who 
may perhaps be of some assistance. 

Senator Proxmire. If you would like to bring your associates for- 
word, we would be delighted to have them. After they come forward, 
we can identify them for the record. 

Mr. Bruson. Yes, Mr. Chairman. 

I would like to introduce my associates. 

On my immediate right, and your left, is Donald Z. Albright, vice 
president of Security First National Bank, Los Angeles, Calif. 

On his right is Allan J. Caldwell, vice president, Hartford National 
Bank & Trust Co., Hartford, Conn. 
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On my immediate left is J. O. “Jack” Elmer, senior vice president, 
Wells Fargo Bank American Trust Co., San Francisco, Calif. 

On his left is Harry P. Bergmann, chairman of the Conventional 
Mortgages Committee, Savings and Mortgage Division, American 
Bankers Association, and vice president of the Riggs National Bank, 
Washington, D.C. 

If you are ready for my statement now, Mr. Chairman, I will 
begin. 

Senator Proxmire. Yes. 

Mr. Brason. My name is Carl A. Bimson. I am president of the 
Valley National Bank of Phoenix, Ariz., vice president of the Ameri- 
can Bankers Association, and a former chairman of the Installment 
Credit Commission of the American Bankers Association. 

The association greatly appreciates the opportunity to present its 
views with respect to legislation to require a full disclosure of the 
costs in the extension of credit. 

Senator Proxmire. May I interrupt you at this time, Mr. Bimson, 
to ask you if you will indicate prec isely in what way you represent 
the American Bankers Association, what action they have taken to 
authorize your testimony, and so forth ¢ 

Mr. Broson. Action has been taken in the matter by discussion in 
the Administrative Committee, the Installment Credit Commission 
of the American Bankers Association, the Executive Council, and 
sa checks of certain banks who are active in the field of installment 
lending geographically located in various parts of the United States. 
So that I believe that I can truthfully say that my comments today 
represent the consensus of opinion of a majority of the 10,000 banks 
of the United States doing an installment loan business. 

Senator Proxmire. How many banks again? Some 10,000 banks? 

Mr. Broson. Approximately 10,000 banks are in the installment 
lending field out of the 14,000 banks in the country, in round figures. 

Senator Proxaie. How many of those banks belong. to your 
association ? 

Mr. Broson. About. 97 percent. 

Senator Proxmire. And how extensive was your spot check ? 

Mr. Bimson. We have, Senator, about 103 advisory bank members 
to the Installment Credit Commission. These men are representative 
of every State inthe Union. They, in turn, canvass the banks in their 
own particular State areas. 

The Installment Credit Commission is made up of a representative 
from each Federal Reserve district who acts in turn in a way as sort 
of a chairman of the advisory group in the States in his district. 

It is from these men we get the type of monthly reports similar to 
some of those that have been presented to you regarding the matter 
of delinquencies, trends of terms, downpayments, et cetera, involving 
installment credit in every State in the Union once a month. 

Senator Proxmire. You are telling us that you have 103 persons 

Mr. Broson. Advisory committee ‘members. 

Senator Proxmire. Advisory committee members. 


Mr. Brmson. To the Installment Credit Commission, which is made 
up of-— 
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Senator Proxmire. Each one of whom makes a check in his own par- 
ticular area 4 

Mr. Biason. That is right. 

Senator Proxmire. And would it be fair to say that you have 
checked perhaps 500 or 1,000 banks? I am not trying to badger you, 
sir. I just want to get facts for the record, because I think this 
makes it more impressive. I think you have done an unusually good 
job of attempting to sample your membership. 

Mr. Brmson. I would not say that an actual sampling was made on 
this particular subject in the manner that we normally make sam- 
plings pertaining to specific delinquencies and trends. The reason for 
that was that in March we had a national conference, installment 
credit conference, at which there were just under 800 banks from every 
State in the Union represented. These general sessions were broken 
up later in the day with group meetings, taking banks by size of out- 
standings of installment credit. For instance, banks from $1 million 
to $5 million, from $10 million to $15 million, and on up. 

At each one of those panel disc ussions this matter was discussed, 
and the opinion was polled there. 

So far as the specific number of banks that were polled—I mean 
specifically on this bill—we got a cross section which enables me to 
make the statement that my ‘testimony, with the possibility of a few 
minor exceptions or isolated cases, pretty generally represents the 
consensus of opinion of all the banks in the country. 

Senator Proxmire. All right, sir. Go ahead. 

Mr. Bimson. Your chairman opened the hearings on this bill with 
the statement that the purpose of the measure is to— 
require that the American consumer be given the whole truth about the interest 
rates and finance charges he is asked to pay when he borrows money or buys an 
article of merchandise on the installment plan. 

We feel that we can be helpful to your committee by expressing our 
opinions and views on the effect of the proposed legislation on install- 
ment credit. 

According to the Board of Governors of the Federal Reserve Sys- 
tem, the commercial banks of this Nation had slightly in excess of $15 
billion outstanding in installment credit on January 30, 1960. The 
banks have become a major lender in this field of credit. Some 10,000 
banks have entered the field of installment credit in the past 20 years. 

To assist these banks in establishing sound policies which would 
benefit the borrower, the bank, the community, and the economy, our 
association makes numerous studies and keeps current information on 
bank operations on installment credit. We have already furnished 
copies of a number of these studies to the staff of the subcommittee and 
will be glad to make available any additional information that the 
subcommittee may desire. 

We heartily endorse the objective of S. 2755 to require the disclosure 
of finance charges in connection with extensions of credit. In fact, 
the association has worked toward this end for many years. Some 
years ago the installment credit commission of the association co- 
oper ated with the National Better Business Bureau, Inc., in an en- 
deavor to encourage the full disclosure of finance and loan charges. 
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Since that time, Senator, I understand there are in the neighborhood 
of 30 States who demand under State legislation some form of dis- 


closure in connection with installment credit—since the period that we - 


worked with the Better Business Bureau in trying to get such legisla- 
tion enacted. 

It has been the objective of our association for many years to 
encourage the extension and use of installment credit on a wise and 
sound basis that would benefit our economy. Many factors, in addi- 
tion to a disclosure of loan and finance charges, are involved in the 
extension of this type of credit on such a basis. Therefore, we believe 
it is pertinent to outline the policies and principles our association 
has recommended to the banks of the Nation in the extension of this 
credit for the past two decades. 

In the late 1930’s, banks expanded rapidly in the field of installment 
credit. Asa result, the American Bankers Association formed a con- 
sumer credit department in April of 1940. At its first annual na- 
tional meeting in April of 1941, the consumer credit council of the 
American Bankers Association promulgated a creed or a statement 
of principles to assist the banks of the Nation in establishing their 
policies on installment credit. This creed has received wide acceptance 
and might well be regarded as the Magna Carta of all bank install- 
‘ment credit activities. In hght of changing conditions and the ex- 
panded activities of banks in this field, the creed has been broadened. 
However, the fundamental principles originally stated are unchanged. 

The installment credit creed which was promulgated 19 years 
ago and recently brought up to date follows : 

We believe, that in order to justify its charter, a bank should serve the reason- 
able credit requirements of its community as well as provide a safe depository for 
funds ; 

That the extension of installment credit to individuals and small business on 
a sound basis is an economically important part of such service: 

That by the extension of installment credit banks facilitate the distribution 
of goods, help people meet emergencies, take advantage of opportunities, and im- 
prove their standard of living ; 

That although a bank must be competitive, it should maintain its policies and 
practices on a basis that will insure continued public confidence ; 

That a bank has a responsibility to assist its customers to use their credit 
wisely : 

That while recognizing the importance of volume, banks should keep all ad- 
vertising truthful, restrained, and exact; 

That a bank in purchasing installment paper from dealers should maintain 
reasonable rates to the public and the same fair policies accorded to all other 


customers ; 
That banks should require that each customer be fully informed of all charges 


in connection with an installment credit transaction ; 

And, finally, that all banks extending installment credit on these principles will 
merit the good will and the support of the people. 

While we believe that the social significance of installment credit 
transcends all other factors in importance, the economic impact and 
the public interest factor must also be considered. 

Socially, installment credit has helped to lift the standard of livi ing 
of the many to the level that was once available for only the privileg 
few. 

Economically, installment credit has been a necessary factor in 
building and maintaining our highly industrialized economy and is 
essential to its continued growth and expansion. 
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The extension of installment credit by banks to millions of Ameri- 
can families has caused these people to realize that banking is inter- 
ested in helping them as individuals, thus creating greater confidence 
and a more ardent belief in our free enterprise system, which we be- 
lieve is in the public interest. 

The American Bankers Association through its Installment Credit 
Commission also has formulated for the guidance of all banks in this 
field standards of practice which should be maintained by all banks at 
al] times. 

The standards of practice on installment credit are as follows: 

The foundation for the extension of installment credit is the integrity and 
earning power of the American people. Banks should extend installment credit 
selectively on the basis of character and ability to repay. 

If a retail installment sales contract does not so stipulate, a complete state- 
ment of the transaction should be provided purchaser to include cash price, down- 
payment, unpaid balance, insurance cost, principal balance, finance charge, time 
balance, and the number, amount, and due date of each payment. 

While the use of protective devices may minimize the risk in extending this 
credit, such devices are supplemental rather than basic. 

Banks should establish and maintain sound terms in relation to existing eco- 


nomic conditions. Unusually long terms, skip payments, low or no downpay- 
ment plans should be discouraged. 

Balloon notes and other plans which cause refinancing should be avoided. 

Banks should not extend credit on a basis which permits borrowers to as- 
sume obligations which will become a hardship. 

All banks should determine the expense in the handling of installment credit 
and establish charges accordingly. 

Customers prepaying their obligations should be allowed a refund of the un 
earned interest or finance charges. 

Collection or late charges should be reasonable and assessed only to cover the 
additional expense caused by the delinquency. 

The foregoing demonstrates that for many years we have been in 
accord with the objective of the proposed bill. ‘The original standards 
of practice and creed contain the recommendation that the customer 
be given an itemized statement of all loan and finance charges. 

From many years of experience in extending billions of dollars in 
installment credit, we believe that the first requirement of the pro- 
posed legislation, that is, a full disclosure of the dollar amount of all 
charges in connection with a loan, will be beneficial to the public and 
the economy. In addition, it is recognized that commercial banks are 
generally low-rate lenders in this field and probably would gain com- 
petitively from any legislation which will clarify the cost of credit 
in the minds of the public. : 

Nevertheless, it is our earnest and sincere opinion that the second 
requirement of this bill, providing that the percentage that such 
amount bears to the outstanding principal obligation, or unpaid bal- 
ance, be expressed in terms of simple annual interest, is not neces- 
sary to enable the public to compare the cost of consumer credit. 
Moreover, we believe such a requirement is impractical, would be very 
difficult to administer, would increase the expense of extending credit, 
and would confuse the public. 

We have some brief comments on this subject which I would like to 
have Mr. Jack Elmer make when I complete my statement. 

_ I would like to digress just long enough to express a personal opin- 
ion, and that is, based on 25 years’ experience with installment lend- 
ing, that the average individual, whether a blue-collar worker, a white- 
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collar worker, or a business and professional man, could not readily 
determine the omer of financing any given item repayable over a period 
of months in installments if such cost were expressed in terms of simple 
interest per annum alone. 

The only manner in which such costs can be stated so as to be under- 
stood is in terms of dollars-and-cents cost. 

This being the case, the stating of such cost in two different man- 
ners, first in dollars and cents and then again, secondly, as a simple 
interest per annum factor, would in my opinion serve no useful 
purpose and would only tend to create so much confusion as to 
actually defeat the very purpose for which S. 2755 was drafted. 

Experience in the consumer lending field has demonstrated that an 
itemization of charges in dollar amounts is the most practicable 
form of statement for lenders to make and gives the public all the 
information necessary for full disclosure. Consideration in many 
State legislatures has resulted in State legislation requiring a state- 
ment of the dollar amount of loan costs. 

Congress in its consideration of FHA home modernization loans 
stated the limitation on interest and charges for amounts up to 
$2.500 in terms of “a $5 discount per $100 of original face amount 
of a 1-year note payable in equal monthly installments.” 

Moreover, the act approved April 22, 1960, relating to the financing 
of retail installment sales of motor vehicles in the District of Colum- 
bia specifies maximum charges in terms of dollars per hundred of the 
amount to be financed, ranging from $8 per hundred on new cars to 
$16 per hundred for cars more than four years old. 

When installment lending was subject to the jurisdiction of the 
Federal Reserve Board, regulation W required a statement of dol- 
lar costs. 

These cumulative precedents have established the practice among 
most reputable lenders to itemize dollar charges incurred in con- 
nection with a loan. We believe the subcommittee should give great 
weight to already well established business practices and this legis- 
lative and regulatory history. 

Legislation of this type ‘would affect many millions of American 
families in every community in the country. Consumer credit is not 
only extended by financial institutions and large stores, but also 
by hundreds of thousands of small retail establishments. For the 
public to benefit most from this type of legislation, obviously it 
should be properly administered and enforced. It is our opinion 
that such legislation can be most effectively administered and en- 
forced at the State level. 

The banks of the Nation favor and will benefit from proper legis- 
lation which promotes economic stability, and we wish to reiterate 
that our association wholeheartedly agrees with the objective of 
this bill and believes that requirement of a full disclosure of the 
dollar amount of finance charges would be beneficial to the public 
and the economy. 

We are gr: ateful for the opportunity to appear before your com- 
mittee in order to express our views 

T would like, with vour permission, Mr. Chairman, to call on Mr. 
Jack Elmer to make a few brief comments. 
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Senator Proxmire. Unless Senator Bennett or Senator Bush would 
like to ask questions at this point, that is fine. 

Senator Bennerr. I would prefer to wait. 

Senator Busn. I am agreeable to wait. 

Senator Proxmire. All right, Mr. Elmer. 

Mr. Exmer. The purpose of my comments will be to try to illustrate 
to some degree the great practical problems of converting discount 
charges to simple interest. 

Some weeks ago, in an effort . ourselves try to establish this point, 
we in California, through our California Bankers Association, ad- 
dressed identical letters to three of our m: jor universities, to the 
mathematics departments of these three major universities, and asked 
thesimple question : 

“What is the effective rate of interest charged on a loan of $1,000 
when a total of $1,060 is to be repaid in 12 equal monthly payments?” 

I have here stenciled or mimeographed copies of these letters should 
you gentlemen care to have them. 

The summaries of the replies are these. 

(The summaries referred to follow :) 


53615—60 45 
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QUESTION: What is the effective rate of interest charged on a loan of $1,000, 
when a total of $1,060 is repaid in 12 equal monthly payments? 


ANSWER I: 


In solving this problem, we shall first develop the theory needed to solve any 
problem of this sort. 


Suppose that a loan of P dollars is made, and the borrower agrees to repay 
R dollars at the end of each period for n periods after receiving the loan. 
Then this will determine an effective interest rate i per period, and we 
shall now derive the relationship between P, R, n, and i. 


This relationship is found by means of the principle of the "changing value 
of money through time." For instance, at a rate of 4% per annum, $104 one 
year from now is worth the same as $100 right now, because one shouldn't care 
whether he is given $100 now, or $104 one year from now. (If he did have a 
preference, then the interest rate applicable to his situation would be dif- 
ferent from 47.) 


Thus, in our problem, we must equate P dollars now to the aggregate of pay- 
ments of R dollars made at the end of each of n_ periods in the future. 





R dollars one period hence is worth i 7 dollars now, R dollars two pe- 


triods hence is worth ar dollars now, and R dollars k periods 
hence is worth wre dollars now. Thus we have 


? sc peas ace: Aeeealiis. be 24 R 
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Now, we multiply each side by 
from the first equation: 


t+ sy and subtract the resulting equation 


— a ee a ee ee a a 
1 +i (Ql + 492 (1.4 473 a+ 4" GQ + 48%} 


Race. *. seen «ees « cient 
Mee -< . » | aq +42 +1 ? 


and this can be simplified to the following: 


RL i - 40 +14)" 
P ia aa ae wo, 
This fraction, —_—i__+____ sig tabulated in interest tables for 
i= <6:4 a9" 
various values of i and n . It is known by several names, including "capital 


recovery factor", used by Eugene L. Grant in Principles of Engineering Economy 


(3rd ed.), and “annuity whose present value is 1 ", used in the interest tables of 


the Mathematical Tables from Handbook of Chemistry and Physics (Tenth Ed.). 
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writer 
As far as this/knows, there is no general formula giving i explicitly in terms 
of P, R, and n , so that to solve for i , one must use a method either 
of successive approximations, or of interpolation in interest tables, the latter 
of which is illustrated below. 


Coming back to the problem posed at the beginning of this paper, we see that 


P = $1,000 , R = $1,060 = $88.33 , and n=12, the basic period being one month. 
12 
Thus 8 = ---23960__ = 0.08833 » so we must solve for i in the equation , 
P 12x 1,000 
0.08893 c aaccctbsanscnce . Referring to the table of "annuity whose present value 
l- 3 + i)-12 
is 1" in the Handbook of Chemistry and Physics, we see ant = Sowa DORR ne = 
st — - (1 + 0,0075)~12 
0.08745 , while ----- 9.0)_-—--. = = 0.08885 . The relationship between i and 
1 - (1 + 0.01)-12 
coonme i_--. “ib is approximately linear over this range, so we may interpolate 
1- (1+ i)- 


between these two values, and we get i = 0.00907 = 0.907% per month. This is 
equivalent to a nominal rate of (12)(0.907%) = 10.9% per annum, and an effective 


rate of (1.00907)*# - 1 = 11.5% per annun. 


Reference: 


Bugene L. Grant, Principles of Engineering Economy (Third Edition). New York: 
The Ronald Press Company, 1950. 


Chapters 3, 4, and 5 of this book contain an excellent discussion of the theory 
needed to solve interest-rate problems, along with many numerical examples. 


Example 21, page 61, is a problem almost exactly the same as that solved in this 
paper, the only difference being that in Example 21, the monthly payments are 


$1,070 , instead of ce ° 
12 
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QUESTION: What is the effective rate of interest charged on a loan of $1,000, 


when a total of $1,060 is repaid in 12 equal monthly payments? 


ANSWER II: 
The formula required to answer this question is as follows: 
Find the interest rate (i) such that 
1/le 
106 = (1+ i) -1 (1 + i) 


12 i 


The answer to this problem is 11.45 per cent per year. 


This answer is based on the assumption that money is always earning interest 


so that the unpaid installments can be paid at interest at the same rate. 


This is the usual assumption in all such problems involving interest. Your 
emphasis on the words "simple interest" is not clear. Perhaps the schedule 
below may clarify the answer I have given you. In it I have shown that if 


you calculate interest on the unpaid balance of the loan at the rate of 
-91 per cent per month, the loan is repaid in 12 equal installments of 
$88.33. Since the interest rate of .91 per cent is not quite exact, the 
figures show that there will remain an unpaid balance of $.20. 


UNPAID BALANCE INTEREST PAID ON PRINCIPAL 
$ 1,000.00 $ 9.10 $ 79.23 
920.77 8.38 79 +95 
840.82 7.65 80.68 
760.14 6.92 81.41 
678.73 6.18 82.15 
596.58 5 +43 82.90 
513.68 4.68 83.65 
430.03 3.91 84.42 
345.61 3.15 85.18 
260.43 2.37 85.96 
174.47 1.59 86.74 
87.73 -80 87.53 


20 





CONSUMER CREDIT LABELING BILL 701 


QUESTION: What is the effective rate of interest charged on a loan of $1,000, 
- when a total of $1,060 is repaid in 12 equal monthly payments? 


ANSWER III 


Definition. The principal P is the net amount of money actually received 
(which may or may not be the amount “borrowed,” as we have 
just seen). 


The amount A is the amount of money to be repaid. 


1. Merchant's rule. The theory behind this is the following. The entire 
rincipal (see definition above) is assumed to earn simple interest during 
the life of the debt; this interest is credited to the lender. Each 
partial payment is likewise assumed to earn the same interest, from the 
date of its payment to the date of final settlement; this latter interest 
is credited to the borrower. 


let I denote the monthly installment that the borrower pays. Then at the 
end of the loan, the lender has accrued 


I[(1. + (n-l)i+ (1 + (n-2)4, re es Ore eae 


and the principal has become P (1+ni). Setting these equal and solving 


‘for i gives (in this formula, I have used i = yearly rate, and 


n = number of months of payment) 


t= 2b nI-pP 
n aPr <i 4.4 
Thus, 
is 2 60 i 
58S, eer a eay P= 22-408 
2k “__ 60 
(b). i = Ss. 3120 = 1 e 733 x 100 = 11.66% 


NOTE: This formula can be adapted to installment buying, and is sometimes 


so used. Here, (n I-P) = “carrying charge" = K, and P = price of article 
minus down payment (i.e., unpaid balance) = U; and we get 


i 2k K 
U (n+ Ll) -K (pe - b) 

2. Constant ratio method. Here, the theory is the following. Each partial 

payment is made up of principal repayment and interest repayment; the 

ratio of these two quantities in each installment is constant, and equal 

to the ratio of the original principal to the total interest to be paid. 

On this assumption, with the notations as is l., we find 


24h. nI -P 


-* (n+ 1)P 
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ANSWER III (continued) 


& 
Thus, (a). is ae x 100 = 11.7% 


(bv). 4 ake x 100 = 11.07% 


NOTE: For installment buying, this leads to i = 24K 


tT +1) 0 


3. United States rule. This rule has the legal sanction of the U. S. Supreme 
Court. The theory behind this is the following. Each partial payment must be 
first used to pay the interest on the outstanding debt accrued from the date 
of the previous payment; the excess of this partial payment over the accrued 
interest is then used to reduce the outstanding debt. (This is sometimes 
called paying interest on the unpaid balance only - calculation based on the 
resulting outstanding debt.) 

letting Do = denote the remaining debt after the jth payment, i = interest 
rate per unit time, n = the number of units of time for the loan, 


D, = P- (I - P; ) Pio 63) a 


Do = Dy - (I - Dy i) = Dy (1 +4) - Te P(1+i)®-r(1+14)-2 


Dn, = 08 Dn. 1 (10:4) < 2 
and therefore, 


P(l+i)® ewe IS 
n/i 


s_ is found in any handbook containing interest tables) 
n/i 


Two remarks are in order: 


REMARK 1. It is unfortunate that finding i from this equation is not simple 
at all, and is a trial and error process. However, one can determine I 

in case the interest to be charged is known, and in this way determine 

what the total repayment should be (so that one can find the "service 
charge"). Thus, in case (b) with i = 6f/year and n = 12, 


t = 2000 xe ele) = 86.03 / monthly 


Thus, the total payment is (86.03)(12) = 1032.36; pocketing 1000, the person 
should pay back 1032.36. 


If, on the other hand, i = 12%, the analogous calculation for the same 
case leads to a "service charge" of 66.33. 


REMARK 2. If the monthly interest rate is quite small (say - .0Ol) 
then it can be shown mathematically that the Merchant's rule will give a 
very close approximation to the interest rate under the United States rule. 
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Mr. Eimer. In one instance we were informed that there were three 
possible theories for the conversion of discount charges to simple in- 
terest. ‘These are known, first, as the merchant’s rule, the constant- 
ratio method, and, finally, the U.S. rule, which has been approved by 
the Supreme Court. 

In each of these three rules the result as given by these mathe- 
maticians comes out a different figure. 

As a matter of fact, in two of the rules two different possible solu- 
tions are offered. 

In the other two letters that we received from the other universities, 
only a single answer was given. Each was different. 

In other words, we received seven possible answers out of our one 
simple question. 

Senator Bennett. Mr. Elmer, may I interrupt at this point to make: 
it perfectly clear in the record that this was not a case where you had 
any unusual procedure for collecting payments. These were regular 
payments over a 1-year per iod, and the rate was 5 percent. You col- 
lected $60 on $1,000 over a year. Approximately $5 per month. Or 
it is five-tenths of 1 percent a month? 

Mr. Eimer. Yes, Senator. The example we used assumed a $6 per 
hundred per annum add-on of $60 on $1,000, with payments that were 
absolutely regular and equal both as to amount and term. 

Senator Bennerr. Did any of the people who replied to you give 
you the formulas that they used ? 

Mr. Eimer. Yes, sir, And they are extremely lengthy formulas, 
which, as I say, I have in these mimeographed copies here. 

Senator Bennett. Do you have enough copies so that we can 
have one? 

Mr. Eimer. I have 25 copies here, sir. 

Senator Bennerr. [ would like one at this point. 

Mr. Bramson. I think perhaps if you will glance through these 
examples ) you can follow Mr. Elmer's remarks a “little more readily. 

Senator Proxmire. Before you get into those details, Mr. Elmer, 
[ am a little puzzled by this. You bankers always know precisely 
what you are charging. You can figure the yield on your notes 
when you discount them. You have no trouble at all. “very 
banker can tell you—just like that. Why, when the consumer wants 
the same kind of advantage you fellow have, i is it that you can develop 
this kind of massive and ‘beautifully documented confusion in which 
you quote college professors? F rankly, I have had probably as many 
economics courses on a graduate and undergr aduate level as almost 
anybody, and I have found that there is as much confusion among 
academic professionals as one can find in almost any other field of 
endeavor. 

I am just wondering why it is so difficult for you to arrive at a 
simple computation here when any bank knows, and knows to the 
last. percentage point, precisely what they are receiving when they 
loan money. 

Mr. Emer. Senator, I have to disagree with your statement that 
we know precisely the simple interest equivalent at the time we take 
any transaction on. 

It is perfectly true that over a period of time as we accrue our 
charges that are collected from month to month we can relate that 
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to our outstanding volume and determine from that an average yield 
either on one loan or on all loans. But at the time that a loan is 
taken on, especially if we address ourselves to those loans where the 
charge is precomputed and which we might describe as an add-on 
charge, it is an extremely difficult thing to achieve, and we make 
no attempt to do it. 

We make approximations, but we make no attempt to reduce this 
to an exact yield. 

Senator Proxmire. You discount single-payment loans ? 

Mr. Eimer. Yes, sir: we do. A single-payment loan presents an 
entirely different problem. That has no variables in it whatever. 

Senator Proxmire. But it would be impossible for you to establish 
to your own satisfaction at any time how much you are receiving? 

Mr. Ermer. No, sir, not. impossible but simply extremely difficult. 
It is so difficult that we have found that it would be too expensive to 
do that on that basis. 

Senator Proxmire. You use rate books ? 

Mr. Eimer. The rate books will apply only in the situation, as 
Mr. Bennett has just mentioned and which I intended to touch on, 
where you have an absolutely regular transaction where the period 
between the payments is precise and where the amounts of the pay- 
ments are exact. 

Senator Proxmire. Any timesaver who wants to come in to your 
bank and make a time deposit, regardless of what. the basis or when 
he makes the deposit or when he wants to make his withdrawal, can 
be told by your bank what your policy rate is. 

Mr. Ermer. That is correct. 

Senator Proxmire. That is, he can be told it is 214 or 3 percent 
or 2 percent, whatever it is. What kind of a rate is that? 

Mr. Exner. That, on a savings account, is a true simple interest 
rate based from the periods on which the interest is paid. This is 
a slightly different circumstance here, however, because we can only, 
as I hope to prove to you, approximate a true interest rate. 

Senator Proxmrre. Do you not have certain conventions that apply 
as to how many days make a month, and so forth 

Mr. Exmer. We do have certain conventions. We assume in most 
of these transactions that we are operating simply on a 1-month basis 
without regard to the number of days. 

However, one of the things that influences this rate of charge is 
that we will freely extend, without additional char ge, without chang- 
ing the finance rate, the period of the first payment may be 45 to 60 
days, and custom prescribes that we only charge for the number of 
installments that are made. 

Consequently, you can see that if we have allowed, let us say, an 
extra 20 days to the date of the first payment, we have radically 
affected the rate of true interest charged on that account. 

Senator Proxmire. In other words, your 3 percent is not exact but 
you hold us up to a higher standard of exactitude than your own ? 

Mr. Exner. No, sir. I am saying that the 3 percent is exact for 
the period that the money is on deposit and during which it is draw- 
ing interest. But the circumstances are entirely different where in- 
terest is accrued on a daily basis as it is for a savings account than 
when it is precomputed, as in the case of an installment loan. 

This is the point I am trying to make. 
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Senator Proxmire. And yet we have this very well established and 
well known policy on the part of Sears, Roebuck, as I understand it, 
of 114 percent per month on the unpaid balance. This is well known, 
and obviously it seems to me, I may be wrong, easy to convert that 
into an 18-percent annual basis. 

Senator Bennerr. May I make the point that it is calculated at the 
end of the month after they know exactly how much money they had. 
This is precomputed. This isa guess. This is an attempt to estimate 
what the situation will be before it happens. 

Senator Proxmire. Yes, and what I am saying is that in that case 
particularly, where they have a revolving credit situation, the rate 
appears easy to arrive at. Much easier than the dollar amount—which 
can be arrived at, determined, and advertised with complete honesty 
in advance. 

Mr. Eimer. It is completely correct on a month-to-month basis you 
can take either the average balance or the balance as of a given date 
and caleulate on that one item for one month the interest—a given 
rate—and come out with an exact figure. But where 

Senator Bennett. May I 

Senator Proxmire. Let me continue. I will yield to you in just 
a minute, Senator Bennett. 

What would be wrong then with a bank deciding it was going to 
loan at, say, a 10 percent annual rate, which might be very sensible 
and proper in many instances, or 15 percent, and on that basis make 
its policy # 

The bank may not be able to compute the finance charges with the 
same precision as the rate, but it could approximate them very, very 
closely. It would seem to me any reasonable interpretation of this 
law would certainly allow for this kind of problem that Sears, Roe- 
buck would have with its revolving credit or a bank would have with 
varying methods of repayment, and so forth, once it had decided to 
establish that it would be a certain percent rate that would be charged. 

Mr. Eimer. We can certainly state an approximate basic rate equiv- 
alent. 

Senator Proxmire. Equivalent to the same rate that you receive? 

Mr. Eimer. Yes, and assuming that the terms of the transaction 
are absolutely regular. 

Now, if I may proceed 

Senator Proxmire. Allright. You go ahead. 

Iam sorry. Senator Bennett had something to ask. 

Senator Bennett. Before we leave the Sears example, I would like 
to make the point that the Sears example is based on the amount owing 
in the account at the end of each month, and that is not a true state- 
ment of the interest. Because between the first and the end of the 
month the person using the account may raise the balance 10 or 20 
times the amount on which he pays interest at the end of the month. 

He may actually have the use of some of Sears’ money for a brief 
period of time at a much lower rate than would be represented by 114 
percent on the end-of-the-month balance. 

I see Mr. Bimson wants to get in this. 

Mr. Brmson. Yes, Senator. I would like to say that I think you are 
only referring to one phase of Sears, Roebuck’s financing installment 
program. It would be like referring to the commercial side of the 
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bank on a simple interest payment on notes due at a certain time and 
ignoring the installment side of the bank’s business which we are dis- 
cussing here today. . 

In the case of Sears, Roebuck, they also have an installment plan 
with rate charts and add-on charges of variable amounts depending on 
size, with minimum charges for small balances, as well as the simple 
interest formula which has been mentioned by Mr. Proxmire. 

So I think it is not quite as simple as was stated regarding Sears, 
Roebuck’s calculation either. 

Senator Bennerr. I want to make the point that I thought my col- 
league was referring to the Sears plan under which they charge on a 

revolving credit basis rather than on an add-on for the purchase ofa 
particular product. 

Mr. Brmson. They have both plans, you see. 

Senator Bennerr. I wanted to make the point that even on that 
basis where they charged interest on the balance at the end of the 
month that does not represent in any case always a true simple interest, 
Because you are picking out the condition of the account on one day of 
the month and charging 11% percent. 

If without notice to their customers they suddenly decided to shift 
that interest date from the end of the month to the 15th, you would 
find a completely different set of charges. 

Senator Proxmire. May I ask is there any difference at all between 
that and when you or I go toa bank and make a deposit on a time basis 
and we are told that the interest is 3 percent? Of course, it is not 
always precisely 3 percent. It depends on the convention. Any pro- 
fessor, any economist could come in and show you were paid 2.8156 or 
something, or 3.123, that it was not precisely 3 percent. 

But within the conventions, and w ithin the limits of reasonable 
calculation, this was the policy, and it is reasonably and honestly 
applied. 

I do not see any difference between that and the requirement that we 
are attempting to set up in the bill that the percent be applied. 

Mr. Eimer. The difference would be, Senator, if you use that 
analogy, that you entered into an agreement to make deposits into that 

savings account at certain irregular intervals and asked us to state the 

true rate of interest on how much you were going to get. You would 
present us then with the same difficulties as in the reverse case of pay- 
ments. 

May I proceed with some of my comments ? 

Senator Proxmire. You concede then that this 3 percent is not 
precise ? 

Mr. Eimer. No, sir, I do not concede that. I say that within the 
period that the interest is paid and computed it is precise. 

Senator Proxmire. But because of conventions and because of the 
necessity of being practical about it, many, many savers do not re- 
ceive the precise 3 percent that is advertised, because it is physically 
impossible—at least, practically impossible—to make this kind of 
precise payment. Is that not correct? 

Mr. Exmer. No, sir, it is not correct. 

The reason for that is that the rules of a bank or any savings organi- 

zation of whatever kind will usually state the deposits i in that organi- 
zation on a certain date will draw interest from a given date which 
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will be paid on a given date on a given basis, and within the limitations 
of the statement of those rules I would say the interest calculation is 
precise. 

Senator Proxmire. I am going to turn it right around and apply 
the same kind of statement, with moderate exceptions stated also, with 
reference to the bill that we have before us now. 

Senator Bennett. I would like to ask you if there is any statement 
in the bill which allows for moderate exceptions. The bill is very 
precise. 

Senator Proxmire. No, and I think perhaps out of this colloquy 
this morning maybe we will arrive at that kind of a modification. . It 
may be an excellent contribution to the bill. 

Senator Bennett. Also, Mr. Chairman, it is interesting—I think 
perhaps these gentlemen who are testifying do not know—that the new 
version of the bill, which has never been thoroughly considered by the 
subcommittee, eliminates the word “interest” entirely and says just a 
statement “expressed as a simple annual rate.” So we are now talking 
about interest when, as a matter of fact, the bill carefully avoids the 
use of the word “interest.” 

Mr. Eimer. We have seen the copy of the new bill and observed that 
point, Senator. 

Senator Bennett. It was interesting to me, while I am on the sub- 
ject, that Mr. Bimson, quoting the chairman in his introductory state- 
ment when the bill was first called up for hearing quoted these words: 
«* * * tell the whole truth about interest rates and finance charges.” 
And yet the bill requires that finance charges be interpreted, not as 
interest. rates any more, but as annual rates in order to avoid the 
word “interest.” . 

Senator Busn. Will the Senator yield ? 

Senator Bennerr. Yes. 

Senator Busu. If you look at the top of page 7, item 7 of the bill 
to which Senator Bennett has been speaking, what do you think it 
means when it says “* * * to be financed expressed as a simple annual 
rate”? Rate of what? What rate? 

Mr. Exmer. That, frankly, is not clear to us, Senator. We do not 
know its exact meaning. 

Senator Busn. The elimination of the word “interest” then leaves 
me in confusion at least as to what it means by “simple annual rate.” 
If it does not mean interest, what does it mean to you? 

Mr. Etmer. We would assume that this would mean a finance 
charge, a precomputed finance charge, expressed in some relationship 
to the original amount. 

Senator Busu. Do we speak of a rate of a finance charge? I mean 
how do you measure a finance charge by rate ? 

Mr. Eimer. The custom with most commercial banks—and I can- 
not speak for all commercial banks, of course, but I am speaking for 
most of those that I have been able to observe—is to express finance 
charges in the same fashion as your recent bill that was put through 
on April 22 for the District of Columbia for financing motor vehicles. 
You express a rate of charge in terms of dollars per $100 per annum. 

Senator Busu. Then the language in the bill does not refer to 
interest ? 

Mr. Exmer. I do not read the word “interest” in there; no, sir. 
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Senator Bennerr. But in the District of Columbia bill you are 
expressing the charge in relation to the amount outstanding or the 
amount of the sale, so it is a percentage rate of the total sale. That 
is the example you gave these university people. 

Mr. Eimer. That is right. 

Senator Bennerr. It was a percentage of the total sale, not of 
interest. 

Mr. Emer. Now, if [may make a further point—— 

Senator Bus. May I ask just one more question on the point? 

Senator Proxmtire. Go right ahead. 

Senator Busn. We have how many State laws existing applying to 
this field, to the general purposes of this bill ? 

Mr. Eimer. We understand that something more than 30 States 
have laws relating to at least partial disclosure of consumer finance. 

Senator Busn. Do you know if any of these States require that 
the finance charges be expressed in terms of simple annual interest ? 

Mr. Eimer. To the best of my knowledge there is none that requires 
that at this time. 

Senator Busn. All right. 

Senator Proxmire. Wisconsin does on small loans. 

Of course, Senator Bennett and I have a dispute on that. 

Senator Bennerr. We disagree on the interpretation of the Wis- 
consin law, bec “uuse it says interest “or” finance charges, and I cannot 
believe that the “or” does not separ aa a interest 

Senator Proxmtirr. And the attorney general of the State has wired 
us saying that his interpretation—as it has been enforced—requires 
that the interest rate be specified. 

Mr. Broson. Senator, that itself would indicate confusion in a 
bill that is drawn where even the “or” was inserted. 

What TI am stating here is if you put both in you just aggravate 
a situation of confusion, 

Senator Proxmire. There is no confusion in Wisconsin. The con- 
fusion is here in W ashington as usual. 

Mr. Bioson. That is right, but you were talking about the fact 
that if you happen to be in the ball park as far as your interest is 
concerned that the courts are going to look at that with the broad 
perspective. That has not been our experience. If you are not adher- 
ing to the law, I think that then our general counsel would tell us 
either get out of the business or get the law changed. 

Senator Proxmire. I think that is a very substantial contribution 
vou gentlemen have made this morning, and it certainly indicates to 
me that we should examine that aspect of the bill. 

I think it is very useful. It certainly is to me. 

Do you want to go ahead? 

Senator Busn. Mr. Chairman, I would like to ask one more 
question. 

Senator Proxmire. All right. 

Senator Busu. On page 6 of the bill there is the subtitle “Dis- 
closure of Finance Charges” under section 4, and then the list of 
information to be disclosed is provided, enumerated there in six sub- 
sections. 

In a subcommittee meeting I offered an amendment to item 6 which 
would change the word “and,” the last word in item 6, to the word 
“or.” so that the item 6 would read: 
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“The finance charge expressed in terms of dollars and cents; or 

“(7) The percentage that the finance charge bears to the total 
amount to be financed expressed as a simple annual rate.” 

In other words, there would be the choice, under this amendment, 
of expressing the charges in terms of dollars and cents or at a simple 
annual rate. 

Do you think that would improve this bill ? 

Mr. Eimer. Yes, sir. 

Mr. Bruson. Very definitely. 

Senator Proxmire. Mr. Elmer, go ahead. 

Mr. Exmer. I am sure that you have seen the figures from the Fed- 

eral Reserve Board about the holding of consumer credit—— 

Senator Busn. I assume that when the gentleman says “Yes”—— 

Mr. Exmer. That represents a consensus. 

Senator Busn. Of all of you? 

Mr. Broson. Yes. Yes, I think very definitely that would improve 
the bill and help for clarification. 

Mr. Exmerr. You have seen the Federal Reserve figures which 
show the great mass of sales finance outstandings to be held by banks 
and sales finance companies. I think the significant thing that should 
be borne in mind here is that the banks and the sales finance com- 
panies do not themselves originate or generate this paper, that this 
paper is originated by hundreds of thousands of snall merchants. 
And the bill requires that this statement of true simple interest be 
given before the individual transactions are consummated. 

This means that every little merchant, wherever he is, regardless of 
his education or his background or his access to charts or whatever 
there might be, will be faced with the problem of computing this true 
simple interest charge or run the risk of the penalties of the bill even 
if it were an inadvertent error on his part. 

As I said, if you assume that every transaction is so regimented 
that the payments are exact in every relationship to each other, it is 
perhaps possible to come within an area, as indicated by these charts 
here, where you can approximate the true simple interest rate. 

But here are some of the variations which are a common part of our 
mercantile practice today : 

These include, as I said before, some 45 to 60 days before the date 
of the first payment without any additional charge for this extension 
of time. 

Minimum charges where the transaction is very small and where 
perhaps $2 or $2.50 might be added on for a payment period of per- 
haps 7 weeks. 

Skip payments to match the income periods of the borrower, where, 
if they are teachers or agricultural workers or anything of that sort 
and their payments come i in at irregular intervals, you try for the con- 
venience of the buyer to adjust the payment schedule to his income 
dates. 

Pickup payments, where the buyer is perhaps not able initially to 
make an adequate downpayment but can make such a downpayment 
within a matter of a week or two or a month perhaps. 

And then also, as I said, weekly payments or irregular payments 
within that schedule itself. 

You can see that if these complicated formulas are necessary for 
an absolutely regular transaction—and all of the rate charts that we 
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have are built on the assumption of regular transactions—then we 
must either regiment the paying habits of the general public or we 
must work out a formula that will cover these irregular situations 
and we do not know how to do that. j 

Senator Proxmire. May I say that the Commercial Credit Corp. of 
Baltimore seems to know how to do it. They have a book entitled 
“Installment Finance Practical Handbook,” and they have, for people 
who do not have the kind of expert financial experience and banking 
experience that you have, a little page on a short method to compute 
yield on any irregular deal. 

The method seems to me to be crystal clear, depending on whether 
you want to get a yield of 12 percent, 15 percent—those are the two 
examples they give—or any other percent. It is a simple matter of 
being able to add, subtract, and multiply. 

Mr. Broson. Senator, I am sure it is not quite that simple. If you 
will go back with me a few years when your FHA title I program first 
came out, they tried to encourage loans to farmers for modernization 
on homes on the farm where they had seasonal payments, Those 
payments had to be staggered at the $5 per hundred rate with an 
equivalent not to exceed that discount rate as designated on the 
rate charts in simple interest. 

_ I had a rate chart worked out like that, Senator—it was as long as 
this table—in order to apply to a 3-month payment and then a 9-month 
payment, a 10-month payment, or an 18-month payment, depending 
on crops coming off. It is a virtually impossible situation. 

And I am sure, even though that is “in the ball field,” as you men- 
tioned earlier—I mean the generalities—it could not be applied 
specifically to a simple interest interpretation in a contract that would 
be legal. 

Senator Busy. Mr. Chairman, you mentioned the Commercial 
Credit Corp. of Baltimore. This reminds me that at the last meeting 
I protested that we had not heard from any of these big finance 
companies. Can the chairman tell us whether they have been in- 
vited to testify, and, if so, when we may be expected to hear them? 

Senator Proxmire. It is my understanding—I am informed bv 
the committee counsel—they have been invited to testify. 

Senator Busy. No arrangements have been made as yet? 

Senator Proxmire. They did not find it convenient to come. 

Senator Busu. When was that invitation ? 

Senator Proxmire. The counsel will procure the invitation. 

Do you want to say something about it, Senator Bennett? 

Senator Bennerr. Oh, I was just going to observe that if we are 
going to use their material then I think perhaps they should be 
subpenaed to come down here and tell us about this particular mate- 
rial. But that is—— 

Senator Busu. I think the Senator is right. I mean, after all, if 
we are going to quote them I think we would have a right to cross- 
question them. 

Senator Bennerr. To question them; yes. 

Mr. Exmer. In any event, we feel 

Senator Busu. I might observe we have seen no evidence at all 
that they support this requirement of the bill we are discussing. 

Senator Proxmire. I am not saying they do. As a matter of fact, 
they filed a statement in opposition to the bill. 
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Senator Busn. They did file in opposition ? 

Senator Proxmire. That is correct. 

Senator Bennerr. By the way, have copies of all these filed state- 
ments been made available to the members of the subcommittee? I 


have never seen one. I think if you are going to accept filed state- 
ments they ought to be made available. 


Senator Busu. Did they go in the record ? 

The CierK. They will go in the printed hearings. 

Senator Busu. Will we have a chance to see what they say before 
they go in? 

Senator Bennerr. This is like the old concept of Western justice: 
they have already hanged the guilty man. Now we are holding the 
trial as a postmortem. 

I would like to hear the rest of this witness’ statement. 

Senator Proxmire. Let me say at this point, because I think it 
only fair to the chairman of the committee who is not here, he is on 
the floor managing a bill, that this committee I think has been extraor- 
dinarily patient and very, very scrupulous about informing every- 
one who could have an interest, taking a great deal of time. “Making 
it possible for this group of distinguished gentlemen, for example, 
to appear, although i it was not convenient for them to appear twice 
before. 

Admittedly there was a time when they wanted to appear when it 
was not convenient for the committee. 

The committee has gone to very, very great pains to do all it could 
to make it possible for anyone who wanted to appear to appear. 

I have not had nearly the experience that either of my two dis- 
tinguished minority colleagues have had in the Senate, but I have 
served for nearly 3 years now and I have been on committees. I do 
not know of any instance of any bill in which there has been such an 
extraordinary amount of time and such desire on the part of a chair- 
man to give everybody an opportunity to state their case. 

Senator Busa. Mr. Chairman, I would like to observe on that I 
know you make that statement in good faith, and I can understand 
your doing so, but I have quite the opposite impression. I want to 
make it clear that I think there have been some very big gaps in these 
hearings. 

We have heard nothing from the State regulatory authorities. We 
are just told there are 30-odd States that have legislation. We know 
nothing of their experience in connection with regulation in this 
field. 

I have asked over and over again why we do not have the State 

regulatory authorities appear here as witnesses. 

Senator Proxmire. We had the Governor of Minnesota appear. 

Senator Busu. We were just informed that the finance companies 
have been invited and refused to appear. This has not been in the 
record before. 

In private conversation with Senator Douglas I have indicated that 
I would join in a subpena, in asking for a subpena, if it seemed that 
their testimony was desirable, and I think it is. These are the biggest 
lenders of them all. 

So I cannot agree at all. 
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Then on the question of enforcement we have actually had no dis- 
cussion whatever. The only witness we have heard is the Federal 
Reserve Board who said they do not want the job. 


Senator Proxmire. In all fairness, I am going to read a very brief 


résumé of how this bill has actually been handled. 

On Janu: ary 7, 1960, there was introduc ed into the Senate S. 2755. 

February 3, 1960, notice of hearings in the Congressional Record. 

March 15, 1960, scheduled opening y of hear ings. Postponed because 
of civil rights debate. 

March 23, 1960, opening of hearings. 

March 24, 1960, April 5, 6, 7, 1960, continuation of hearings. 

Hearings scheduled April 13 and 14. Hearings postponed because 
of Senate recess. 

April 20 and April 21, 1960, continuation of hearings. 

April 27, additional day of hearings to accommodate the American 
Bankers Association. And on that day it is my understanding the 
American Bankers Association were unable to appear. 

April 28, S. 2755 was amended, recommended to full committee but 
to be delayed until the American Bankers Association and other 
groups could appear if they wanted to. 

And today the American Bankers Association is here. 

Senator Busu. Mr. Chairman, that is a correct statement, of course, 
and an examination of the list of the witnesses that appeared during 
all these hearings—and they were all good witnesses—would dise lose 
that the regulatory authorities were not here, the American Bankers 
Association or any representatives of banking were not here, and the 
finance companies were not here. When we insisted at the last meet- 
ing that we simply could not stand it if people were not given a chance, 
there were finally set up some separate hearings to get the banking 
people in here thismorning. Iam glad we did it. 

Senator Proxmirr. Will the Senator from Connecticut 

Senator Busn. But this bill was actually acted on, and you recall 
how strongly we objected. It was acted on in the subcommittee with- 
out having heard from the banking authorities, from the finance 
companies, or the regulatory authorities, and without any discussion 
in the committee having taken place on enforcement. 

Senator Frear. Mr. Chairman? 

Senator Proxmire. May I 

Senator Busu. I think far from the statement that this bill has 
been carefully considered by this committee I would say that it has 
not had anywhere near adequate consideration. 

Senator Frear. Mr. Chairman ? 

Senator Proxmrre. I will yield to the Senator from Delaware in 
just a minute. May I say that the usual practice in the Senate as 
I have seen it—and I may have seen an extraordinary situation— 
is that the committees will announce that hearings are open. Persons 
who wish to appear are encouraged to appear. Sometimes those hear- 
ings take part of a day, sometimes a full day, sometimes a week. 
Rarely do they take more than that. 

In this case, as the record shows, they have taken a long time. 
Everybody who wanted to appear has been given ample opportunity 
to appear. 

As we have indicated, a number of persons who we think have an 
interest have declined to appear. 
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Committees rarely issue subpenas. 
Senator Busu. My dear fellow 
Senator Proxmire. And the Senator from Connecticut knows that. 

At least in my experience I have never been present when a com- 

mittee has had to subpena witnesses to appear. 

Let me just read this very brief statement into the record. Senator 

Douglas said on April 21, 1960: 


May I say that we will now recess until next Wednesday, April 27, when 
we shall hear from the American Bankers Association and possibly some other 
witnesses. I want to make this invitation in addition: 

The work of our hearings has been somewhat embarrassed and hampered by 
the fact that a number of organizations which are critical of the bill do not 
apparently wish to come forward and testify but content themselves with sub- 
mitting a statement for publication. I think that the representatives of these 
groups who are here will agree that we have tried to conduct these hearings in a 
neutral and impartial manner. We have leaned over backward not to mention 
the name of any concern which may have been guilty of sharp practices. Weare 
not trying to pillory any individual. We are, however, trying to clean up a 
situation which apparently has many abuses, and we ask only for improvement 
in the future and are not concerned with apportioning blame about the present or 
the past. 

The witnesses who have appeared have in general have been very valuable wit- 
nesses, and they have given many suggestions. I think the bill will be better 
as a result of their testimony. 

If these gentlemen have criticisms and if they have suggestions, they can do 
this much better by appearing before us and offering these matters verbally, so 
that we can discuss the issues. I can assure them that they will not be abused. 
They will not be subjected to cruel and unusual punishment. They will be 
treated with respect and politeness and decorum, but we would appreciate their 
testimony. 





This was sent to everybody who filed a statement, every person and 
every organization. 

Senator Busn. All right. I appreciate that. I do not think it 
changes anything that I have said though. 

But I want to make this additional point, Mr. Chairman, as long as 
we are on the subject. At the top of page 9 on the bill, where it is 
dealing with the question of penalties and court action, it says in 
line 2: 

As used in this subsection, the term “court of competent jurisdiction” means 
any Federal court of competent jurisdiction regardless of the amount in con- 
troversy and any State court of competent jurisdiction. 

As I understand it, the Federal courts are limited to cases involving 
$10,000 or more. 

That simple little language at the top of that page indicates that no 
matter how small the amount you are going to change that law affect- 
ing Federal jurisdiction without having heard from the Judicial 
Council or anybody representing the Federal district courts. 

I just think it is absolutely essential to ask their opinion as to 
whether this is practical. 

Senator Proxmrre. I think that is an excellent point. 

Counsel informs me that the staff of the Senator from Connecticut 
has been in touch with him. Counsel also informs me that the staff is 
studying this. This has been a very good, useful contribution by the 
Senator from Connecticut. 

Senator Busn. I would like to hear some witnesses on it, too. I 
am on the committee and have some responsibility here. 


538615—60——_46 
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Senator Benner. May I make the point that the bill was reported 
out without any members of the subcommittee knowing that this 
language was in the bill. This has not been discussed in this sub- 
committee. We have had no chance to talk about it ourselves. 

Senator Proxmire. We had to drop a depth charge to get the sub- 
committee to surface. 

The Senator from Delaware has been trying to get the floor. 

Senator Frear. I just wanted to ask the Senator from Connecticut 
one simple question. Has he not heard sufficient testimony to make 
up his mind on the bill ? 

Senator Busu. Absolutely not. 

Senator Frear. Not? 

Senator Busu. Certainly not. 

Senator Frear. I thought your mind has already been made up. 

Senator Busn. No, sir. 

Senator Frear. Excuse me, sir. 

Senator Busu. I want the Senator to know that I was an original 
sponsor of this bill. You will find my name on it. I was quite in 
sympathy with the purposes of the bill. I had not had a chance to 
examine it in detail at all, but it seemed to me that the business of 
full disclosure was a sound thing and that the bill had some anti- 
inflationary aspects which also : appealed to me. 

The more testimony I have heard, the more doubt has arisen in 
my mind about this bill. I think, therefore, before I am willing to 
vote for the bill. I want to hear from the State regulatory authorities, 
T want to hear from the finance companies who are heavily involv ed 
in this. and I want to hear from the Judicial Conference. 

T think we are no where near finished with just a reasonable con- 
sideration of this legislation. 

Senator Proxmire. May I simply say that the record shows that 
we have had a very large number of witnesses. Everybody who had 
any interest has been encouraged to appear. Obv iously we are near- 
ing the close of this session already. We have a tremendous amount 
of ver v vital legislation to pass on. If this bill should come to the 
floor of the Senate, if it should pass, then it has to go over to the 
House, the House has to examine it and consider it. As the Senator 
knows better than I do, it has to pass the House, and it has to go 
to the President. 

If we are going to have additional witnesses for weeks and weeks. 
the Senator knows absolutely what the result would be. It means 
it will die. It means it cannot possibly pass this session. It means 
it will be killed just as effectively as if the Senate voted it down. 

Senator Busn. I very happily reply I would rather not have a bill 
pass at all than pass a bill that is impractical and unworkable. 

This is a very important measure, and sometimes it takes several 
years to get a measure of this importance, of the magnitude of scope 
of this bill, to a point, where the committee is w illing to report. it out 
and the Congress is willing to act on it. 

TI do not think the country is going to go into a tailspin if we do not 
pass this bill this session. 

Senator Proxmrre. No, the country is not going to go into a tailspin, 
but perhaps 30, 40, or 50 million American families who are borrowing 
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money regularly are suffering, are going to continue to suffer, and will 
lose as a result of not having this kind of legislation; in my judgment. 

Senator Busu. Mr. Chairman, one more point. The chairman has 
very correctly said we had a lot of witnesses here, but they were 

mostly all social organizations, if Imay say so. I do not know whether 
you call the Better Business Bureau a business or a social organization. 
But they made excellent witnesses, and they showed the need for dis- 
closure. That is right. 

But they did not come to grips with the specifics of the bill, the 
question of the simple annual interest rate, the question of enforce- 
ment, the question of how to fit this in with the State regulatory 
agencies. None of these were discussed by all these witnesses we 
heard. 

That is why I say the committee must in my judgment hear com- 
petent witnesses discuss some of these other practical matters that so 
directly affect the workability of the bill. 

Senator Frear. My next question is a simple one too, if I may. 

Senator Proxmirr. Certainly. May I simply say before the Senator 
asks his question that I probably am more guilty than any of the four 
Senators who are sitting here this morning, but I do think that this 
kind of discussion can take place in executive session when the com- 
mittee is assembled to consider the bill. The representatives of the 
American Bankers Association have been exceedingly patient, and I 
think that 

Senator Frear. Iam sure they are enjoying it too. 

Senator Proxmire. They may be enjoying it, but I think they 
would probably like to get their case before us. T hey are busy men. 

Mr. Brason. And very much interested, Senator, I might sé ay, in the 
discussion taking place among the Senators. 

Senator Proxmie. May I simply suggest that we terminate this 
colloquy as soon as we can and 

Senator Frear. This is a very short.question. I would like to ask 
a couple of questions if Imay, Mr. Chairman. 

T assume that the Senator from Connecticut is a continuing sponsor 
of this bill. His name appears on it. Is that true? 

Senator Busn. You mav assume it if you want to, but I am not so 
sure unless the bill is modified substantially and unless we 

Senator Frear. I understand that, Senator. Thank you. 

May IL ask a question of the witness, Mr. Chairman ? 

Senator Proxmire. Yes. 

Senator Frear. On page 5 of the bill, on line 13, which says it is a 
definition of “finance charge”—Do you have that ? 

Mr. Evmer. Yes, sir. 

Senator Frear. If the finance charge under (3) simply stated, 
means interest—period—would that make any great difference in 
the administration of the bill if it were enacted ? 

Mr. Eimer. No, sir. We are not troubled about this definition of 
“finance charge.” 

Senator Frear. I have heard that “and such other charges” which 
is contained in line 14 did arouse the thinking of many people as to 
just what it meant. 

_Mr. Ecmer. If I am not mistaken, there was considerable objec- 
tion to the original definition of “finance charge” in the original bill. 
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Senator Frear. But you think if this bill were enacted this gives a 
fair definition ¢ 

Mr. Evmer. This is not an unworkable definition in our opinion. 

Senator Frear. Thank you. That is all. 

Senator Proxmrre. Go right ahead, Mr. Elmer. 

Mr. Exaer. I would simply like to conclude, Senator, by saying we 
feel that if the bill is passed that either within the bill or by direc- 
tion to any regulatory authority the formula for conversion to simple 
interest should be stated so that any merchant, any retailer, any lender 
would have the means of being sure that he could not be challenged 
in his computation of the simple interest equivalent. 

Thank you very much. 

Senator Proxmire. You mean that Congress rather than a regula- 
tory agency should be the judge as to which of seven methods should 
be: applied. 

Mr. Exmer. No, sir. I said either Congress or the regulatory 
agency. 

Senator Proxmie. I misunderstood. 

Mr. Evcmer. Yes, sir. 

Senator Proxmire. Thank you for that clarification. 

Senator Bennerr. I have a question of the witness. Does your 
bank have the check-type revolving credit ? 

Mr. Eimer. Yes, sir. 

Senator Bennerr. Am I correct in describing that as a type of 
extension of credit under which you make a flat charge for each check 
drawn as well as a charge on the balance remaining at the end of 
every month ? 

Mr. Evmer. That is correct. 

Senator Bennerr. Can you tell us any way by which you could 
assure a borrower in advance when he opened that kind of a service 
what rate of simple annual interest he would pay ? 

Mr. Eimer. Not unless we know the variables as to the number and 
frequency with which he was going to draw his checks, the length of 
time the money would be outstanding, and the amount of payments 
that he would make. 

Senator Bennetr. You would also have to know the size of the 
checks he intended to draw ? 

Mr. Ermer. That is correct. 

Senator Bennett. So, in effect, even if we get to the point of work- 
ing out a formula to calculate interest, this is a type of credit exten- 


sion on which it would be impossible to calculate in advance w hat the: 


interest would be, unless you so hedged it around with restrictions as 
to make it unattractive to the person who would intend to use it ? 
Mr. Eimer. That is correct. If all the conditions were absolutely 
fixed, the rate of interest could be determined. 
Senator Bennett. But if they were all fixed 
Mr. Eimer. The plan would have no effect. 
Senator Bennett. The plan would have no effect. 
Do you know of any other types of credit extension where the vari- 
ables are so important so as to make expression in simple annual in- 
terest impossible ? 





Mr. Evmer. Mr. Albright mentions certificates of deposit. These, 


of course, are on the deposit side of a banking function. The rate, 
however, in that case is fixed and the term is fixed. 
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I would think that any obligation signed by a borrower where he 
has the right to anticipate the payment or where he may change the 
terms to exceed the prescribed terms would be very difficult to convert 
to an actual, true simple interest. 

Senator Bennett. To summarize what you are now saying, and 
what you said earlier in form of a general statement, if I remember 
it, unless you absolutely fix all of these variables it would be impossible 
to operate such a law. The whole genius of the various newer meth- 
ods of extending credit is that the rates are not fixed, that they are 
there for the convenience of the man who is going to use the credit? 

Mr. Ei_mmr. Yes, sir. 

Senator Bennerr. Thank you. 

Senator Proxmire. Senator Bush. 

Senator Proxmire. I would like to ask Mr. Bimson this. In your 
prepared statement, Mr. Bimson, you say, and I quote: “While recog- 
nizing the importance of volume, banks should keep all advertising 
truthful, restrained, and exact.” 

Mr. Brauson. That is correct. 

Senator Proxmire. Senator Bush, I think, has a copy of an ad that 
he is holding in his hand. Do you mind passing it on to me? This 
is a bank ad—I will not disclose the bank, of course. It has been the 
policy of the committee not to, and I think it is a wise and desirable 
policy, but it is a bank 

Senator Busu. A national bank. 

Senator Proxmire. A national bank; that is correct. 

They start off with a heading: 





May we bid for the privilege of financing your car. 
And then in the second paragraph: 
We offer to finance your new car at a cost to you of 4 percent interest. 


I am wondering if this kind of an ad is in your judgment truthful 
and exact. 

Mr. Bruson. I would say that the statement is untruthful, prob- 
ably. I have every reason to believe it is untruthful. The Better 
Business Bureau in that community should call the matter to the at- 
tention of the bank and to the attention of the State bank supervisor 
in that area. That practice went out a good many years ago when 
General Motors was called to account for advertising 5 percent or 6 
percent. rather than a discount rate. There may be isolated cases of 
this sort, but it is untruthful advertising, and we certainly do not 
believe in it. We abhor the fact that you are able to come here with 
that kind of a statement. I donot care who the bank is. I would tell 
them that to their face. 

Senator Proxmire. Here are some examples up here of ads on auto- 
mobile financing. The committee has been inundated with this sort 
of example. It is not exc eptional, as we wish it were. It seems to 
be, if not the rule, at least quite common and frequent. You can 
see this kind of advertising that you yourself have just described 
very properly and eloquently as untruthful. 

What would be the prime rate under these circumstances? What 
is the prime rate in the money market ? 

Mr. Brason. Well, generally new car financing is 

Senator Proxmme. I am sorry. I just want to make the question 
clear. What is the prime rate today 4 
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Mr. Brason. Five percent. 

Senator Proxmire. That'makes it pretty obvious that this is, to any- 
one who understands what the prime rate is, and that is information. 
that only financial experts as a rule have, untruthful. As you have 
mai the general public has no idea. It looks like a wonderful 
deal 

Mr. Brason. The only basis on which they would know is a prac- 
tical application of this, having purchased on time or recognizing the 
$5 per hundred add-on. I personally think it is very poor adv ertising 
that should not be carried on. We ourselves when we stipulate a 

rate will say $6 per hundred per year or $5 per hundred per year on 
the principal balance, rather than going to your 5 or 6 percent rate, 

I would think that we could, and perhaps should, very definitely, 
now that it has been called to our attention, canvass our advisory board 
members of the Installment Credit Commission and call attention to 
the fact that this is going on in certain States and attempt to doa 
policing action ourselves to correct it, because obviously not all of us 
come in contact with things of this sort. It may pop up in one part 


of the country or the other. But I would think that that should be . 


done, and as the vice president of the American Bankers Association 
I shall so instruct the chairman of our Installment Credit Commission 
that a bulletin go out to all the advisory board members and the banks 
in each State be canvassed and cal] to their attention that we think 
in Our opinion this is inadequate and improper disclosure of the rate 
being actually charged. 

Senator Proxmire. Is it not true if we pass this bill in its present 
form it does provide readily understandable, easy, standard truth, 
so that the consumer will know when pe sees the average diminishing 
balance, if it is either 10 percent or 15 percent, and he will have a 
weapon with which to judge, and without that he will have no way 
at all to evaluate this kind of thing? 

Mr. Biuson. Not easily understood, not easily applied, very con- 
fusing, Senator, unless you declare the dollar amount, And that can 
be corrected very easily. If it were $5 per hundred per annum of the 
amount of the sale, then you have all the disclosure you want. If 
you convert that into 9.763 simple interest, I defy you or anyone on 
this committee or anyone in this room to convert that back into the 
dollar charge. 

Senator Proxmire. Five dollars per hundred would be approxi- 
mately what simple interest—-10 percent ? 

Mr. Bratson. 9.716 percent simple interest, and if you take an m- 


stallment loan, convert that 9.71 interest on that instead of 5 percent | 


substituted and apply it to 12 monthly payments on the installment, 
give that information only to your purchaser and say, “OK, now you 
tell me how much you are paying for your money in dollars and 
cents,” which is actually what they have to pay out on that loan, 
I defy anyone in this room to convert that hurriedly and tell you how 
much you are paying. 

Senator Proxmire. I havea rate book in front of me which says—— 

Mr. Broson. I am saying that without a rate book. 

Senator Proxmire. These rate books are not expensive. 

Mr. Brason. The citizens do not have rate books, unless the Con-} 
gress is going to supply them. I do not think they are going to do} 
that. 
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Senator Proxmire. They are told 3 percent at the deposit window 
when they go to the bank and deposit money—that they will receive 
3 percent. 

Mr. Bruson. That is right, and it is also in their passbook, which 
is supplied each one of them. 

Senator Proxmire. Why are they not told it is just $1.50 instead 
of 3 percent? Why are they not told it is $1.50, as this bill would 
require ¢ 

Mr. Brouson. Because it is not. 

Senator Proxmire. Well, or whatever it is. 

Senator Busy. The amount of the savings account is varying all 
the time. 

Senator Proxmire. It seems to me that the citizen does not have 
to have the annual rate book. The citizen is not making the sale. 

Mr. Bruson. It is a disclosure bill, Senator, as I understand it. 
It is for the benefit of the citizen, so the citizen will know what he is 
paying. The only point I am making is the citizen does not know 
what he is paying when he has only the simple interest. He does not 
know what it is costing him in dollars and cents. 

Senator Proxmire. The bill provides or requires both, now. The 
Senator from Connecticut would knock out the “and” and substitute 
an “or.” The citizen would not know if he is only told the percent, 
but he would know both if he knows the dollar amount and the 
percent. 

Mr. Brimson. Then you create confusion and perhaps more cost to 
the user. If the law said “or” and you can present it either way, 
then where you have odd payments amounts, you would not have to 
try to do the impossible and convert them to a simple interest basis; 
the bill would be strengthened materially. When you quote it two dif- 
ferent ways in the same instrument, I think you create confusion, as 
I have mentioned in my testimony. 

Senator Proxmire. If that is a rolleall, we may have to run right 
away. 

I want to thank you gentlemen very much. Your testimony has 
been exceedingly useful to the subcommittee. 

The subcommittee will recess until 1 o'clock, and then we will return 
to hear President Schwulst, of the Bowery Savings Bank. We are 
looking forward to that. 

The subcommittee will recess until 1 o’clock. 

(Whereupon, at 11:27 a.m., the subcommittee recessed, to reconvene 
at 1 p.m.) 

AFTERNOON SESSION 


Senator Proxmime. The subcommittee will come to order. 

Our witness this afternoon is Mr. Earl B. Schwulst. Mr. Schwulst, 
you may proceed as you wish. 

I would like to say first that I want to apologize for the chairman 
of the subcommittee, Senator Douglas, who very much wanted to be 


here, is unavoidable detained. He called me and I talked with him 


a few minutes ago. He was very anxious to come, but it was just 
impossible. 
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STATEMENT OF EARL B. SCHWULST, PRESIDENT, THE BOWERY 
SAVINGS BANK, NEW YORK, N.Y. 


Mr. Scuwutst. Mr. Chairman, my name is Earl B. Schwulst. Tam 
president and chief executive officer of the Bowery Savings Bank, 
the principal office of which is at 110 East 42d Street, New York, N.Y. 

Senator Proxmire. Could I ask you at this point about the Bowery 
Savings Bank? How large a bank is this? 

Mr. Scuwetst. It has deposits of about $1,560 million, all savings. 
We have no commercial accounts. It is all savings deposits. 

Senator Proxmire. It sounds like one of the biggest in the coun- 
try. Isit? 

Mr. Scuwetst. It is the largest of the mutual savings banks in the 
world and has been for a great many years. Its assets total $1,725 
million. We do not accept accounts, and cannot under the law accept 
accounts, from any depositor in excess of $10,000. He can have his 
interest accumulations on top of that, but he cannot deposit more than 
$10,000. Our average account is about $2,500, and the typical account 
would be in the neighborhood of $750 to $800. 

Senator Proxmire. How many accounts do you have / 

Mr. Scuwetst. About 575,000. 

Senator Proxmire. They represent by and large individual persons? 

Mr. Scuwetsr. Yes, sir, these are individual people, except that we 
can accept deposits, still with this limit, from charitable organizations 
and nonprofit organizations. 

Senator Proxmire. But not from business ? 

Mr. Scuwttst. No, sir, we do not accept any deposits from a profit- 
making business enterprise. We are not permitted to do so. 

Senator Proxmrre. I do not want to hold you up, but I have been 
asking every witness to qualify his position, that is, whether he speaks 
for an organization, and if so with what authority, whether it is with 
the knowledge of the board of directors or if there is some other basis 
for his appearance, or whether he simply speaks for himself. 

Mr. Scuwetst. I do not speak for the Mutual Savings Banks Asso- 
ciation. You have already had a witness from that association, Mr. 

tobert Morgan. I speak for myself and for this bank that I am the 
head of. T am here really at the invitation of Senator Douglas. 

Senator Proxmire. Thank you, sir. Proceed. 

Mr. Scrwetst. I deeply appreciate the invitation to appear before 
you. It is necessary, however, for me to set out at the very beginning 
the fact that, although I have been in the banking business all mv 
working life, I have never engaged in the business of making personal 
loans, making installment. loans, or extending consumer credit of any 
kind. Therefore, my competency to testify with respect to much of 
what S. 2755 is designed to cover may be challenged from the outset. 

I can, however, comment upon certain aspects of the proposed law, 
particularly insofar as it may affect the lending operations of the 
bank with which I am associated. 

I have been in the banking business for approximately 40 years. 
During the last 25 years, more or less, I have been either second in 
command or chief executive officer of the Bowery Savings Bank. 
Most of my experience in banking has been in the lending or invest- 
ment of funds on deposit with the institutions with which I have 
been connected. 
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This lending experience has been confined to ordinary bank loans, 
outside the consumer credit and installment loan fields, except insofar 
as monthly payment loans on mortgages may be regarded as install- 
ment loans. The lending of the institutions that I have been con- 
nected with has involved the charging of interest on a true annual 
interest rate basis even though, in the case of monthly payment mort- 
gage loans, interest along with principal is collected monthly. The 

rate of interest is stated and known to the borrower as a true annual 
interest rate. 

Senator Proxmrire. Is this a complex, difficult, controversial caleu- 
lation, or is it one that is fairly straightforward and simple? 

Mr. Scuwuzst. It is just a per fectly straightforward quoted rate, 
calculated on the outstanding balance of the loan. 

Senator Proxmire. Does this take a considerable amount of time 
and expert ute in order to calculate it? 

Mr. Scuwetst. When you have a level payment loan, which is 
what these et loans are, the borrower agrees to pay X dollars 
per month, and “that payment includes both interest and principal. 
But as time goes on a larger and larger amount of that monthly pay- 
ment. is applied to the principal of the debt. In other words, the in- 
terest savings are applied on the principal of the debt. 

Senator Proxmire. I understand that. What I am getting at is 
whether there are variations in this kind of thing which would intro- 
duce a complicating variable and make it difficult to apply simple 
annual interest and determine precisely what the amount should be, 
or vice versa, apply the amount that is paid and determine what the 
simple annual interest,should be. 

You were not present this morning, but 

Mr. Scuwetst. It would be difficult for the homeowner, mortgagor 
in this case, to sit down and figure out how much of his monthly pay- 
ment is interest and how much is principal, although it would be a 
simple arithmetical calculation. It might be difficult for him to do it, 
but. nevertheless he could do it if he knew enough about arithmetic. 
Moreover, we always tell him. Every month when we bill him for his 
monthly payment we always notify him the monthly payment is due, 
and we show on that bill how much of that monthly payment—it is 
always the same payment in dollars—is interest and how much is 
principal. And that interest is always at whatever the stated rate is 
per annum, on the money that he has asked to have the use of. 

Senator Proxmire. Thank you, sir. 

Mr. Scuwetst. The bank of which I am the head is a mutual sav- 
ings bank. It makes two types of loans: first, mortgage loans on im- 
proved real estate, principally on homes and other types of housing, 
and so-called passbook loans, which are made to depositors. This 
second type of loan is usually made for very brief periods just before 
the dates of crediting interest for the interest period, and the purpose 
is to save the depositor from the loss of interest for the period which 
he would incur if he did not leave his money on deposit to the end of 
the period. 

They are usually for 1 month, these passbook loans, say the be- 
ginning of the last month of the quarter. They come in and want to 

draw out the money, and they would lose the interest that we pay them 
on their deposit if they took that money out before that quarter was 
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ended. So they will come in if they need the money, and we will sug- 
gest to them that they not withdraw the money from the bank by 

signing a withdrawal ticket and having this charged to their account, . 
but that they make what we call a passbook loan, and their passbook 
is collateral for the loan. So he saves a substantial part of what he 
would otherwise lose. 

Bear in mind that this isa very short-term loan. I will explain this 
in just a minute. 

Notwithstanding the short period for which these passbook loans 
run, the interest rate charged is quoted to the depositor on a true an- 
nual interest rate basis. These loans, as I say, will run anywhere from 
15 days toa month or month and a half. 

Senator Proxmire. Now we are getting into exactly the kind of 
thing I think is very interesting, in view of the testimony by the 
spokesman for the ABA this morning. This is complicated. It is 
not a matter of applying simple annual interest to monthly payments 
over a period of 20 or 30 years ona home. This is a period of days. 
It is a matter of their coming in and borrowing any kind of odd 
amount that might suit them. 

Mr. Scuwotst. Calculated on whatever amount he wants to draw 
out. 

Senator Proxmire. The point I want to establish is that this is a 
somewhat irregular and unique problem. It is not a situation which 
is obviously simple. The ABA spokesman this morning, I think you 
should be informed, made the point that it is exceedingly complex 
and very difficult and very controversial among different economics 
professors and monetary policy y specialists to establish precisely what 
simple annual interest is, given anything but the simplest kind of 
problem. That is why your testimony this afternoon on the basis of 
your own experience is so peculiarly important and interesting and 
applicable to what we just heard. 

Mr. Scuwutsr. We haven’t had any difficulty in telling the deposi- 
tor what his interest is going to be on a true annual rate basis for the 
number of days that he is borrowing against his passbook, and we will 
tell him. 

Let me give you an example of how this works. Suppose the de- 
positor has $1,000 in his account on the first of the quarter, and after 2 
months of this quarter have run out he needs that $1,000. He has to 
draw it out. Our ordinary rate for money that has not been with us 
as long as 2 years is 314 percent per annum, credited, and compounded 
quarterly. So if that chap did not draw out his $1,000 before the 
quarter ended there would be credited to his account one-fourth of $35, 
or $8.75. Suppose after two months of that quarter have run by he has 
to have that $1,000. If he comes in and draws that $1,000 out of the 
bank with an ordinary withdrawal ticket and we charge it to his 
account, he is going to lose that $8.75, because we do not ¢ redit interest 
on accounts unless the money is left to the end of the dividend or in- 
terest period, which in this case would be 3 months. So he would lose 
$8.75. 

So we suggest to him, “You do not want to lose this $8.75 which is 
going to be credited to your account if you leave this money here for 
the remaining 30 days of the quarter. You take a passbook loan. 
Your account will be security for that loan.” 
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Our rate on passbook loans varies with the interest rate that we 
pay on deposit accounts. Sometimes it has been as low as 214 percent. 
It is now 514 percent per annum on these passbook loans. 

So he comes in a month before the quarter has expired, and he ex- 
ecutes a note to us for $1,000 that runs for 30 days. It could run for 
15 days, 25 days, any number of days, but I am trying to make this 
thing easy to understand. 

At 514 percent the interest for 1 month—514 percent per annum— 
would be approximately $4.58. So he saves the difference between the 
$8.75 interest that would be credited at the end of the quarter and 
$4.58 he is going to pay for this loan of $1,000. He understands that is 
an annual rate, He understands that the interest we are paying on 
his deposit is an annual rate, and there is no problem at all as far as 
we are concerned. Apparently he understands it. 

We credit to depositors’ accounts and compound interest every 3 
months. ‘The interest rate presently being credited to depositors is 
stated on an annual basis and amounts to 314 percent on regular de- 
posits and 384 percent on balances or parts of balances that have re- 
mained with us for periods of 2 years or longer. 

The going annual rate on passbook loans is 514 percent, on con- 
ventional mortgage real estate loans 514 percent to 6 percent—these 
are all annual rates—and on FHA insured and Veterans’ Admin- 
istration guaranteed mortgage loans the ceiling rates permitted by 
those Government agencies; namely, 514 percent on Veterans’ Admin- 
istration guaranteed loans and 534 percent on FHA insured loans. 

Senator Proxmire. May I interrupt to say this is a somewhat com- 
plicated procedure, for a number of reasons. Almost every element 
involved here varies. You have the amount that the borrower wants 
to borrow varying. You have the period of time for which he wants 
to borrow varying. You have the interest rate itself varymg, depend- 
ing on what the cost of money is. So that you have to make this 
caleulation of simple annual interest, which you make in every case, 
with at least three variables. You have different amounts, you have 
different time, and you have different interest rates. 

Mr. Scrrpwutst. That is right. 

Senator Proxmire. It seems to me in almost any kind of a loan 
transaction these are the three fundamental variables, and if you can 
do it in this case it would seem to me sensible that you could expect 
that almost any lender could make a similar calculation. 

Mr. Scirrnweutst. You have a question you are putting to me about 
this ? 

Senator Proxmire. Let me just go back a little bit to the testimony 
this morning, in which the American Bankers Association spokesman 
said that they had sent a fairly simple problem—it was borrowing 
a specific amount for a 1-year period, with certain monthly pay- 
ments—to seven different economics professors or financial experts, 
and they got back seven different answers as to what the simple 
annual interest rate was. And, of course, they are turning it on its 
head, because it would work in precisely reverse fashion. You start 
off with the interest rate, I presume, and calculate what the payment 
would be. At any rate, putting it that way they pointed out that we 
had that kind of a difference. The question they had is what is the 
effective rate of interest charged on a loan of $1,000 when a total 
of $1,060 is repaid in 12 equal monthly installments. 
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Mr. Scuwetst. That is, $60 has been added to the face of the note 
to begin with? That would be a 6 percent add-on, would it not? 

Senator Proxmire. That is correct. 

Mr. Scuwutst. They have tables. You can figure that out to the 
dollar. ome» if it is 6 percent added on they are going to use 
for 1 year and payable in 12 monthly installments, effectiv ely it is 
about ea e the 6 percent. That could be figured. They have tables 
that figure that very easily. 

Senator Proxmire. These gentlemen were able to fill up five pages 
of calculated formulas that would make Einstein blush at his lack 
of imagination and understanding. 

Mr. Scuwtutst. If you are confused, I will give you the correct 
answer when I get back to New York. 

Senator Proxmire. The point I wanted to emphasize in your tes- 
timony, because of your vast and very practical experience with 
liater ally hundreds of thousands of these loans over a long period of 
time, is the point of how complex and difficult and impracticable it 
is to impose an annual interest rate. 

Mr. Scuwetst. I do not think there is any difficulty about quoting . 
the true annual rate on a loan of the kind that you have mentioned, 
whether the interest or carrying charge is represented by a discount 
or represented by an add-on, because the tables enable you accurately 
to figure it. I do not think there is anything complex about it. 

Let me say that in connection with these “monthly payment loans 
that constitute the bulk of our mortgage loans, where the borrower is 
paying a constant sum monthly but is being charged only on a true 
annual rate of 514 or 534 percent or w hatever it is, when we send 
out a monthly bill to this chap we segregate the portion of that 
monthly payment. The amount of that payment is the same each 
month but we separate on that bill or notice we send out how much 
of it is interest and how much is principal. 

In many cases banks will give to the borrower at the time this 
monthly payment loan is closed or arranged a complete table run- 
ning for the life of that loan, showing how much of each monthly 
payment, the monthly payment being constant each month, is going 
to interest and how much to principal. On the assumption he is 
going to carry that loan to maturity and it is not going to be paid 
before then, he can add up the declining amounts ‘of this uniform 
monthly payment represented by interest for the entire period and tell 
how much interest he is paying for this loan for the time he has it. 

I was talking about these rates on Veterans’ Administration guar- 
anteed loans, that is, 514 percent per annum, and 534 percent. on 
FHA-insured loans. Those rates are fixed by those agencies as the 
ceiling rates. Most of these loans that we are currently purchasing 
are being bought at discounts which would bring our true annual 
interest vield on these loans up to from 5.75 per cent per annum to 5.91 
percent per annum, depending upon the section of the country in 
which the loans originate and upon whether we figure the yield to a 12- 
year maturity or the final maturity of 30 years. We figure the yield 
both ways because most of these loans are refinanced or ‘paid off prior 
to maturity. The borrower or homeowner pays the interest rate stipu- 
lated in the mortgage which cannot exceed the ceilings placed thereon 
by the respective Government agencies. The discount, which increases 
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our yield above the contract rate, is absorbed by the builder out of 
his profit or by the mortgage banker out of his charge for servicing 
the loans. We pay the service charge out of the contract rate of inter- 
est. which we receive from the borrower or homeowner. 

I had better explain that a bit. We buy these loans all over the 
country, and when I speak of servicing these loans we will have a 
mortgage banker or a savings and loan association or a commercial 
bank out in the area where these loans are actually look to the col- 
lecting of the interest and the principal and the hazard insurance 
premiums, and make inspections of the property periodically and all 
that sort of thing, and we pay to that bank, mortgage banker, or 
savings and loan association, whatever it is, that is servicing that loan, 
usually about one-half of 1 percent of the declining principal balance 
of that loan per year. Now, we pay that out of the 514 percent or 
the 534 percent, as the case may be, that we collect in interest from 
the homeowner. In other words, we pay that. That comes out of the 
interest. If we did not have to pay that servicing charge our interest 
would be the full 534 percent. As I say, with interest rates the way 
they are today and have been for some time, these FHA and GI loans 
are not commanding a price of par in the market. We are buying 
them at a discount. That discount does not come out of the fellow 
who is buying this house, because he can only pay the 514 percent 
stipulated by the Veterans’ Administration or the 584 percent which 
is the ceiling stipulated by the FHA. But somebody is going to lose 
that discount, and it comes either out of the builder, if we buy the 
mortgage from the builder, or out of the fellow who is servicing this 
loan, which means that, the service charge which we would be paying 
him is reduced by the amount of this discount which he absorbs. 

Let me say that I endorse the purposes of S. 2755. In our lending 
of money we would encounter no difficulty in complying with the 
provisions of the bill. I cannot speak with respect to the feasibility 
of the bill in those fields of lending and credit with which I am un- 
familiar. It would seem to me, however, that section 4 of the bill 
would give the administering agency ample latitude to make excep- 
tions and differentiations should those be necessary in the various 
lending and credit fields to which the bill would apply. 

Senator Proxmire. I just want to interrupt for a minute on that 
point because this was I thought one of the principal points made this 
morning—and it was made pretty effectively—by the ABA people. 
They argued, as we talked to them, that at the savings window, when 
a customer came in and made'a time deposit in the:-bank—and they 
advertise 3 percent—I gathered at least from their testimony that 
unless the customer accepts the very letter of their convention that 
there might be some disagreement as to whether the bank was actually 
paying the 3 percent. But if the customer accepts every letter of their 
convention and of their limiting contract, and so on, perhaps they 
are. At any rate, they argued that to compute it precisely when they 
are lending money or when somebody is making a purchase compli- 
‘ates it very, very much. 

At that time I did not realize, because we had a new bill—as you 
know, it has been revised since the bill was originally introduced in 


January—I did not realize that we have stated on page 6 of the bill, 
line 10, the following: 
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Any creditor shall furnish to each person to whom credit is extended, prior- 
to the consummation of the transaction, a clear statement in writing setting 
forth, to the extent applicable and in accordance with rules and regulations 
prescribed by the Board, the following information. 

This is the point to which you have just addressed yourself, and I 
wondered if once again you would tell me, in answer to this ex- 
plicit question: Would you say on the basis of your experience, which 
1s very broad but still limited, as you acknowledged, that you think 
this would seem to be adequate to enable the seller in all of these com- 
plex transactions to be able to state what is required in the bill and 
comply with the law? 

Mr. Scuwutsr. Let me see if what I have in my mind is an an- 
swer to your question. 

I have been reading some of the testimony by the Retail Merchants 
Association before this committee, and they point out the difficulties 
of complying with this bill in connection with so-called revolving 
credit where the purchaser of merchandise may make purchases at 
va ‘ious times during the month and he will be sending back mer- 


chandise for credit to his account and be making some payments on . 


his account, and all that sort of thing—many different transactions 
during a month. How difficult would it be to spell out for the pur- 
chaser with respect to each purchase on credit that he made what the 
actual finance charge amounted to on a true simple annual interest 
rate basis ? 

Again I am speaking without knowledge of the intricacies of this 
particular type of credit, but it would seem to me that the merchant 
knows himself what he is adding on in the way of a finance charge 
or requiring this customer to pay. And if it is, as has been stated 
in some of the testimony, at least in some cases 114 percent per month 
on the monthly closing balance that this purchaser owes, then while 
it may be very difficult for this merchant to say the purchaser with 
respect to each purchase and all that sort of thing what the actual 
dollar cost of the credit in relationship to that purchase may be, it 
does seem to me to be easy enough for the retailer to explain to this 
customer at the time the customer signs the agreement with the store 
in accordance with which he is going to be able to purchase on credit 
how this finance charge is made up—114 percent a month with re- 
spect to the outstanding balance, which is the equivalent of 18 per- 
cent per annum. 

Senator Proxmrre. This is the intention of the author of the bill,. 
I am informed by the committee counsel. 

Mr. Scuwutstr. You are changing the bill in that sense? 

Senator Proxmire. No, the intention is the disclosure be made in 
the initial contract. 

Mr. Scuwutst. Yes. I can see the difficulty of trying to figure out 
for the benefit of the purchaser with respect to each transaction on 
one of these revolving credit items before he has made a purchase just 
what this credit is going to cost him with respect to that. 

Senator Proxmire. You recognize that would be too much of a bur- 
den. The disclosure does the most good, of course, before the cus- 
tomer actually makes or signs the contract. 

Mr. Scuwutst. I think it would be feasible for any retailer who is 
selling merchandise on a revolving credit arrangement or other install- 
ment plan or whatever, involving extension of consumer credit—I am 
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not talking about a monthly charge account now—to explain or to 
have in this agreement that the purchaser is going to have to sign a 
statement of what the finance charge is, not just in dollars and cents 
but what the percentage of that finance charge is to the unpaid balance 
at the end of the month, or whatever it is, and that that is the equiva- 
lent of so much per annum true annual interest. And he states it once 
and for all in the agreement. 

Senator Proxmire. What you are talking about is the very heart of 
the controversy over this bill. I am certain that if the bill comes up on 
the floor of the Senate and the House that the big controversy is going 
to be over whether or not the annual interest or annual rate charge 
is to be required as well as the finance charge. 

What effect would you say there would be on the usefulness of this 
bill to the consumer if the finance charge is required to be stated in 
dollars and cents but not the rate ? 

Mr. Scuwutsr. I do not know why you cannot state it on an annual 
rate basis. 

Senator Proxmire. That is another point, and I agree with you. 
But I wondered if you think, looking at it from the standpoint of the 
consumer who is interested in getting fair treatment in his credit 
transactions—how useful it is for him to be armed with the finance 
charge onaloan. In other words, he is told the cost of this $200 is $20 
for a certain period of time. He is not told the simple annual interest 
rate. 

Mr. Scuwutst. If he is told the amount of this finance charge, 
which includes shall we say pure interest plus expenses in extending 
the credit, all the figures in there, then he is able to see the difference 
between the cash cost to him of this article and what its cost on a credit 
basis is going to be. I think he ought to have some knowledge of that. 
I think it is important that he know what that is. 

I would go a step further—and again, mind you, I have already 
pleaded I am not an expert in this consumer credit field. It would 
seem to me that in addition to knowing what he has paid during the 
month in dollars and cents, or during the year or whatever, in the form 
of finance charges—it would seem to me that the retailer ought to be 
able to give to this chap when he comes in and signs the agreement in 
accordance with which he is going to be given some credit from time 
to time as he makes purchases what the rate is per month on this out- 
standing balance and what the equivalent of that is on an annual basis. 
In other words, the merchant says, “This is the basis on which we make 
up this finance charge. It is 114 percent per month on your monthly 
balance, and that is the equivalent of 18 percent a year.” And he does 
not have to figure it up for his fellow with respect to each single 
transaction this man has made during the month. 

Senator Proxmire. That is fine. I am just wondering if there is 
not a common denominator value in having a simple annual interest 
statement made, so that the borrower will know 

Mr. Scuwttst. I think there would be an element of value in it, 
because if he gets a common denominator, which it seems to me has 
got to be expressed as the percentage which the cost he is incurring, 
over and above the cash cost of the merchandise, to the amount of the 
loan or the credit that he has actually had the use of per month, but 
then convert it to an annual basis, and then he has a yardstick that 
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he can apply when he goes around to various places to make his pur- 
chases. He can shop with a standard that he can apply to the finance 


charge that he is going to have to meet at these various places where. 


he may elect to purchase and he can make a more intelligent decision 
as to whether to buy the merchandise on credit. That is the point 
Lam trying to get over. 

I think that the person who is going to buy on credit or who is going 
to borrow, a personal loan or whatever, cannot very well compare just 
pure dollars and cents, with variations in period of time for which 
this credit may be outstanding, and all that sort of thing. He cannot 
very well compare one type of credit offering with another type of 
credit offering unless he can get the cost in each case reduced to some 
kind of a common denominator. 

Senator Proxmire. What you are saying is if we knock out the 
requirement for a statement of the simple annual rate or simple annual 
interest that we are not giving him the weapon which would be most 
useful to him? 

Mr. Scuwutst. I think you would be sacrificing a very important 
principle in the bill. I think if you can give him both, that’s fine. 


Give him the dollars and cents, if you can give it, but give him the © 


other yardstick also. 

Senator Proxmire. I do not want to detain you on this point too 
long, but I would like to ask you to comment briefly on the suggestion 
made by Senator Bush that we permit the seller to provide either 
dollars and cents or the rate. 

Mr. Scuwoutst. I would be inclined to think for reasons that I have 
stated a pure dollars-and-cents statement might not give him the 
yardstick. 

Senator Proxmire. You have the same objection to that as you 
would to simply having no requirement at all of a rate, I presume. 

Mr. Scuwutst. Well, I can understand several objections to this 
requirement that these financing costs be expressed in terms of true 
annual interest. 

Senator Proxmrre. I hope that you will state what those objections 
are. 

Mr. Scuwutst. They are not my objections. 

Senator Proxmire. I know they are not. I would like very much 
to have you, with your very great experience in this field, state the 
objections and how you dismiss them. 

ne Scuwutst. I can see some of the objections that would be 
raised. 

In the first place, in consumer credit we are dealing in many in- 
stances with relatively small purchases with payments made fre- 
quently. I mean it is in and out of the account, and there are elements 
of expense in handling that kind of business, which is a cost to the 
borrower, the user of the credit. And that element of expense, as 
distinguished from the pure interest cost of the credit that the pur- 
chaser has the use of, looms much larger in these little transactions 
and frequent transactions than it does in the case of a loan that I make 
at the Bowery Savings Bank. There is an expense factor in my loan, 
too, but it is relatively unimportant. The cost of money is the big 
thing when we lend money. But these other factors are very impor- 
tant, I should think, in many of these consumer credit transactions. 
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Therefore, the merchant says, “Why do you call this interest? Why 
do you have to express this in true annual interest? Actually there is 
only a little bit of interest. I have all these other factors in it.” I 
can see his objection to the use of the term “interest” in that connection. 

If you could express these finance charges or whatever they are 
as an aggregate cost of the accommodation, if you please, expressed 
as a percentage of the credit that he actually has the use of, and use 
some other term besides “interest,” because interest may be a small 
part of the total extra cost that is being assessed against the purchase 
of this merchandise—— 

Senator Proxmire. The bill does exactly that. It does not use the 
term “interest.” It uses the term “rate” and says in effect a ratio 
between the finance charges, on the one hand, and the diminishing 
balance, on the other. 

Mr. Scuwutst. I can see another objection to having to state with 
respect to either the particular transaction or with respect to the 
overall plan that the retailer may be following with respect to these 
finance charges—-I can see an objection to his having to state this cost 
as an annual percentage of the credit that is being used or the pur- 
chaser has the use of, because he perhaps is afraid that the purchaser 
may be frightened at the size of this figure. If it is 18 percent instead 
of 114 percent a month, that 18 percent might look pretty big. 

Senator Proxmire. That is why we quote this kind of thing, this 
typical ad up here. 

Mr. Scnwe st. Of course, that stuff is 100 percent deceptive. They 
do not tell the truth in that advertising, and it is calculated in my 
judgment to mislead people, and I have looked at some of this. 

Senator Proxmire. I am very glad to hear that. The ABA said 
this morning—— 

Mr. Scnwutst. It is very misleading. I cannot read it all from 
here, but that big one on the lower right- hand corner, whatever that 
company is, which gives you a 5 percent rate on all automobiles, even 
the most ignorant fellow who buys an automobile is going to think 
about 5 percent as Ayres, the true rate of interest he is paying for this 
accommodation. I do not know what it would actually figure out to 
there, but robably it is not less than 10 or 11 percent as a true rate. 

Senator Proxmire. The prime rate in New York today is what? 

Mr. Scuwvtst. About 414 percent, I think it is, or 5 percent. 

Senator Proxmire. There is your answer right there. 

Mr. Scuwutst. Of course, the fellow who is buying that car prob- 
ably does not know the prime rate from anything else. 

Senator Proxmire. That is the difficulty. If he knew the prime 
rate this would not be a problem. He would dismiss this advertising 
right away as being ridiculous. 

Mr. Scuwetsr. If he knew something about the prime rate, he 
would know that is not a true annual interest. rate. 

What I am saying is that I can see that there would be some con- 
cern on the part of some of the retailers, and this was pointed out in 
the testimony which some of them have given, that this would come 
as a shock to some buyers of merchandise, if you had to say to them 
that they were paying the equivalent of 18 percent a year for the 
credit that they actually had the use of for the time they had the use 
of it, instead of 114 percent a month. 
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he can apply when he goes around to various places to make his pur- 
chases. He can shop with a standard that he can apply to the finance 
charge that he is going to have to meet at these various places where 
he may elect to purchase and he can make a more intelligent decision 
as to whether to buy the merchandise on credit. That is the point 
[am trying to get over. 

I think that the person who is going to buy on credit or who is going 
to borrow, a personal loan or whatever, cannot very well compare just 
pure dollars and cents, with variations in period of time for which 
this credit may be outstanding, and all that sort of thing. He cannot 
very well compare one type of credit offering with another type of 
credit offering unless he can get the cost in each case reduced to some 
kind of a common denominator. 

Senator Proxmire. What you are saying is if we knock out the 
requirement for a statement of the simple annual rate or simple annual 
interest that we are not giving him the weapon which would be most 
useful to him? 

Mr. Scuwutst. I think you would be sacrificing a very important 
principle in the bill. I think if you can give him both, that’s fine. 


Give him the dollars and cents, if you can give it, but give him the ~ 


other yardstick also. 
Senator Proxmie. I do not want to detain you on this point too 
long, but I would like to ask you to comment briefly on the suggestion 
made by Senator Bush that we permit the seller to provide either 
dollars and cents or the rate. 

Mr. Scuwotst. I would be inclined to think for reasons that I have 
stated a pure dollars-and-cents statement might not give him the 
yardstick. 

Senator Proxmire. You have the same objection to that as you 
would to simply having no requirement at all of a rate, I presume. 

Mr. Scuwutst. Well, I can understand several objections to this 
requirement that these financing costs be expressed in terms of true 
annual interest. 

Senator Proxmrre. I hope that you will state what those objections 
are. 

Mr. Scuwutst. They are not my objections. 

Senator Proxmme. I know they are not. I would like very much 
to have you, with your very great experience in this field, state the 
objections and how you dismiss them. 

ae Scuwutst. I can see some of the objections that would be 
raised. 

In the first place, in consumer credit we are dealing in many in- 
stances with relatively small purchases with payments made fre- 
quently. I mean it is in and out of the account, and there are elements 
of expense in handling that kind of business, which is a cost to the 
borrower, the user of the credit. And that element of expense, as 
distinguished from the pure interest cost of the credit that the pur- 
chaser has the use of, looms much larger in these little transactions 
and frequent transactions than it does in the case of a loan that I make 
at the Bowery Savings Bank. There is an expense factor in my loan, 
too, but it is relatively unimportant. The cost of money is the big 
thing when we lend money. But these other factors are very impor- 

tant, I should think, in many of these consumer credit transactions. 
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Therefore, the merchant says, “Why do you call this interest? Why 
do you have to express this in true annual interest? Actually there is 
only a little bit of interest. I have all these other factors in it.” I 
can see his objection to the use of the term “interest” in that connection. 

If you could express these finance charges or whatever they are 
as an aggregate cost of the accommodation, if you please, expressed 
as a percentage of the credit that he actually has the use of, and use 
some other term besides “interest,” because interest may be a small 
part of the total extra cost that is being assessed against the purchase 
of this merchandise—— 

Senator Proxmire. The bill does exactly that. It does not use the 
term “interest.” It uses the term “rate” and says in effect a ratio 
between the finance charges, on the one hand, and the diminishing 
balance, on the other. 

Mr. Scuwutst. I can see another objection to having to state with 
respect. to either the particular transaction or with respect to the 
overall plan that the retailer may be following with respect to these 
finance charges—I can see an objection to his hav ing to state this cost 
as an annual percentage of the credit that is being used or the pur- 
chaser has the use of, because he perhaps is afraid that the purchaser 
may be frightened at the size of this figure. If it is 18 percent instead 
of 11%4 percent a month, that 18 percent might look pretty big. 

Senator Proxmire. That is why we quote this kind of thing, this 
typical ad up here. 

Mr. Scuwvtst. Of course, that stuff is 100 percent deceptive. They 
do not tell the truth in that advertising, and it is calculated in my 
judgment to mislead people, and I have looked at some of this. 

Senator Proxmire. I am very glad to hear that. The ABA said 
this morning—— 

Mr. Scuwutst. It is very misleading. I cannot read it all from 
here, but that big one on the lower right-hand corner, whatever that 
company is, which gives you a 5 percent rate on all automobiles, even 
the most ignorant fellow who buys an automobile is going to think 
about 5 percent as a the true rate of interest he is paying for this 
accommodation. I do not know what it would actually figure out to 
there, but probably it is not less than 10 or 11 percent as a true rate. 

Senator Pat inn. The prime rate in New York today is what? 

Mr. Scuwvtst. About 414 percent, I think it is, or 5 percent. 

Senator ProxMIre. There is your answer right there. 

Mr. Scuwutst. Of course, the fellow who is buying that car prob- 
ably does not know the prime rate from anything else. 

Senator Proxmire. That is the difficulty. If he knew the prime 
rate this would not be a problem. He would dismiss this advertising 
right away as being ridiculous. 

Mr. Scnwetsr. If he knew something about the prime rate, he 
would know that is not a true annual interest rate. 

What I am saying is that I can see that there would be some con- 
cern on the part of some of the retailers, and this was pointed out in 
the testimony which some of them have given, that this would come 
as a shock to some buyers of merchandise, if you had to say to them 
that they were paying the equivalent of 18 percent a year for the 
credit that they actually had the use of for the time they had the use 
of it, instead of 114 percent a month. 
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My answer to that is if it is 18 percent a year what is the objection 
to stating it? 
Senator Proxmire. This very point came up in the testimony of 


Professor Beckman, of Ohio State University, who appeared for the’ 


National Retail Merchants Association. He said on the basis of the 
same kind of analysis you have made that the ratio of pure interest 
to overhead is 1 to 3. 

Mr. Scuwutst. That could be so. 

Senator Proxmire. On the basis of that, I asked if this is an efficient 
way for the Nation to handle its money resources. Here is one way, 
by providing consumer information and understanding and real com- 
petition, on “the basis of intelligent understanding, that we can pro- 
vide a more efficient allocation of our money resources. 

Mr. Scuwutst. You are getting into the field of economics now. 
As a savings banker, I should prefer to see people save money. 

Senator Proxmire. You are doing marvelously so far. 

Mr. Scuwetst. And borrow less, because this borr owing of course 
is quite expensive. On the other hand, as I point out later on in this 
statement, I am not here to condemn consumer credit. I think con- 
sumer credit has its place in this picture. I think it is important to 
the economy. 

Senator, I think that we have been covering a number of these 
points. é 

Senator Proxmire. Go ahead. I will wait until you are through. 

Mr. Scuwetst. If you will just permit me, please, to finish it, I 
will be happy to talk as long as you want to talk about this thing. 

One of the objectives of the bill is to make clear to the borrower 
of money or the purchaser of goods and services on credit just what 
his borrowing and credit cost him. The bill seeks to arrive at a 
common denominator in the form of expressing this cost in terms of 
simple annual interest. This can be done, and is done essentially 
already, in the lending operations of the Bowery Savings Bank, and 
I assume it can be done by other banks. Whether it is feasible to do 
it in the many other fields of lending and credit extension, I am not 
competent to say. 

If it is possible to arr ive at some common denominator, whether that 
common denominator is simple annual interest or annual cost ex- 
pressed as a percentage of the amount of money or credit of which 
the borrower or purchaser actually has the use, then the borrower or 
purchaser is obviously in a better position to shop for the best deal 
he can get with respect to the finance charges he will be called upon to 
pay. He will have astandard of comparison. 

Moreover, the borrower or purchaser may have a better realization 
of the significance of what the borrowing or credit is costing him 
and that may have some influence upon his decision as to whether 
he should borrow or purchase on credit. 

One of the reasons why those fellows do not want this sort of thing 
is they are afraid that, if this prospective purchaser sees he is pay- 
ing 10 percent or 11 percent or 30 percent or 75 percent, whatever 
it is, per annum, for this credit he is using, that may deter him from 
buying. I say that is a decision that he should make, as to whether 
he wants to buy or not. It is not a decision the seller should make 
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for the purchaser. The purchaser ought to be provided with all of 
the relevant information, so that when he makes the decision to buy 
or not to buy he is making an intelligent decision. That is the point 
Tam trying to make. 

[ am a savings banker, and I know the importance to the individual 
and to the economy of the country of savings. A relative scarcity of 
savings acc umulation presently in relationship to the demand for 
those savings is reflected in the relatively general high rates of in- 
terest prevailing today as compared with several years ago. Many 
prominent Government officials and others have laid great stress upon 
the rapeee ney of savings and the importance of capital formation. 
This Nation is still in great need of capital, such as modern plant, 
roads, schools, housing, ‘and many other forms of capital which can 
be created only out of savings. This Nation is being called upon 
and will continue to be called upon to provide capital for the aéuilon 
ment of many countries, both new and old, which must be developed 
if the standards of living of their peoples are to be improved. This 
calls for savings. 

I have been somewhat disturbed by the rapid growth of consumer 
credit and by the many new types of consumer credit and the many 
new fields into which consumer credit is expanding. They are now 
even encouraging teenagers to go in and buy on credit before the 
teenager ever earns a dollar. 

I recognize the importance of consumer credit and I know that if we 
did not have consumer credit and installment credit the economy 
would probably not have grown and expanded as it has, and I would 
certainly never say that this credit is a bad thing per se. I know 
that many people would be unable to enjoy many of the blessings 
of good living if they were not able to borrow or purchase on credit. 
And this bill does not say that consumer credit and installment credit 
are bad. 

Section 4 of the bill designates the Federal Reserve System as 
the agency to administer the act. I am unable to advise the com- 
mittee on whether the Federal Reserve System or the Federal Trade 
Commission or some other agency is the best equipped for these ad- 


‘ministrative responsibilities. I should say that if any existing Gov- 


ernment agency is equipped or could become equipped to administer 
the act it would probably be one or the other of these agencies. I 
have read some of the testimony that has been given before this com- 
mittee and I can understand that there may be some difficulty in ad- 
ministering the act in a number of the credit fields to which it would 
apply, and therefore I can understand why no Government agency 
would care to take on the job. 

But, as I have already pointed out, this same section of the bill 
seems to give a good deal of flexibility to the administering agency. 
T am sure that it would consider carefully the problem of adapting 
the provisions of the bill to the customary trade practices in the 
various fields to which the bill would apply so as not to work undue 
hardship or revolutionary changes in the lending of money and the 
extension of credit. That is, if the essential purposes of the bill were 
carried out. There would be no point in having a bill if the ad- 
ministrative agency initiated the bill. 
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I would call your attention to (1) in line 5 on page 3 of the bill 
requiring the— 

setting forth the total amount of the finance charges to be borne by such per.. 
son in connection with such extension of credit. 

It would seem to me that this is unnecessary in the case of mortgage 
lending by banks, I see no point in having a savings bank compute 
to maturity the total amount of interest that will be paid by a bor- 
rower in view of the fact that the interest rate is quoted to him on an 
annual basis. 

Let. me say, I do not see any point in doing this, but at the same 
time, the banks can do it. So it is not going to work any tremendous 
hardship on them. If that is what you want done, we can do it, but 
I don’t think it is necessary or important. 

As a matter of practice, however, I think that many banks do pro- 
vide the borrower with a schedule showing each monthly payment— 
in the case of a monthly payment. mort gage—toget her with the 
amount of aawenl and amortization involved in each monthly pay- 
ment. Therefore, if he carries his mortgage to maturity, he can easily 


add up the total amount that he will ‘have paid in interest for the . 


length of time that the loan is outstanding. I also think it is the 
practice of many banks lending on mortgage to give to the borrower 
each month—we do upon request—the total amount of interest he has 
paid during the month or during the year so that he will have that 
figure for his income tax statement. 

I may say, in closing, that I endorse the statement made before this 
committee by Mr. Robert Morgan, vice president of the Boston Five 
Cent Savings Bank of Boston, Mass., and TI may also say again that 
I endorse the principle and the objectives of the bill. There may be 
some difficulties in applying it, as it is presently drawn—that is the 
version I saw; I have not seen the later version—to certain parts of 
the consumer credit and installment credit fields. I judge this to be 
the case from some of the testimony which I have read. Perhaps the 
committee will want to have its staff consider the objections which 
these witnesses have raised in order to find out what changes could 
appropriately be included in the bill without losing its principal 
virtue of developing an easily understood yardstick that will give the 
borrower or the user of installment and consumer credit a clearer idea 
than he now has of what borrowing and credit cost him and give him 
a better opportunity than he may presently have of making compari- 
sons between or among financing costs so that he may take advantage 
of the best credit terms offered him and thus hold his overall costs to 
a minimum. 

That concludes my statement, Mr. Chairman. 

Senator PRoxMIRE. I want to thank you very, very much. 

This last point in your conclusion seems to emphasize once again 
the importance of the annual rate. 

Mr. Scuwutst. That is right; yes. Yardstick, standard. 

Senator Proxmire. You think the main purpose of the bill is the 
yardstick, the common denominator ? 

Mr. Scuwetst. That is right. 

Senator Proxmire. If this is knocked out of the bill, we lose a large 
portion of its value? 
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bill Mr. Scuwuxst. I certainly think so; because, in most of these cases 
now, I imagine these fellows could find out what the dollars and cents 
per. | may be. But the terms of these contracts vary so much, as I under- 
stand it, that just giving them the dollars and cents does not tell the 
rage story. You have got to be able to reduce the dollars and cents to some 
yute kind of a common measure, and that would be some sort of a percent- 
bor- age of the cost of this credit to the amount of credit he has the use of, 
1 an whether you call it simple annual interest or not. I do not think the 
term “interest” is too important. It is a question of the finance cost, 
ame what it costs him to buy on credit versus what it is costing him to buy 
lous for cash. 
but Senator Proxmrre. Sir, as the head of the largest mutual savings 
bank in the world, I would like very much to have your comment on 
pro- the statement of Mr. Carl Bimson, who represented the American 
nt— Bankers Association this morning. He made five particular objec- 
the tions. The first was, and I quote: “It is our earnest and sincere opin- 
pay- ion that the second requirement of this bill, providing that the percent- 
isily age that such amount bears to the outstanding principal obligation, 
* the . or unpaid balance, be expressed in terms of simple annual interest, is 
; the not necessary to enable the public to compare the cost of consumer 
ower | credit.” I think your position is quite clear, but would you like to 
>has | summarize it with regard to that particular statement ? 
that Mr. Scuwutst. Would you mind if I read this to myself? 
Senator Proxmrire. Go right ahead. 
this Mr. Scuwutst. I can only say I do not agree with it. I do not 
Five | agree with this statement. 
that Senator Proxmrire. You think it is necessary ? 
iy be Mr. Scrwutst. I think it is highly desirable and even necessary, if 
s the you are going to give the user of this credit, or the borrower, a uni- 
ts of form yardstick against which ,he can measure the credit cost quoted 
to be him by this retailer or this banker and the terms quoted him by some- 
sthe | body else. I think you have got to have a common denominator in 
vhich | order to relate these things one to the other. 
sould There may be, as I say. considerable difficulty in working this thing 
cipal out. As I said before, I think you may have some difficulty in the 
e the retail- , , 
idea Senator Proxmire. I am getting into that. I am just asking the 
> him first question as to the necessity of it. You say he has to have a com- 
pari- mon denominator. 
ntage Mr. Scuwetst. I think a common denominator is very desirable in 
sts to these cases, and I do not see how he can relate one of these plans, credit 


plans, borrowing plans, to the other unless he can reduce them to this 
common denominator. 

Senator Proxmtre. He cannot intelligently and knowingly decide 
again how to finance his purchases under most circumstances in most cities 
unless he has some common denominator, and this seems to be the only 

» onehecanhave. Isthat correct? 
is the | Mr. Scuwetst. His judgment as to whether he wants to make a pur- 
| chase or not is a subjective judgment, and he may know whether he 
} can afford to make a purchase or not on credit, whether he has this 
yardstick available to him or not. But I say if he wants to, if he 
wants the opportunity to, compare the cost of one financing plan with 


large 


| 
} 
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the cost of another financing plan, he cannot have it, in my judgment, 
unless he does have this common denominator. That is, you have got to 
relate one to the other. 

Senator Proxmire. Fine. 

Let us goon to the second point. 

He said, “We believe such a requirement is impractical,” and let 
us stop with that adjective, “is impractical,” not practical. 

In order to bring this out, I think the basis, the documentation, for 
this assertion is that from their seven experts, they had seven different 
answers to this fairly simple problem. 

Mr. Scuwetsr. Is Mr. Bimson here talking about credit that a bank 
is extending, or is he talking about consumer credit in a store or 
something of that kind ? 

Senator Proxmire. He is generalizing. He says there, “To re- 
quire.” Whether it is consumer credit or other kind of credit, ap- 
parently he believes the requirement is impractical. I think he di- 
rected most of his fire at the consumer credit problem rather than the 
bank problems. 

Mr. Scuwutst. Yes. 

Again, as I say, it would seem to me that the retailer, knowing the 
basis on which he is assessing this finance charge, must know that, and 
I think customarily in these revolving types of credit that they have 
in many of these stores, it is 114 percent or some other percent per 
month on the month-end balance. I do not know why you cannot, as 
a plan—now, he might have some difficulty addressing himself to par- 
ticular transactions as sales and return transactions during the month. 
But if the plan is based upon a charge of 114 percent per month 
on the month-end balance due, I see no difficulty in expressing that as 
18 percent per annum. 

Senator Proxmire. You see no diffic one in applying that to deter- 
mine how much to charge the buyer or borrower ? 

vn Scuwutst. Of course, in figuring a the dollars that the debtor 

* purchaser owes as a finance charge, when he got the monthly bill, 
T presume there would be entered on this bill an amount equal to 
11% percent of that month-end balance due. That would give him dol- 
lars. I see no difficulty about that. 

Then, you can quote that as 18 percent per annum. That is what 
it amounts to. 

Senator Proxmire. The third objection is, “It would be very dif- 
ficult to administer.” You have addressed yourself to that in the 
closing part of your remarks. You said that 1 should be one of these 
agencies, meaning che Federal Reserve or- 

Mi. Scuwutsr. Senator, I did not say it should be either of those. 

Senator Proxmire. You think it might be one of those ? 

Mr. Scuwu st. I said that of all the agencies who knew anything 
about it, it would seem to me that one or the other of those two par- 
ticular agencies would probably be best qualified. But I am in no 
position to say to you that either one of them is qualified. I do not 
know. 

Senator Proxmire. At any rate, you say that the bill seems to give 
a good deal of flexibility to the administering agency. 

Mr. Scuwutst. Yes. 

Senator Proxmire. You would feel that they would give consider- 
able care to the problem of adapting the provisions of the bill to the 
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customary trade practices. So that on the basis of your own ex- 
perience, ‘which is very great, you would not have any fear that there 
would be an arbitrary administration of this bill ? 

Mr. Scuwcutst. Indeed, I would not. I would not. I have had a 
good deal of contact with Government agencies. I used to be in the 
Government service myself, and I have served with Government agen- 
cies. I used to be on the staff of one of the Federal Reserve banks, 
and I have a great deal to do in my present official capacity with 
various Government agencies—New York State Banking Department, 
the Federal Deposit Insurance Corporation, and others. And my ex- 
perience uniformly has been that these Government agencies are not 
arbitrary, and they seek ways and means of carrying out the purpose 
of the law in a way that will work the least hardship and difficulty 
and complications upon the person and business to which the law 
applies. 

Senator Proxmire. You would say, in putting yourself into the po- 
sition of the Federal Trade Commission or of the Federal Reserve 
Board, that you would not see any great difficulty in administering 
this bill if it became law ? 

Mr. Scuwutst. I would not say that because I do not know. Those 
are the people who are going to have to answer that question for you, 
but I would say this 

Senator Proxmire. I know they are, but I wonder, again, on the 
basis of your experience as a former Government official and as a 
man with very extensive experience in the banking business, if you 
think administration would be difficult ? 

Mr. Scuwetst. I have never had to administer this type of a bill. 
I mean, anything like’ this at all. I am just not in a position to say 
to you that I think this would or would not be a complicated bill ac- 
tually to administer. But I will say that I think that if this legisla- 
tion, or similar legislation, is finally enacted, it would be wise to give 
this administering agency pretty broad latitude, because you do not 
know just what complic ations may be in some of these cases. 

Senator ene You feel the bill does provide that latitude ? 

Mr. Scuworst. That is my feeling, but I am not a lawyer. It 
seemed to me in winiiian the bill, in section 4, you were attempting to 
give the Federal Reserve System pretty broad latitude in adminis- 
tration. 

Senator Proxmire. We even tried to broaden that latitude in the 
subsequent bill. We provided, in fact, minimum standards of en- 
forcement so as to put as much of the load of enforcement on the 
States as possible. 

Mr. Scuwetst. That is right. That is good. 

Another thing, too, there is a good deal of trial and error in these 
things. We try not to have too much error if we can foresee it and 
eliminate it, but we are going to learn very largely by experience with 
this. And you may have to make some ch: anges in it. You may have 
to do that, but that should not prevent you from passing legislation— 
the fact that you may have to change it later on. 

Senator Proxmire. Good, because we had expressed to us quite 
vigorously this morning the oe that it would not be too bad if 
we did not pass this bill this year, if we worked out the notion of 
perfecting it this year and even nts another year or so or more. 
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‘You are advancing the idea that perhaps one way of determining 
the practice and effectiveness and fairness of the bill is to pass the 


best bill we can, giving the broadest kind of discretion that is sensible. 


to the administrative agency and judge on the basis of experience. 

Mr. Scuwcutst. That 1s my view. 

Senator Proxmire. Sir, the next point is that this provision “would 
increase the expense of extending credit.” In other words, the re- 
quirement to specify the annual rate would increase the expense of 
extending credit. The lender would have to have rate books, I pre- 
sume, and make calculations at the time of sale. 

Mr. Scuwutst. It depends on just how this is going to work out for 
the type of credit that I have referred to so often. Namely, the re- 
volving type of credit where I go in and get a line of credit in a store, 
and I can purchase up toa certain amount a month, and I am buying a 
certain amount today and a certain amount tomorrow. W hether this 
bill is going to make that type of operation a very expensive thing, 
from the standpoint of the retailer, I would not know. But I would 
think that you should not require the retailer to calculate in advance 
for each of these purchases on credit what that credit is going to cost 
this chap in dollars and cents, because you do not know how long he is 
going to use the credit. I do not see how you can calculate it in dollars 
and cents before the transaction is consummated. But if you can deal 
with that kind of a situation on the basis of having the retailer spell 
out the plan that he follows in extending credit to a purchaser of that 
kind, then I should not think that it would be a very difficult thing for 
the retailer to comply with. 

I understand now it is the practice of the retailer to put into the 
monthly bill that he renders how much of the total bill is represented 
by carrying charges. He gives the purchaser that now, does he not, on 
a monthly basis, usually on these budget accounts? I think he does. 

Senator Proxmire. Right. 

Mr. Scuwettet. If, in addition to that, the bill provided that the re- 
tailer must spell out the plan that he has and the basis on which he 
assesses these finance charges rather than relating them to each par- 
ticular transaction during the month—and I understand that is some- 
thing you are giving some thought to—if he were doing that, of course, 
as I said before, if the retailer is charging 114 percent per month on the 
month-end balance, let that be stated in the agreement the retailer 
and the purchaser, the user of credit, enter into. He can state that as 
18 percent per annum as well as he can state it as 114 percent a month. 
Something on that order. I cannot see any difficulty in administration 
about that or any hardship on the retailer because you divorce that 
from the individual purchase transaction. 

Do I make myself clear? 

Senator Proxmire. You do, very much so. 

Of course, this kind of turns around the proposal that. was made by 
the witnesses this morning that we needed the finance charge, dollars 
and cents, and we could dispose of the requirement for a simple annual 

rate. You are giving us an example, as I understand it. of it being 
much easier, much less expensive and much more useful to the con- 
sumer if the annual rate is expressed, where the finance charge is very 
difficult toexpress. Is that correct? 

Mr. Scuwutst. As I say, if you can do this with this type of credit, 
in the form of a statement of what the basis is for this charge. If it is 
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11% percent a month on the month-end balance, that is 18 percent a 
year. State that. Then, the retailer will continue to show, I presume, 
on his monthly bill what the dollars and cents finance charges have 
amounted to. He does that now. , 

But let this purchaser know, at the start, when he comes in and signs 
this agreement which makes this credit available to him, let him know 
at that time that this store charges for this type of credit 114 percent 
per month, or whatever it is, on the month-end balance, which is the 
equivalent of 18 percent per annum. 

Senator Proxmire. Very good. 

The last point they made is that requiring a statement of the simple 
annual interest “would confuse the public.” 

Mr. Scuwutst. What is that again—would confuse the public 

Senator Proxmire. Would confuse the public. 

Mr. Scuwutst. I think the public is confused by that ad. 

Senator Proxmtre. I think that isa pretty good answer. 

Mr. Scuwutst. That confuses the public. The public would not 
be confused if whoever puts that ad in the paper would say that this 
is 1114 percent per annum interest. The public, in reading that ad, 
thinks that it is 5 percent per annum. 

Senator Proxmire. They are not only confused, they are deceived. 

Mr. Scuowutst. Both confused and deceived and misled. Yes, that 
isright. That is the type of ad that is deceptive. 

Senator Proxmire. So that their statement that this would confuse 
the public is just wrong. It would not confuse the public; it would 
clarify and provide a deeper and better understanding on the part 
of the public. , 

Mr. Scuwutst. I would think so, yes. 

Senator Proxmire. I just have a couple of brief questions on a point 
you raised that was, I think, a very pertinent point. That is the feel- 
ing on the part of many merchants who sell credit, if people see that 
they have to pay a high proportion for interest they may stop buying. 
You say, “Let the consumer make that choice.” 

Mr. Scuwutst. That is a decision for the consumer. 

Senator Proxmrire. Let me say that Mr. Beckman—TI identified him 
a little while ago—made the statement he thinks there is a 6 percent 
block in the public generally. If people are asked to pay more than 
6 percent interest, they thing they are being charged excessively, no 
matter how just or fair or necessary it may be. Sometimes, it is clear 
that these costs are high. You are going to have to charge 12 percent 
or 15 percent, and it might not be at all unreasonable, but to the pub- 
lic, it is unfair. It is an indication, in their minds, that the person 
they are dealing with is unscrupulous and so forth. 

Do you see that in your business, in your experience of many, many 
years? Do you think this is a legitimate objection to this bill? 

Mr. Scuwutst. I am all for letting the purchaser or the borrower, 
purchaser or credit, or the borrower, have all the facts so that he can 
make an intelligent decision. If the true interest cost. of this credit is 
11 or 12 percent per annum, I see no reason why he should not be told 
that. Maybe there will be times some people are going to have to 
explain why this is not an unreasonable burden for him to carry if he 
is going to buy this article on credit or borrow this money for some 
purpose. 
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Senator Proxmire. I assume from our discussion we have had in 
great detail on this 1144 percent per month, neither you nor anybody 
else has expressed disapproval of the rate, that is 18 percent per year, 
that may be necessary. I do not express any per se disapproval of 18 
percent per annum. That sounds F a lot, but their costs are heavy. 

Mr. Scuwetst. That is right. I do not think that any of us are 
attempting to say that 18 percent per annum or 24 percent per annum, 
or, maybe, even, in some cases, 36 percent per annum, is in and of 
itself an unreasonable burden for the borrower or the purchaser on 
credit to bear. There is no question about it. There are no moral 
implications in the actual rate figure itself. 

It seems to me the moral implications involved are whether or not 
the fellow is being told all that he ought to be told about the transac- 
tion so he can make an intelligent decision as to whether he wants to 
carry it through on those terms, or whether he wants to do something 
else. The truth should not hurt too much. 

Senator Proxmire. Any way, you do not see the notion that letting 
people know is going to result in a serious blow to our economy be- 


cause there are millions of consumers who are going to stop buying if 


they have to pay 10, 12, and 15 percent—which they are paying now— 
and know they have to pay it. 

Mr. Scuwutst. No, I do not think it is going to lead to any serious 
economic depression. . 

Senator Proxmire. You know consumer credit is a tremendous 
source of purchasing power in our economy. I do not know what the 
proportion is, but. it is growing very, very rapidly, and it is very high. 
You implied that in your statement. 

Mr, Scuwutst. I was talking to one of the waiters in a club that I 
belong to in New York just last night before having dinner. I knew 
I was coming down here, and I asked this waiter if he ever borrowed, 
ever bought any furniture or anything like that on time. He <— 
“Oh, yes, s equipped my apartment. w ith furniture I bought at Macy’ 
on time.’ 

I said, “Did you have any idea what it cost you to buy that furniture 
on time?” He said, “No, I signed an agreement, and I have to pay so 
much a month and so forth and soon.” And he said, “I figure that it 
is costing me about 11 or 12 percent per year for this credit.” 

I said, “How do you figure that ?” 

He said, “They give me some kind of a monthly charge on this, and 
as near as I can figure it out, it is around 11 or 12 percent a year for 
this money.’ 

So he was not so dumb after all, you see. That did not deter him 
from buying the furniture. He wanted the furniture. 

These people who want furniture and want automobiles, are still 
going to buy them on time because that is the only way they can buy 
them. They need automobiles, and the things they need they will 
continue to buy. Many of these will either buy on time, or they can- 
not buy as they do not save enough in advance to pay all cash for the 
purchase. So these people still are going to buy. There might be 
some little hesitancy on the part of some of them, and that might 
be good. 

They might say, “Well, maybe I had better save a little more in a 
savings bank so.I can pay more cash down on this purchase and not 





id in 
body 
year, 
of 18 
avy. 
S are 
num, 
id of 
{ron 
noral 


r not 
nsac- 
its to 
hing 


tting 
vy be- 


ng if : 


ow-— 
rious 


.dous 
it the 
high. 


hat I 
knew 
ywed, 
said, 
acy’s 


iture 
ay SO 
hat it 


. and 
r for 


r him 


. still 
1 buy 
- will 
’ can- 
wr the 
ht be 
night 


»ina 
d not 


CONSUMER CREDIT LABELING BILL 739 


incur quite so heavy a finance charge.” I would be inclined to dis- 
count anyone’s statement, any person’s statement, if he said to me that 
telling the would-be purchaser or borrower what the cost of this credit 
really is to him is going to seriously curtail the volume of purchasing, 
even on credit. 

Senator Proxmire. You are not afraid that there are thousands, 
tens of thousands, of people who have thriftly put away in the 
Bowery Savings Bank their savings of $1,000 or $2,000 or $2,500 
or more and then turned around and have bought a car and kept 
their savings, earning the rate you pay, which is undoubtedly very 
ood, but far less than the percentage rate they are paying on their 
car. They might look at this transaction and say, “After all, I am 
paying 15 percent interest in buying my car. Instead of putting my 
money in the bank, would it not be better to ye that money and 
pay for the car and buy it for cash and save 15 percent, when the 
bank is only paying me 3 or 42” 

Mr. Scuwvtst. What we would do, we would advise that person 
to take the money out of the bank and buy the car for cash. That 
is the advice we would give him. 

Senator Proxmire. I think that particularly qualifies you; it in- 
dicates you have no particular 

Mr. Scuwettst. It is a strange thing, Senator, but we do have cases 
of that kind. We have had them. 

Senator Proxmire. I am sure you have on many occasions. I think, 
of the 500,000 people who have deposits in your bank, I would expect 
that the great majority of them are buying cars or something else, 
refrigerators, or something—— 

Mr. Scirwutst. Take my own case. I am still paying off the mort- 
gage on my home. I got that loan back when the interest rates were 
cheap. I pay only 4 percent interest. That mortgage runs out soon. 
It will not be entirely paid off. It runs out next year, and IT will 
have to pay it off or renew it. I will not be able to renew it at any 
4 percent. 

T also have the habit of buying U.S. savings bonds on a monthly 
deduction plan. I thought it was a good idea to sell that idea to our 
employees in the bank, and I have ‘to follow suit on that. So, for 
many years, I have been buying savings bonds, Government savings 
bonds, on a monthly payroll deduction plan. For a long time I was 
getting 2.9 percent interest on those bonds and then 31/ , percent, and 
soon. It does not make any sense, really, for me to be buying these 
bonds on which T get maybe 334 percent now, but anywhere from 2.9 
up to 334 percent, “when T am still paying 4 percent on a mortgage. 

Logically, of course, that does not make any sense. I pay taxes 
on the interest T collect on my bonds and I get a tax deduction on 
the interest T pay on the mortgage, but, nevertheless, there is enough 
of a difference there to make it “logic al for me to pay off the mortgage 
with the money that I am putting into these bonds. But we get in 
the habit, you know, and it isa good habit. After all, the differential 
is not very great, and so I continue to get the bonds on the payroll 
deduction plan, and T continue to pay 4 percent interest on the mort- 
gage, although I do not get as much of an interest rate on the 
honds as T pay on the mortgage. 

You have people who just do not want to disturb a savings account, 
even though they do not get quite as much interest on the savings ac- 
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count as they are paying on the obligation. They are afraid, | 
guess, they will not start up a new savings account if they ever get out 
of the habit of putting money away. 

I would not discourage them too much, but I think there is a rule 
of reason about it. Certainly, no one is justified in paying 15 percent 
on the credit involved in a purchase he has made on time if he has 
money in savings or anywhere else where he is only getting 314 or 

¥, percent. He ought to take the money and pay that much more 
cash for a product. Nobody would argue about that. 

Senator Proxmire. I just have one final question. You mentioned 
this teenage credit, and I hold in my hand a junior charge account 
for young adults. It says on the reverse side, 

This is your junior charge account identification card, which must be pre- 
sented for all purchasing on your junior charge account. (See p. 460.) 
This is just one of a number of these I have seen. 

I am wondering what your views are on this kind of thing. I am 
not publicly identifying any of these firms, but we will show you the 
card. 

Mr. Scuwetst. “For young adults.” 

Of course, I mentioned, I think, parenthetically, while I was going 
over my statement, that this is one of the newer developments in the 
consumer credit field, which I think is very unfortunate. The Bowery 
Savings Bank and other savings banks and many commercial banks, 
for that matter, have been, for years, trying to encourage young 
people to learn the savings habit. We think it is very important for 
people when they are very young to learn to save a little bit out of 
their allowances that they get from their parents or out of the little 
sums that they may be able to earn. The thrift habit ought to be 
learned when people are young because we need capital in this coun- 
try and capital comes out of savings. 

‘We have about. 75,000 school accounts in our bank. These are chil- 
dren in schools that we encourage to save a little money every week 
and put it in the bank. We pay ‘them interest on it. These balances 
usually are so small that it costs the bank money to handle these ac- 
counts, but it is an important part of our work. It fulfills a social 
purpose of the mutual savings bank that we encourage people when 
they are young, in school, to learn to save. These people, people of 
this sort, are encouraging, in this kind of credit card thing, these 
young people to spend and borrow to spend rather than teaching 
them the fundamental thing they ought to be taught—that is, to 
save some money. 

Senator Proxmire. I suspect many of these young people, if they 
were informed that they were paying, in this case, in most of these 
cases at least, on a revolving credit plan, 18 percent per annum 

Mr. Scuwutst. I know, and I understand in many of these cases 
they do not require parents to endorse—— 

Senator Proxmtre. That is correct. In this case, the parents have 
no knowledge of it but, of course, no parent is going to let his child 
be in default if the —— 

Mr. Scuwutst. Being a banker, I try to be reasonably conservative 
in my statements and watch my words, but it would seem to me that— 
and I may be a little prejudiced about this, because I am a savings 
banker and have not, in all my life, except when I bought a house, 
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ever bought anything on the installment plan at all—but it would 
seem to me that this sort of thing ought to be repudiated by responsi- 
ble merchants and by their trade associations. I think it is teaching 
what might become a very bad habit to a lot of these young people at 
a time of life when they are very formative. They ought to be taught 
lessons regarding saving rather than spending before they have earned 
anything, or before they receive anything with which they are going 
to pay off the accounts, these credit accounts, which they have incurred. 

| think this is something like teaching the young to use narcotics. 
I think it is very bad, very bad, indeed. I think the merchants and 
merchants’ associations ought to repudiate this sort of thing. It is 
this kind of thing which gives the Russians ammunition against our 
private enterprise system, saying that all we are interested in is 
building up volume and anything, for the buck. 

This is bad, unqualifiedly bad, in my judgment. 

Senator Proxmire. Thank you very much indeed, Mr. Schwulst. 
This was certainly extremely competent and expert and thoughtful 
and persuasive testimony. We very deeply appreciate it. 

This closes the hearings—you are the last witness—on S. 2755. 

Mr. Scuwutst. I would appreciate it very much, Senator, if you 
would extend my very warm personal regards to Senator Douglas and 
tell him I am sorry that he could not be here. 

Senator Proxmire. I will, indeed. Once again, I want to say that 
Senator Douglas told me a few minutes before the hearing he wanted 
very much to come and was looking forward to hearing you. I am 
sure he will study your testimony and is deeply appreciative of your 
coming up here. } 

Mr. Scuwetst. Very good; it has been a great pleasure for me to 
be here. 

Senator Proxmire. A number of statements, letters, and so on, have 
been submitted for the record and will be inserted at this point. Any 
that may be subsequently received, prior to the printing of the record, 
will also be inserted. 

(The letters and statements referred to follow:) 


STATEMENT OF WILLIAM H. MEYER, A REPRESENTATIVE IN CONGRESS FROM 
THE STATE OF VERMONT 

I strongly endorse 8S. 2755, which would assist in the promotion of economic 
stabilization by requiring the disclosure of finance charges in connection with 
extensions of credit. This bill, introduced by Senator Douglas and others, is 
Similar to the ones I and several of my colleagues have introduced in the House, 
and I have been gratified to see the growing support for these measures, not 
only in Congress but throughout the country. 

The costs of credit are higher than most consumers realize or are led to 
expect. True annual interest rates may run as high as 30 to 40 percent, but be 
camouflaged in terms of monthly rates which appear to be modest. In addition, 
costs are concealed by various charges, such as “investigation’”’ fees, high insur- 
ance rates, and the like. As Senator Douglas has pointed out, too often the con- 
sumer needs to be an accountant or a finance expert to be able to compute the 
cost of the credit. 

The bill which you are considering would require that prior to completing a 
credit transaction, persons engaged in extending credit must furnish a state- 
ment showing (1) the total amount of the finance charges the consumer will 
pay, and (2) the amount of such charges expressed in simple annual interest. 
In this way, the clearly labeled facts will be available to the consumer. 

All of you are familiar with the statistics concerning current personal indebt- 
edness. When consumer credit is used excessively, economic stability may be 
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threatened. By making the facts as to credit cost known, the bill would aid in 
promoting economic stabilization and thus indirectly act as an anti-inflation 
measure. 

I strongly endorse this legislation, and urge the committee to approve the 
measure promptly. 


STATEMENT OF AFL-CIO AUXILIARIES, Mrs. WINNIE CHRISTMAS, CHAIRMAN 
LEGISLATIVE COM MITTEE 


The American Federation of Women’s Auxiliaries of Labor and Congress of 
Industrial Organizations Auxiliaries (AFL-CIO Auxiliaries) were merged in 
1957, and have a membership of approximately 30,000. 

Our organization was recently chartered by the American Federation of Labor 
Congress of Industrial Organizations (AFL-CIO). The major objective of 
the AFL-CIO Auxiliaries is to supplement the general welfare program of the 
AFL-CIO. Our efforts are devoted toward supporting legislation such as child 
labor laws, minimum wage laws, education, better housing, consumer prob- 
lems, etc. 

We are here vitally concerned with the consumer credit labeling bill, S. 2755, 
as introduced by Senator Paul Douglas, Democrat of Tllinois. We are stating 
two reasons why we feel this bill should become law: 

(1) The extra remuneration the wage earner may be able to receive through 


diligent and wise negotiation in the collective bargaining process is all too often , 


of no consequence due to unscrupulous business tactics in supplying credit for 
the basic needs of the consumer. 

(2) In considering the many facets involved in making up the whole of our 
national economic life in our complex industrial society, the issue of credit cer- 
tainly plays a most important role. However, if excessive charges are extracted 
for credit extended, the entire economic structure is affected, in that it limits 
the products that the consumer can purchase, which curtails production with 
resulting unemployment. 

Realizing the importance of the Douglas bill (S. 2755) and the great advan- 
tage accruing to the consumer if this bill becomes law, the executive board of 
the AFL-CIO auxiliaries meeting in session March 23 through 25, 1960, adopted 
the following resolution : 

“Whereas members of auxiliaries to labor have over a long period of time 
been vitally concerned with matters pertaining to consumer problems, and 

“Whereas the matter of installment credit presents a very difficult and per- 
plexing problem, in that the purchaser of property and services is not aware 
in many instances of the annual interest rate, nor the many fees included in 
the credit he is seeking, and 

“Whereas excessive charges for the use of money is detrimental to the na- 
tional economy. as well as being morally wrong, in that it creates hardships and 
reduces living standards, which very often are in the first instance too low, and 

“Whereas in order that consumers may understand the nature of the contract 
relative to the credit transaction, Senator Paul Douglas has introduced a con- 
sumer labeling bill which proposes a complete disclosure of all financial charges 
included in the loan: Be it therefore 

“Resolved, That the executive board of the AFL-CIO auxiliaries meeting at 
national headquarters March 23, 24, 25, 1960, go on record in support of the 
Douglas consumer credit labeling bill (S. 2755): and be it further 

* “Resolved, That a copy of this resolution be sent to Senator Douglas, and 
that our membership be alerted to urge Congress to consider favorably the pro- 
visions embodied in this bill.” 

We feel this statement and resolution expresses the interest and concern of 
the AFL-CIO auxiliaries in the Douglas consumer credit labeling bill (S. 
2755). It is our opinion that the public interest will be served by the enactment 
of this bill. We respectfully urge this committee to give it favorable con- 
sideration. 


STATEMENT OF Scott W. Lucas, WASHINGTON COUNSEL, AMERICAN FINANCE 
CONFERENCE 


The American Finance Conference is a national trade association of sales 
finance companies, with member offices in every State. This statement on S. 
2755 is submitted on behalf of the conference. 
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In brief, the bill would require that one to whom credit is extended be given 
two pieces of information in writing: First, the total amount of the finance 
charges he is contracting to pay; and, second, the percentage that such amount 
bears to the outstanding balance, expressed in simple annual interest. 

We believe the bill injects the Federal Government in a field which the States 
are best equipped to handle. In fact, some 30 states already have laws requiring 
disclosure of the amount of the finance charge in installment sale of automobiles, 
and similar laws are being adopted by more and more States. As this com- 
mittee knows, the House of Representatives and the Senate have already passed 
such a bill, applicable to automobile sales in the District of Columbia, (Public 
Law 86-431, approved April 22, 1960). Furthermore, the trade practice rules 
of the Federal Trade Commission also call for full disclosure of the amount of 
the finance charge. 

Secondly, we submit that the prospective car buyer can wisely select between 
finance charges if each is stated in a dollar amount and that a requirement that 
the finance charge in an automobile time sale be stated as a percent per annum 
would unnecessarily burden the sale of automobiles and inconvenience the time 
buyers. It is simple with the use of proper charts to express a transaction pay- 
able in equal monthly installments over a period of consecutive months as a rate 
of interest per annum but comparatively few automobiles are sold on such a rigid 
schedule. In the first place the wage earner seldom buys an automobile the 
day following his payday so that the monthly payments automatically fall due 
on the day of the month most convenient for him to pay. Therefore, it is usually 
necessary for the seller to set the first payment so that it falls due on the day 
following the buyer’s payday even though the first payment is more than one 
month from the date of sale. Generally the finance charge is not increased where 
15 days or less are added for the first payment. Such an adjustment makes 
the charts converting to percent per annum of little aid in finding the accurate 
percent per annum. 

Likewise, this is equally true of schoolteacher plans with no payments in the 
summer months and farmer plans where payments are scheduled in relation to 
the farmer’s expected harvest of his various crops. Finance charges in these 
irregular transactions are bargained to a dollar amount by the buyer and seller 
for the most part approximating a dollar per hundred add-on for an equal 
monthly payment transaction. The parties can easily reach an approximation 
in dollars but to convert a dollar finance charge in an irregular payment transac- 
tion to a true and accurate percent per annum is a task beyond automobile deal- 
ers and most finance men. 

- Just as the American Finance Conference believes that a disclosure of a finance 
charge in the time sale of an automobile and other similar chattels should be 
made in a lump sum as historically established by legislation in more than 30 
States, it also recognizes that in the real estate mortgage field the classic method 
of disclosure has always been on the basis of a percent per annum and that it 
would be-an unwarranted burden to require interest to be stated in a lump sum 
in the real estate mortgage field. It further recognizes that the small loan laws 
existing in many States for the most part require interest to be disclosed as a 
percent per month and this established method of disclosure should be continued 
in such lending transactions. The customers of each type of financial institution 
are accustomed to the type of disclosure now made by it and have no difficulty 
in comparing charges. Eggs are priced by the dozen, sugar by the pound, and 
milk by the quart; yet, the housewife is not confused and she would object to 
a law requiring these items to be priced only by the pound. 

Thus, the conference believes that the disclosure required in the various types 
of transactions should fit the historical pattern of the type, and instead of re- 
quiring a disclosure of both the lump sum charge and the percent per annum 
rate, the disclosure requirement should be in the alternative so that it can be 
satisfied by stating the charge in a lump sum or as a percent per annum or as 
a percent per month. Undoubtedly disclosure in respect to each type of transac- 
tion would then be made in the customary manner common to it. 

Thirdly, the bill is practically impossible to administer and even inadequate 
administration would take an ariny of employees—all to do what most States 
already require. It is little wonder that neither the Board of Governors of the 
Federal Reserve System nor the Federal Trade Commission wants this impossible 
job. 

Finally, we believe there are constitutional questions lurking in the bill. Most 
credit transactions are local matters, not in interstate commerce. The bill fails 
to distinguish between intrastate and interstate transactions. 
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STATEMENT OF AMERICAN INDUSTRIAL BANKERS ASSOCIATION 


This presentation is made to record the opposition of the American Indus- 
trial Bankers Association (AIBA) to S. 2755, a bill ostensibly ‘to assist in the 
promotion of economic stabilization by requiring the disclosure of financial 
charges in connection with the extensions of credit.” 

It is difficult to analyze this bill in a logical manner because it is founded 
upon premises which are without any factual support. The introductory clauses 
state that economic stabilization is threatened when credit is used excessively. 
There is no finding that at the present time there is an excessive use of credit, 
and such a finding could scarcely be made in the light of the Federal Reserve 
System study (which excludes mortgage debt) of July 1959, which shows that 
for the years 1957-59, 71 percent of the spending units had less than $500 of 
debt. Interestingly enough, 40 percent had no debt. Of the 60 percent who 
were in debt, 31 percent had less than $500 debt. Those families in modest 
economic circumstances having $4,000 or less annual income had an average of 
about 5 percent with more than $500 debt, and about 4 percent with more than 
$1,000. This would scarcely seem to prove that the American consumer was 
overburdened with debt. 

The bill defines credit in an omnibus fashion, to include residential mortgages, 
in addition to the other uses of consumer credit. In the recent recession, when 
the Federal Reserve reduced the discount rate causing the banks to drop the 
prime rate, there was a counterbalancing increase in mortgage loan commit- 


ments both conventional and FHA insured. This is a natural result of a lower - 


interest rate causing money to be more available and causing homebuilders and 
prospective homeowners to seek mortgage loans at the advantageous rates. Far 
from being an unstabilizing effect on the economy, most economists grant that 
the extraordinary use of credit by American consumers seeking mortgage loan 
commitments was an outstanding factor in promoting an early recovery from 
the recession of 1958. To a lesser extent, other types of consumer credit also 
helped stabilize the economy by providing credit to consumers and thus enabling 
stockpiled durable goods to be sold. 

The second unsupported premise is that if there were an excessive use of 
credit it would result frequently because the user lacked knowledge of the true 
cost of credit. The bill proposes that if users of credit knew the exact cost 
expressed in a total amount and in a form of annual simple interest rate, that 
this would somehow tend to act as a brake on the extension of credit. 

Plainly, this is false. If the manufacturers of goods and services convince 
the American consumer through their advertising that he needs their product or 
service, then the interest cost of time payments, however large or small, is 
only an incidental part of the consumer’s decision to buy or not to buy. 

All might agree that if a consumer could borrow $450 on an unsecured loan 
from a bank, credit union, industrial bank, or small loan company for a worth- 
while purchase, he would choose the bank above all because of their lower 
interest rate. However, the average American consumer may not qualify for 
a bank loan, and the credit union may be limited to $400 on unsecured loans or 
the consumer may not be a member, so the deserving consumer makes his loan 
with the industrial bank or small loan company. 

Does he pay too much interest? Would he change his mind if all four credit 
sources first quoted him the simple small interest rate on the proposed loan 
transaction? 

It is, of course, quite useless to make the standard 6 or 10 or 24 or 42 per 
annum. The question is how much must be charged to enable a legitimate licensed 
lender to make and collect the loan, and earn a fair profit. If the lender pays 
no Federal income taxes, apparently 12 percent per annum is adequate; if he 
pays his fair share, then something more is obviously required. 

This measure assumes that all consumers of credit have a mobility, an option 
to select from a multitude of credit grantors on equal terms, that the knowledge 
of a simple annual interest rate will cause this consumer to shift to the most 
economical source or refrain from his purchase. The consumer who needs a 
washing machine and has to pay a finance charge twice that charged by the 
banks may still prefer to pay that sum to carrying his wash to the public 
laundromat. 

There is admittedly a small area of legitimate concern—the illegitimate op 
erator—unlicensed, unregulated, unprincipled. Not only does he milk the con- 
sumer on the interest or finance charges, but hé more often deals in shoddy 
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merchandise or services. It is questionable whether the proposed measure would 
be effective as to the small percentage represented by these fringe operators 
because of the expense and difficulty in enforcing compliance. Fortunately, the 
State regulatory authorities, direct lending industries, sales finance industry, 
labor unions, and credit unions are at present all helping to eliminate such 
operators. 

Therefore, the AIBA urges this subcommittee that this bill should be re- 
ported do not pass for the following reasons: 

(1) The American consumer’s credit is not overextended. 

(2) Telling the American consumer the annual simple interest on a credit 
transaction will not prevent the American consumer from making a purchase 
he considers necessary. 

(3) The statement of annual simple interest on the credit transaction is not 
of importance in making up the consumer’s mind whether to buy or not. If it 
were, 45 years of State law regulation would have caused it to be part of the law 
or regulations of the direct lending field—no State now requires such a statement. 

(4) Nearly all the licensed lenders in the industrial banking industry operate 
under rigid State laws and regulations which already require disclosure of many 
more details of the credit transactions with the consumer than is proposed 
herein. 

(5) The high cost of credit is a myth; the per dollar cost of credit to the 
consumer has declined over the past 10 years. 

(6) Industrial banks and industrial loan companies earn lower rates of 
return than most businesses on their total funds employed. 

(7) Industrial banks and industrial loan companies use a large percentage 
of borrowed funds in their business. Therefore, they have a direct stake in the 
stable dollar and lower interest rates, and are adversely affected by overex- 
tension of credit and inflation. 

(8) The bill’s provisions are frivolous, unless enforcement procedures are 
provided. The heavy expense of such effective measures far outweighs the 
benefits to the consuming public. 

(9) The imposition of criminal penalties burdens the conscientious lenders 
with extra clerical expense. In some cases, lenders using graduated interest 
rates will have several hundred annual interest rates to determine. The small 
percentage of unethical fringe operators at whom the measure should be aimed 
will continue to prey on the marginal income consumer because of the difficulty 
of effective enforcement. 

(10) State regulatory agencies, the direct lending industries, the sales finance 
industry, the labor unions and credit unions:are all now engaged in educating 
the consumer in the wise use of credit, and are better situated to do so on a 
continuing basis. 

(11) The imposition of this requirement could create such confusion among 
lenders that the orderly use of credit could grind to a halt, thus paralyzing the 
economy. 

The industrial banking industry is a completely State regulated business in 
all but two or three States. Typically, the provisions for disclosure to the 
borrowers include the handing to them of a statement of loan transaction which 
sets forth the amount of cash, the amount of interest charge and/or the agreed 
rate of interest charge, the due date on which installment payments are due, 
together with actual extracts of perinent sections of the laws which govern the 
loan transaction. The borrower also receives a complete receipt for each pay- 
ment made as provided by law. 

The State banking departments conduct complete regulatory audits of each 
lender’s office annually at his expense. Most supervisory officials would testify 
that few, if any, complaints are received from borrowers from these companies 
during the course of the year. Of course, violations of the small loan law by the 
lender cause his loans to become void and subject him to fine or imprisonment. 

None of these States having the industrial loan laws require that the lender 
give the borrower a statement showing the percentage that the interest charges 
bear to the outstanding principal obligation expressed in terms of simple annual 
interest. If this were a matter of concern or a problem existing in this direct 
lending field, it would certainly have been made part of the existing State regu- 
latory laws, which are not only adequate to protect the interest of the borrower, 
but so onerous as to be a major factor in the high cost of doing the consumer loan 
business. 
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The sales finance industry has actively participated in the passage of regu- 
latery legislation governing their operations in about 30 States. Typically, these 
statutes have disclosure provisions which set forth the cash price of the mer- 
chandise, the amount of the downpayment, the balance to be financed, the amount ° 
of finance charges, and the time balance to be paid by the purchaser. Under 
all of these sales finance regulatory laws, the borrower is given a copy of the 
contract which shows the amount of dollars he must pay in finance charges. 
To require that this be converted to a simple annual interest statement would 
merely add another burden for the local retail merchant to cope with in using 
these contracts. This risk of purchasing contracts which have errors in stated 
annual simple interest subjects the finance company agents to possible fine or 
imprisonment. 

Even more pertinent, unscrupulous purchasers would now have the new de- 
fense of illegality against payment even when an innocent error in the state- 
ment of the annual rate is made by the dealer. 

The supposed high cost of consumer credit is a favorite whipping boy for poli- 
ticians not only at the National level but even more so at the State and local 
level. What is not said is that for instance, 4 million or about 75 percent of 
new automobiles are sold on time payments. If all sales were for cash, the price 
of a new car would necessarily be substantially increased. The same is true of 
boats, trailer, televisions. washing machines, and other durable goods. This 
additional cost would far exceed the cost of consumer credit to finance their 
purchase on time. 

Moreover, the maximum rate of interest charges permitted by State laws 
under which nearly 100 percent of the direct lending business in this country 
is conducted have, with few exceptions, not been increased in some cases for as 
long as 25 years. What is not said is that as a result of loan companies using 
larger ratios of debt to equity capital in the business and as a'‘result of their 
making larger sized average loans and as a result of their rigid internal cost- 
cutting techniques and modern business methods, compelled by the strong com- 
petition for business which exists within the industry; that the interest cost 
per dollar lent to the consumer charged by loan companies has been declining 
steadily. 

Industrial banks, and industrial loan companies all operate largely on 
borrowed capital, which enables them to earn ‘a modest return on the leverage 
thus obtained. High interest rates on borrowed funds caused by inflation inev- 
itably mean lower profits for these companies. Moreover, dollars lent to 
borrowers at a low price level and repaid in cheaper dollars at a higher price 
level also contribute to the weakening of the-capital position of these companies. 
Therefore, these companies, actively support those agencies seeking to promote 
a stable dollar. 

Overextension of credit to borrowers means more delinquency and more loss 
accounts. These companies voluntarily from lender’s exchanges to promote the 
exchange of credit information concerning borrowers so as to avoid overlending 
to borrowers who are presently obligated to the limit of their ability to repay. 

The overextension of credit, therefore, is in the worst interests of the industrial 
banks, or industrial loan companies. Correspondingly, whatever forces con- 
tribute to an unstable economy are diametrically opposed to the best interests 
of these companies. 

At the last session of Congress, proposals to regulate the extension of 
consumer credit by means of selective controls met with overwhelming disap- 
proval. A consensus was that the existing controls in the hands of the Federal 
Reserve System were adequate to cope with the present situation. The sponsors 
of this legislation disavow any attempt to regulate or curtail the extension of 
consumer credit by means of this legislation. If this is true, then it seems quite 
harsh to provide criminal penalties for a bill requiring disclosure of finance 
charges merely to inform the buying or borrowing public. The criminal provi- 
sions state that any person who willfully violates any provision of the act or 
rule or regulation issued thereunder by the Board of Governors of the Federal 
Reserve System is subject to a fine of not more than $5,000 or 1 year imprison- 
ment, or both. Since the rulemaking power given to the Board of Governors 

is extremely broad, and states that they may promulgate any regulation neces- 
sary to effectuate the purposes of the act as may be necessary in their judgment, 
it appears that a heavy burden is being placed on all persons engaged in the 
consumer credit field. 

All forms presently in use by any persons engaged in making loans or in 
the sales finance business would have to be revised in accordance with the 
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strict letter of the statutory language and the rules and regulations of the 
Federal Reserve Board, thus making obsolete existing forms. 

In the case of loan companies, each loan would have a separate and distinct 
simple annual interest rate, especially in the case of small loan companies, where 
the rates are a combination of a graduated rate structure. This might mean 
that a small loan company would have to calculate or provide means to ascer- 
tain a thousand annual simple interest equivalents for all the different size 
amounts and maturities of loans which might be made. In the event that any 
errors were made, the possibility of fine or imprisonment seems a heavy burden 
when balanced against the ostensible benefit which this legislation is to promote. 

When selective controls were being urged for the field of consumer credit at 
the last legislative session, it was estimated by one responsible economist that 
to enforce any legislation dealing with controls would require at least 4,000 
regulatory personnel, each of whom would require $6,000 per year salary and 
$4,000 per year travel expenses. Total cost of this police force would therefore 
be $40 million. If these figures are valid, it seems a heavy burden to add to the 
American taxpayer an additional load for merely giving information to a 
limited group of persons which may or may not have any influence upon their 
use of consumer credit. In an era of higher and higher taxes, the American 
taxpayer becomes more and more critical of the frivolous side of Government. 
Certainly, no business would undertake an expensive project without having 
some better factual foundation as to the degree of the success that is to be 
expected. 

If the sponsors of this legislation do not propose to authorize adequate en- 
forcement procedures and the necessary personnel to function them, then the 
requirements of the legislation become even more ridiculous. All of the ethical 
companies now doing business in any of the lending or sales finance fields will 
comply to the letter of the law at considerable expense, and the unethical and 
illegitimate at whom the legislation is primarily aimed will go their unfettered 
way as before. 

How much simpler to leave the administration of what is primarily a State 
problem to the efficient, experienced State regulatory officials who have juris- 
diction over the lending practices of nearly the entire consumer credit field. 
Responsible economists would testify that abuses in the lending and sales 
finance fields are confined as in other types of businesses to a small percentage 
of fringe operators. This is because the ethical and legitimate companies are 
engaged in a competitive struggle for new business which has a salutary effect 
of keeping rates of charges low as economically possible consistent with the 
type of goods financed or the type of loan made and the credit rating of the 
persons who receive the benefit of the extension of consumer credit. 

Unfortunately, there has always been and probably always will exist a small 
percentage of persons who normally do not qualify for the extension of con- 
sumer credit in adequate amounts, because of their economic circumstances or 
because of their personal inability to manage the money which they earn, so 
that they become habitually delinquent accounts and lose their credit rating. 
These persons sometimes drift into the grasp of the illegitimate and vicious 
operator who charges whatever the traffic will bear because he knows that his 
victim demands the particular merchandise or service and is willing to pay 
whatever the price may be. It would appear naive on the part of the sponsors 
of this legislation to suppose that the furnishing to such individual of a state- 
ment that he is paying a higher simple annual interest rate for these goods and 
services which he demands than could be obtained through the reputable con- 
sumer credit agencies will deter him for one instant from his unwise purchases. 

This is not to say that the industrial banking industry turns its back upon 
the unfortunate individual who makes unwise use of credit and becomes a vic- 
tim of the illegitimate operator. Small loan companies provide careful money 
management advice to all applicants for loans regardless of whether they are 
approved in the final analysis or not. Credit unions have recently instituted a 
new service of consumer education for their many millions of members which 
will advise them of how to use credit wisely. The CIO-AFL announced more 
than a year ago that they would furnish consumer credit advice to their mem- 
bership. The industrial banks likewise counsel persons seeking mortgages, 
loans, or other personal loans as to the best method of repayment and the best 
use of their credit. These are the avenues together with the enforcement arm 
of the State regulatory authority which can and do provide most of the con- 
sumer credit information which aids the American consumer in the wise use of 
his credit. 
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The use of the simple annual interest statement will place most direct con- 
sumer lending agencies at a distinct competitive disadvantage when compared 
with those credit grantors who pay no Federal income taxes, such as the credit 
unions. Credit unions now hold more than 17 percent of all personal loans - 
made in the United States. Since the purpose of this measure is the furnishing 
of information to the consumer, it is important that no petty commercial ad- 
vantage be had by any lending industry. Therefore, the measure should also 
provide for the disclosure by the lender of whether or not Federal income taxes 
will be paid by the credit grantor or interest or finance charges to be charged 
to the borrower. 

The taxpaying consumer of credit might then want to reflect that no part of 
the heavy cost of enforcement of this measure will be borne by those most vocal 
in its support. 

This measure, if adopted, might conceivably cause a complete breakdown in 
the orderly use of credit during the period in which lenders and sales finance 
dealers attempt compliance with the provisions and regulations of the Board. 
The threat of criminal penalties would make everyone quite wary and lead to 
the paralysis of the entire credit facilities of the country. During such a period, 
it is difficult to see how the economic stability of our country would be 
enhanced. 

If the real aim of this legislation is to eradicate the problem of the abusive 
use of consumer credit to the detriment of the consumer unable to adequately 
protect himself, then it would seem that the most expeditious method would be 
to exclude from the operation of the proposed law all consumer credit grantors 
who are licensed by and are already subject to adequate State law and regula- 
tory authority and to include those consumer credit grantors who operate with- 
out State license. In this way, the entire focus of the legislation can be brought 
to bear on the pernicious aspect of the problem and the enforcement procedures 
‘van be directed to the eradication and the control of this recognized detrimental 
influence to our economy at a more realistic cost. 


STATEMENT OF THE AMERICAN RETAIL FEDERATION, ROWLAND JONES, JR., 
PRESIDENT 


The American Retail Federation is a federation of national retail associations 
and statewide associations of retailers, representing through its combined associ- 
ation membership more than 800,000 retail outlets. (The names of the associ- 
ation members joining in this statement are attached. ) 

This statement is offered in opposition to 8S. 2755 which has been called the 
“full disclosure” bill. Excellent and detailed presentations against the Dill 
have been offered by some of the constituent members of the federation, namely 
the National Retail Merchants Association, the National Retail Furniture 
Association, and the National Foundation for Consumer Credit. The American 
Retail Federation strongly endorses the reasons advanced in opposition to 
S. 2755 by the aforesaid member associations. There is no reason to repeat 
all of the sound reasons offered in this testimony. Three points have been 
selected for additional emphasis : 

(1) The bill will not protect the public from deception as to the cost of 
credit, but will foster ignorance of the subject. 

(2) If enforcible at all, the bill will require a huge enforcement agency be- 
cause of the infinite number and variety of the relationships to which it is 
addressed. 

(3) The bill unnecessarily injects Federal controls into a local regulatory 
field in which the States are actively exercising jurisdiction. 

More specifically : 

(1) The bill is predicated on the unwarranted assumption that there is a 
widespread practice by American businessmen to conceal the cost of credit from 
consumers and borrowers. This is not so. The overwhelming majority of 
American credit-extending institutions do in fact clearly communicate the cost 
of credit to their customers. This is clear from the testimony already received 
by the committee. 

Neither 8. 2755 nor any other legislation can curb the deceitful practices of 
the small minority of unscrupulous merchants who prey on the ignorance of 
the uninformed. Regardless of law, there will always be a marginal number 
of “black market” operators in the credit field, as in any other field of activity. 
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Furthermore, where credit is concerned the avenue of evasion is especially 
simple, because finance charges can so easily be smuggled into the price of 
goods. Consequently the bill will not impede the undercover operator from 
concealing his credit charges while simultaneously proclaiming that there is no 
such charge at all or only a minimal one. 

In fact, as now written, the bill is more apt to help than hinder the credit 
scoflaws. We refer in particular to the mandate that all financing costs 
of any type, be expressed as so-called simple annual interest. This w.l! invite 
the concealment of credit charges in the price of goods by putting a premium on 
the advertisement of low-interest rates. The provision will therefore tend to 
induce a public misconception that the real exploiters are not the credit smugglers, 
but the respectable businessmen who will endeavor to obey the law as written, 

gardless of their doubts as to its wisdom or justice. Indeed, S. 2755 may force 
honest merchants, in self-defense, to set their prices at levels which will defray 
the credit costs. Hence, S. 2755 will not only foster public ignorance as to the 
cost of credit, but will saddle cash customers with credit costs. 

(2) The bill is inherently unenforcible and any attempt to enforce it would 
spawn a vast bureaucracy. 8S. 2755 would cover the practices of more than 1 
million retail merchants and a host of other individuals and institutions engaged 
in credit transactions, including home financing agencies; banks and other com- 
mercial financing organizations; building and loan associations; credit unions; 
labor unions; consumer financing concerns; collection agencies. In fact, S. 2755 
would cover any individual who either lends money or sells property of any kind 
on extended terms of payment to the consumer. The total number of subject 
persons would be staggering. The number of affected transactions would be 
fantastic. Moreover, S. 2755 draws no distinction between transactions in inter- 
state and local commerce. In this it differs from typical Federal regulatory 
legislation against unfair trade practices—notably the Federal Trade Commis- 
sion Act. 

And because S. 2755 lends itself to easy evasion by transposing finance charges 
into price a companion price control bill would be essential to the viability of 
S. 2755. For the disclosure of actual credit charges could be insured only if 
maximum cash prices were fixed by law. This would necessitate a revival of the 
huge wartime price-control agency—an unthinkable recourse in peacetime. 

Even in the absence of companion price-control legislation, a vast army of 
law-enforcing officials would be required to attempt the apprehension of evaders 
of 8S. 2755. Nor could any effort at general enforcement be successful. The right 
of the merchant to fix his own prices for his goods would be a complete defense. 
Any other view is simply incompatible with a free enterprise economy. 

(3) The bill is directed primarily, if not exclusively, toward a field which is 
more appropriate for State control—namely, the regulation of transactions in- 
volving the retail or ultimate consumer. This field is traditionally, if not neces- 
sarily, considered to be local commerce and, as such, subject to State, rather 
than Federal regulation. 

This fact is reflected in the customary limitation of Federal regulatory legis- 
lation to interstate transactions. The Federal Trade Commission Act, for exam- 
ple, controls only deceptive or unfair practices in interstate commerce. The 
Federal Food, Drug, and Cosmetics Act is similarly restricted. The Fair Labor 
Standards Act applies only to persons who are engaged in interstate commerce 
or in the production of goods for such commerce, and it expressly exempts local 
retailing activities. 

Purely practical considerations also dictate the impropriety of Federal in- 
trusion into the relations between credit-extending agencies and ultimate con- 
sumers. The fact is that the States long ago began to regulate credit trans- 
actions, including the amount of permissible charges and the form of disclosure 
of the credit charges. Forty-two States now regulate small loan transactions; 
32 States, automobile installment sales; 15 States, all types of time sales; and 
7 already expressly regulate the recently developed method known as revolving 
credit. 

In short, Federal legislation cannot be justified on the premise that the States 
have neglected the sphere of regulation to which 8S. 2755 is addressed. 

It is equally clear that the erection of a Federal superstructure would be both 
unwarranted in principle and an unnecessary extravagance in fact. Apart from 
the expense of duplicating Federal and State authorities, the local credit field 
is one which is best left to State control from the standpoint of achieving effective 
regulation. Local officials are better qualified to police essentially local trans- 
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actions. Business customs—which vary from locality to locality—are important 
determinants of acceptable administration. Local officials are necessarily more 
sensitive to such considerations than a centralized Federal agency. For this 
reason they are likely to achieve sensible and workable methods and criteria. 
of enforcement. 

Finally, there already exists an appropriate Federal agency, invested with 
ample authority, for the control of credit deception on the national or interstate 
commerce level. The Federal Trade Commission's jurisdiction in such situations 
was long age exercised and judicially sustained in the automobile finance cases, 
Significantly, too, the Trade Commission does not require the disclosure of credit 
service charges in terms of simple annual interest. 

The jurisdiction of this agency or any other Federal instrumentality ought 
not be extended to local affairs of the type which S. 2755 would control. Indeed, 
Chairman Kintner of the FTC is on record against “expanding FTC powers to 
cover local transactions.” This is his reported statement at the recent conference 
of the National Association of Attorneys General, according to the March 10, 
1960, issue of the Daily Executive Report (published by the Bureau of National 
Affairs). 

NATIONAL ASSOCIATIONS 


American Retail Coal Association. 

Associated Retail Bakers of America. 

Association of Family Apparel Stores, Inc 

Institute of Distribution, Inc. 

Mail Order Association of America. 

National Appliance and Radio-TV Dealers Association. 
National Association of Chain Drug Stores. 

National Association of House to House Installment Cos., Ine. 
National Association of Music Merchants, Inc. 
National Association of Retail Clothiers & Furnishers. 
National Association of Retail Grocers. 

National Association of Shoe Chain Stores. 

National Council on Business Mail, Ine. 

National Foundation for Consumer Credit, Inc. 
National Industrial Stores Association. 

National Luggage Dealers Association. 

National Retail Farm Equipment Association. 
National Retail Furniture Association. 

National Retail Hardware Association. 

National Retail Merchants Association. 

National Retail Tea & Coffee Merchants Association. 
National Shoe Retailers Association. 

National Sporting Goods Association. 

National Tire Dealers & Retreaders Association, Inc. 
Retail Jewelers of America, Inc. 

Retail Paint & Wallpaper Distributors of America, Inc. 
Super Market Institute, Inc 

Variety Stores Association, Inc. 

Women’s Apparel Chains Association, Inc. 


STATE ASSOCIATIONS 


Alabama Council of Retail Merchants, Inc. 
Arizona Federation of Retail Associations. 
Arkansas Council of Retail Merchants, Inc. 
California Retailers Association. 

Colorado Retailers Association. 

Delaware Retailers’ Council. 

Florida State Retailers Association. 
Georgia Mercantile Association. 

Idaho Retailers Association, Inc. 

Illinois Retail Merchants Association. 
Associated Retailers of Indiana, Inc. 

Iowa Retail Federation, Inc. 

Kentucky Merchants Association, Inc. 
Louisiana Retailers Association. 
Maine Merchants Association, Inc. 
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Maryland Council of Retail Merchants, Inc. 
Massachusetts Council of Retail Merchants. 
Michigan Retailers Association. 

Minnesota Retail Federation, Inc. 

Mississippi Retail Merchants Association. 
Missouri Retailers Association. 

Nebraska Federation of Retail Associations, Inc. 
Nevada Retail Merchants Association. 

Retail Merchants’ Association of New Jersey. 
New York State Council of Retail Merchants, Inc. 
North Carolina Merchants Association, Inc. 
Ohio State Council of Retail Merchants. 
Oklahoma Retail Merchants Association. 
Oregon State Retailers’ Council. 

Pennsylvania Retailers’ Association, Inc. 
Rhode Island Retail Association, 

Retail Merchants Association of South Dakota. 
Tennessee Retail Merchants Council. 

Council of Texas Retailer’s Associations. 

Utah Council of Retailers. 

Virginia Retail Merchants Association, Inc. 
Associated Retailers of Washington. 

West Virginia Retailers Association, Inc. 


ScupDER, STEVENS & CLARK, 
INVESTMENT COUNSEL, 
New York, N.Y., March 11, 1960. 
Hon. Paut H. Douglas, 
U.S. Senate, Washington, D.C. 


Dear Sir: Your letter of February 19 addressed to me at the Federal Re- 
serve Bank of Atlanta has been forwarded to me at my new address. Let me 
indicate in the beginning, however, that the firm of Scudder, Stevens & Clark, 
investment counsel, has substantially no interest in the passage or nonpassage 
of the proposed S. 2755, for although some of the portfolios of clients of the 
firm and the mutual investment funds managed by the firm do contain securi- 
ties of finance companies, the amounts are relatively insignificant in comparison 
with other types of securities. While this letter is written with the knowledge 
of the firm, it is my own personal reply and should not be construed as an official 
position of Scudder, Stevens & Clark. 

I am extremely skeptical as to whether a consumer credit labeling require- 
ment will (a) tend to increase economic stability, or (b) improve the proc- 
esses by which resources are allocated to the most efficient use in the national 
interest. To argue that there will be a tendency toward less volalitilty in con- 
sumer expenditures based upon credit as a result of a Federal labeling require- 
ment necessitates establishing that misinformed users of consumer credit ac- 
count for a substantial proportion of the volatile element in the quantity of con- 
sumer credit. We do know that consumers are often misguided as to their 
ideas of the cost of consumer credit, but there seems little reason to believe that 
those who borrow during the waves of expansion in consumer credit are im- 
portantly those ignorant of the cost of credit. Rather, such factors as styling 
changes in consumer durable goods, the incidence of the replacement cycle, 
advertising, and changes in tastes and living standards would seem to be the 
prime cause of volatility in this sector of national expenditure. One might al- 
most equally argue that automobile style changes should be regulated, adver- 
tising limited, or that physical aging of consumer durables should be legislated 
out of existence. 

If expenditure volatility does not seem importantly connected with consumer 
ignorance on the cost of credit, the economic justification for a labeling re- 
quirement must rest upon the case that consumer sovereignty is increased by 
full knowledge of borrowing costs, leading to an improvement in the alloca- 
tion of resources. I presume that one item of concern is the fact that our 
present society seems to place such a premium upon luxury consumer goods and 
ease of living versus the more solid values of education, scientific knowledge, 
cultural enrichment, ete. I will grant readily enough that one of the clas- 
sical economic assumptions for optimum allocation of resources is the require- 
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ment of perfect knowledge. I would doubt, hewever, that any material change 
in our application of materials, facilities, and labor toward the satisfaction of 
consumer desires would arise as a result of the proposed bill. While some 
prospective users of credit might be deterred by knowledge of the cost of money, 
one may advance the opposite argument: that more of th eresources of the Na- 
tion might be devoted to “undesirable” uses if the bill were passed. Might 
not a labeling requirement run the risk of reducing financing charges, thus ac- 
tually reducing the cost of such goods to consumers? On the other hand, it is 
quite possible that from a strictly economic point of view, one cannot even 
make the case that a society which chooses to emphasize material goods is un- 
wise. This is the real problem economic planning must face except during war 
when considerations of national defense obviously establish priorities in national 
goals. 

S. 2755 might have a slight tendency to improve the quality of consumer 
credit in that a modest proportion of delinquencies and defaults is perhaps re- 
lated to dissatisfactions over terms of consumer credit contracts which become 
apparent only after the loan is made. On the other hand, the quality of credit 
would seem, in my thinking, to be much more importantly related to the col- 
lateral, terms of the contract, and ability of the borrower to repay. Certainly, 
misinformation is not a major cause of quality deterioration in the consumer 
credit area. The case for such a bill, therefore, must rest upon the belief that 
labeling will stabilize the quantity of consumer credit better than the applica- 
tion of the same administrative effort in the enforcement of alternative means 
of controlling the volume of consumer credit. 

This brings us to the question of administration. Regulating consumer loans, 
as has been pointed out, is a task that not only detracts from the main task 
of quantitative credit regulation, but which also increases the political vul- 
nerability of the Reserve System—an undesirable result where, as in the case 
of a central bank, a substantial portion of the effectiveness of the institution 
depends on the public’s attitude as to its performance. Notwithstanding these 
arguments, however, there is no real reason that purity of function for a gov- 
ernmental institution should be the overriding consideration in determining the 
agency to administer onerous regulations. Accordingly, I am less concerned with 
the agency to which this task should be assigned than with the question of 
whether labeling is desirable as a means of general control over the volume of 
credit. 

My quarrel with the proposal, rather, is that for effective administration, 
virtually as much manpower would be required to insure truthful labeling of 
consumer credit contracts as would be required to enforce control over terms 
and downpayment requirements. If there is a real desire to control the volume 
of credit going into consumer uses because of the assumed greater volatility of 
this sector of national expenditure, it would seem much more logical to resort to 
terms and maturity control which we have had several times in the past. 

While it is no doubt desirable to protect citizens from the consequences of 
their own ignorance, I think it is highly questionable whether Federal action 
in this area is the answer. State and local controls over consumer lending prac- 
tices have obviously left much to be desired. Probably in recent years, however, 
through growing practice of uniform codes, regulation in the vdrious States has 
come closer into harmony, but much remains to be done. In any event, unlike 
security issues and certain commodities where the goods in question flow easily 
across the boundaries of governmental units and where Federal regulations 
would seem to be useful, there is no real reason that the governmental units 
other than the Federal cannot assume the responsibility of policing consumer 
loans which tend to be distinctly localized. What I am saying is that Federal 
police power may well be justified in food labeling, assuring the quality of drugs, 
and providing for truthful statements in security issues, but its application to 
consumer credit problems is less justifiable. That the States do not do this job 
well is less of an argument for Federal control and more of an argument for the 
fact that control of any kind in this area is difficult. 

There are numerous difficulties in specifying what the regulations should cover 
and how they should be administered, as I am sure the committee realizes. 
The need for covering second mortgages in the regulations is much more urgent 
than the need to cover first mortgages. Even simple interest calculations have 
their pitfalls; and on extremely small loans, the necessity of adding a fixed 
charge to pay for opening a new account will raise the calculated rate enormous- 
ly—not all of which can be construed as interest. But I am sure that the com- 
mittee is well aware that amplifying regulations will have to be drafted. 
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In summary, I do not believe S. 2755 will make a major contribution to the im- 
provement of economic stability or to the process by which resources are allocated 
among alternative uses. If regulations of the type proposed are adequately en- 
forced, there might be a modest improvement in the quality of consumer credit, 
but the administrative effort required would approximate or even exceed that 
needed to enforce more direct approaches to control over the quantity and 
quality of such credit. There is no real reason that tasks in the area of con- 
sumer credit control should not be assigned to the Federal Reserve, but the 
undesirability of the bill makes the problem of assigning the task of less 
consequence, 

I trust that these views will be of some assistance to your committee in its 
deliberations. 

Very truly yours, 
THOMAS R, ATKINSON. 


UNIVERSITY OF PITTSBURGH 
SCHOOL OF BUSINESS ADMINISTRATION, 
Pittsburgh, Pa., February 24, 1960. 
Senator PauL H. DovuGLas, 
Chairman, Subcommittee on Production and Stabilization, Senate Committee on 
Banking and Currency, U.S. Congress, Washington, D.C. 


DEAR SENATOR DovueLas: In answer to your letter of February 19, I would like 
to express my heartiest support for the objectives of your bill requiring fuller dis- 
closure of finance charges (S. 2755), and to make some suggestions, per your 
request. 

In answering your questions, I would like to start with the method of stating 
the finance charges (sec. 3), which I assume is the heart of the bill. However. 
I probably should state at the outset that my own specialty in the consumer credit 
field is the micro-economic relationship of consumer credit to other forms of 
credit in the “national financial balance” (to use a term of my own coinage), 
rather than the micro-economic aspects of consumer credit institutions and mar- 
kets, so that my comments are from general knowledge of the field as an 
economist, rather than as a specialist. 

As I understand it (from comments of my students in particular), one of 
the commonest forms of “gyp” is to state the interest rate (or other finance 
charge) as a percentage of the initial balance rather than the average balance 
during the period of the loan (i.e. the average funds actually being used by the 
borrower). As the bill is worded, I believe there is room for quibble on this. 
I would suggest rewriting line 8 (p. 4+) to read as follows: “the percentage that 
such amount bears to the average amount, during the credit period, of the out- 
standing principal obligation * * *.” 

More basically, I am not at all sure that the total finance charge (which may 
include a great variety of things, different in every credit contract) can ap- 
propriately be stated in terms of “simple annual interest” which would be useful 
for “comparison shopping.” It seems to me that to be most useful to the 
consumer, finance charges must be broken down into their functional (economic) 
components, as follows: 

(1) Fire and casualty insurance, on the property which is sold on credit or on 
which a mortgage lien is held by the person extending the credit. This type of 
insurance would in most cases have to be carried by the borrower regardless of 
whether he purchased the asserts with cash or credit, and is thus not strictly a 
finance charge, although often included in the list of charges on a cred ontract. 

(2) Life insurance, on the life of the borrower. This form of insurance is 
probably used (and justifiably) principally in the case of unsecured loans, as 
an alternative type of security to the fire and casualty ,insurance on secured 
loans. Where the borrower has dependents, this type of insurance provides 
protection for the dependents, as well as for the lender, by relieving them of 
the responsibility (either legal or moral) for repayment of the loan in the event 
of the borrower's death, and thus should probably not be considered a “cost of 
credit” in the narrower sense. 

However, where the borrower already has what he feels to be adequate in- 
surance, it is usually possible for him to merely assign part of his existing in- 
surance to the lender, although if it is for a very short period, he may prefer 
to take out additional insurance rather than go to this trouble. 
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As a means of avoiding hidden charges through excessive insurance premiums, 
the bill might provide that the cost of such insurance charges be spelled out in 
detail on the credit contract (preferably in terms of annual rates), and prohibit 
any requirement in the contract that the insurance be purchased through the 
lender as a condition for the loan. In this way, the borrower should be able 
to “shop around” for the most favorable insurance rates, and get his insurance 
elsewhere if he can find better terms. 

(3) A service charge which would cover only the direct costs of administering 
the particular type of loan contract—e.g., the cost of credit investigation, the 
mailing of installment payment notices, clerical costs of bookkeeping, etc. Such 
costs tend to vary relatively little with the size of the loan, and even with the 
class of borrower, and thus tend to vary inversely with the size of the loan, when 
stated as a percentage of the principal—thus complicating comparison of the 
cost of different sized loans when all costs are lumped together. 

This facilitates “product competition” between different classes of lenders. 

It might make good sense to provide for the establishment of “standard” sery- 
ice charges for the various sizes of loans and various classes of credit institution, 
so that the consumer can realize the actual costs of servicing his particular type 
of credit. and may make more effective comparisons between different general 
sources of credit. I doubt if the financial institutions would object very strenu- 
ously to having such standard rates included on all contracts (like the “sug- 
gested retail price” in the new ruling on automobile prices), since it would tend 
to stabilize one element in the rate picture, and “channel” the competition be- 
tween the different lenders of a given class or type into the “pure interest” com- 
ponent. As a matter of fact. such “standard” charges might be fixed by the 
various groups of lenders themselves, with general supervision by the adminis- 
‘tering agency to see that they are changed periodically as costs change. 

(4) “Risk insurance” (commercially known as “credit insurance’ )—i. e., the 
risk premium necessary to cover, actuarially, the cost of collecting delinquent 
loans and the writeoff of defaulted loans. This risk insurance may be carried 
by the lender himself, or by a specialized outside institution, and would vary in 
cost with the class of borrower, the type of financial institution, and the relation- 
ship between borrower and lender. To the extent that specialized credit insur- 
ance institutions underwrite this risk, the immediate lender is relieved of one 
important element of risk and uncertainty, and it might be desirable to promote 
greater use of this type of “outside” credit insurance as a means of helping to 
standardize credit charges. 

Actually, since the greatest credit risk arises from our general economic de- 
pressions, it would be quite logical for the Federal Government itself to provide 
insurance against delinquencies and defaults which are clearly the result of 
general economic conditions (e.g., if the borrower becomes unemployed or his 
business falls off severely as a result of general business depression). 

To my thinking, neither borrower nor lender should have to take into account 
the possibility of depressions in deciding the most appropriate amount of bor- 
rowing, and it is only the Federal Government which can effectively reduce the 
importance of this consideration. When the financial experts say that an indi- 
vidual and a business is “overextended” they usually mean that he is carrying 
more debt than he can successfully service in a depression—but if your income 
creases, who isn’t overextended? 

(5) “Pure interest’’—the lender's net profit or “rent” for the use of his funds. 

To the extent that the risk premium for different classes of borrowers could 
be standardized or transferred to the Federal Government, competition among 
the various lenders should be limited to the service charge (a matter of man- 
agerial efficiency), and “pure interest,” particularly the latter. 

My own feeling is that merely breaking down the various “cost” items in 
consumer credit would in itself contribute to a better understanding of the nature 
of consumer credit, on the part of both lenders and borrowers. Whether this 
would involve “upsetting prevailing practices” or not depends partly on defini- 
tions. But I don’t believe it would cause hardship on any honest lender, and 
would indeed tend to extend practices already being followed by many lenders. 

If all “finance charges” are to be stated as a percentage of the loan balance, 
I would definitely favor exclusion of the above-mentioned insurance charges 
from the finance charges to be included in the ratio. 

In relation to this percentage, there is another way in which I am told the 
consumer often gets gypped. What is the method of computing the amount of 
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the loan? Are insurance premiums, service charges, interest charges to be con- 
sidered due and payable as of the date of the contract (and thus included in 
the amount of the loan), or are they considered payable when earned? I would 
suggest that the bill specify that insurance charges and service charges may be 
included in the amount of the loan if desired (since they are frequently prepaid 
otherwise), but that interest charges be specifically excluded (i.e., that the inter- 
est charges on the unpaid balance be added to each payment as it comes due, 
as is typically done with home mortgages). 

As to the appropriate regulatory agency, I myself would strongly favor putting 
this function under the new Department of the Consumer, which is proposed in 
last vear’s S. 1571, and of which I believe you were a cosponsor. I believe that 
the establishment of such a department can have, potentially, a greater influence 
in solving the more basic structural maladjustments of our economy than almost 
any other measure I can think of, and this is exactly the type of function which 
should be under its wing. Offhand I can think of no serious reason for oppos- 
ing its allocation to the Federal Reserve, except that the Federal Reserve gen- 
erally represents the interests of the banking industry more than it does those 
of consumers, and this bill is specifically concerned with aiding consumers (un- 
less one of its purposes is to standardize rates and reduce competition among 
lenders the way I understand has happened in auto retailing as a result of the 
publication of “suggested list prices”). 

As to drawing the line between consumer and business lending, I cannot at 
the moment see any pressing need for such a distinction. It is not unlikely that 
small businessmen have much the same problems as consumers in this respect, 
although it is my understanding that “factors” and other commercial credit com- 
panies do tend to break down their charges into functional components much like 
those I have listed above. From my own personal experience, I would say that 
at least in the Government-underwritten mortgages, the various charges are 
fairly well spelled out as is, but I am not familiar with the terms of ‘“conven- 
tional’ mortgages. 

A related question which I believe is in bad need of remedial action is the 
matter of trade-in allowances on automobiles and other durable goods. When 
the chief form of price competition is through trade-in allowances rather than 
the price of the new item,.the consumer is greatly handicapped in “shopping 
around.” I would very much favor some kind of legislation prohibiting the 
payment of excessive trade-in allowances. Whether this should be done by pre- 
venting re-sale of cars by dealers at less than the trade-in allowance (with 
enough permissible exceptions to allow for genuine bad judgment in evaluation), 
orhow,I am not sure. But I believe it should be explored. 


SOME MINOR COMMENTS ON 8S. 2755 


(1) Page 1, line 3: My own opinion is that there has been no time except war 
when the excess use of credit affected the economy adversely, and that it has 
been only because of the excessive use of credit by consumers that we have had 
our two postwar periods of sustained prosperity. The other side of this coin is 
that whenever consumers borrow no more than a reasonable and sustainable 
amount, the economy slides into a depression. However, it may well be that 
excessive competition by sellers with respect to credit terms—repayment periods 
and downpayment requirements—is harmful to the economy by taking the com- 
petitive pressure off of prices. But this bill does not deal with these terms 
of credit. 

(2) Section 2(1): It is necessary to spell out all these types of transactions in 
the bill? I am a little dubious about some of them. (Incidentally, how does 
this apply to the “book credit” of department stores, doctors, etc., which have 
not traditionally stated any explicit finance charges? I would go along with 
requiring such explicit statement, but I’m not sure that was intended.) Could 
I suggest some other possible definitions : 

“Credit” means the purchasing power transferred from lender to borrower in 
connection with a credit transaction. 

“Credit transaction” means any transaction, such as a loan of money or credit 
sale, or any other transaction or series of transactions having similar purpose 
or effect, in which effective purchasing power is conveyed from lender to bor- 
rower in exchange for the borrower's explicit or implicit promise of repayment, 
or payment, at a subsequent time. 

“Borrower” means the person to whom credit has been extended, or who has 
made the credit purchase. 
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“Lender” ineans a person extending credit. 
“Credit sale” or “credit purchase” means the sale, or purchase, of any property 


or service, in which a part or all of the purchase price is payable at a time sub. 


sequent to the sale. 

“Credi -‘ontract’”’ means the contract, either written or oral, explicit or im- 
plicit, un . +r which the credit is extended. 

“Credit period” means the period from the initial extension of credit to the 
time the credit balance has been fully paid off. 

“Credit balance” means the net amount of outstanding credit liability at any 
time during the credit period. 

(3) Section 6: If “person” refers to the entire corporation, the penalty may 
be somewhat light, since it would “pay” to pay the penalty and continue the il- 
legal actions, unless the provision here implies this penalty for each violation 
(i.e. each credit contract which violates this law). 

I hope that these comments may be of some use to you and the committee. I 
repeat that I am not an expert in this particular aspect of the field. 

What other hearings are scheduled by the Subcommittee on Production and 
Stabilization? As I have mentioned previously, I have just about finished work 
on a major study on methods of using the Nation’s “financial balance” (the bal- 
ance between financial saving and borrowing) as a basic tool for short-run 
stabilization in connection with an “automatic” adjustment of a special kind of 
“stabilization tax” such as that proposed by Sir William Beveridge in 1945. I 
think this tool will be extremely useful when it is fully perfected, and I would be 
glad to explain to you or the committee the general outlines of the technique. 
(Incidentally, I believe that this technique will make it possible to prevent large 
Government “depression deficits’ by making minor adjustments in the balance 
of Federal cash payments when, and in the amount, needed to maintain con- 

tinuous stability. 

Good luck. 

Sincerely, 
JOHN S. ATLEE, 
Assistant Professor, Department of Finance. 


UNIVERSITY OF ILLINOIS, 
BUREAU OF ECONOMIC AND BUSINESS RESEARCH, 
Champaign, Ill., March 17, 1960. 
Senator Pau H. DouGLas, 
Joint Economic Committee, 
Congress of the United States, 
Washington, D.C. 


DEAR SENATOR DovuGLas: With reference to your letter of February 19 con- 
cerning bill (S. 2755), we believe it would clearly be advantageous to consumers 
who wanted to make use of this kind of information. 

Our past studies have consistently shown that most consumers do not know 
what rate of interest they are paying on installment loans. The terms of the 
installment contract itself are often worded in such a way as to make a calcula- 
tion of the rate difficult, and in many cases there are insurance and other pro- 
visions combined with interest and carrying charges as such, so that it is im- 
possible to compute the rate even if the consumer were so inclined. 

A difficulty revealed by our studies is that many consumers have little in- 
clination to try to minimize the rate. If they feel they can carry the monthly 
payment, they accept the contract offered and do not look for alternative loans 
on a more favorable basis, although these could be obtained in many cases from 
their banks or credit unions. Furthermore, other considerations frequently en- 
ter, including price adjustments that substantially affect the overall bargain. 
For example, the auto dealer may offer a higher trade-in value that becomes an 
inducement to accept a less favorable financial contract. 

With reference to the specific questions you raised, we frankly do not know 
the answers. In view of the Federal Reserve's reluctance to get into regulation 
of specific types of credit, there might be some disadvantage in giving them this 
responsibility ; on the other hand, once they had a specific responsibility of this 
kind, it might have the effect of making them take other aspects of credit regu- 
lation more seriously than they do now. 

With regard to the rates specified, you might consider a substitution for the 
phrase, “expressed in terms of simple annual interest” (lines 9-10 of p. 3): “In 
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cases of complex contracts, the Federal Reserve should specify formulas for 
calculating the effective annual rate of interest over the life of the contract as 
the best approximation to the simple annual rate of interest.” 
We hope these comments may be of some help in your further consideration 
of this bill. 
Sincerely, 
V. Lewis Bassie, Director. 


BECKLEY HARDWARE & SupPPLY Co., 
Beckley, W. Va., April 6, 1960. 
Hon. Ropert C. Byrp, 
Member of U.S. Senate, 
Senate Office Building, 
Washington, D.C. 


DeAR SENATOR Byrp: I appreciate very much you addressing me as you did on 
March 30 and furnishing me a copy of S. 2755 bill. 

I have given this piece of legislation some consideration and thought and have 
attended some meetings where the proposed legislation has been discussed. I 
have not been able to determine just why such a bill would be proposed, and 
certainly I do not see that this bill would be of any value whatsoever. 

No doubt there are instances where an innocent purchaser is being imposed 
upon under the present situation, however, I would say that such offenses are 
very rare. I do not see why legislation of this character should be passed, and 
by doing so impose a definite hardship on the great majority of people because 
of the offense of a few. After all, it would not be possible for any type of 
legislation to erase every offender in this case or in any others. I am reminded 
of the condition that prevailed during prohibition. When a bill of this character 
is passed, it is going to have a tendency to drive under cover the offenders, and 
again the innocent will have to suffer. 

It occurs to me that any regulation of this kind should be on a State basis 
and not the duty of the Federal Government. Most of the States have proper 
legislation, and many others have such legislation under consideration. 

“Percent per annum” is not understood by the public and would only cause 
confusion and add greatly to the operation of any organization who is involved 
in what is commonly known as carrying charges. 

Since credit service charges are a “package” of many items, some of which 
not every consumer wants or needs—to force the whole package as purchased to 
be expressed in “percent per annum” terms, means that two customers of the 
same firm often would find themselves apparently paying different rates— 
when the institution honestly operates on a one-price policy. (For instance, the 
customer who adds insurance and the one who does not—the one whose account 
needs investigating and is subject to that charge versus the one whose account 
is not.) 

The Federal Reserve System under regulation W, underwrote the “dollar 
total” method as honest disclosure—the very body to which this bill would give 
authority to enforce a law requiring a contrary type of disclosure. 

I certainly hope it will be your pleasure to use your influence to defeat this 
bill. I make this plea on behalf of my own business and as president of the 
West Virginia Retailers Association. 

With kindest personal regards, 

Cordially yours, 
E. BD. Bras, Sr. 


STATEMENT OF THOMAS A. BLUNDELL, GENERAL MANAGER, TEXAS INDEPENDENT 
AUTOMOBILE DEALERS ASSOCIATION, INC. 


My name is Tom Blundell from Dallas, Tex. I am the general manager of the 
Texas Independent Automobile Dealers Association, Inc., operated under a Texas 
State charter since 1944. 

Our membership as of December 1, 1959, beginning of our fiscal year, was 815 
members operating in 71 cities and towns in Texas. 

We are here today to register our protest against S. 2755, the full disclosure bill. 

We believe that the proposed legislation is discriminatory against Texas be- 
cause 32 States now have legislation regulating installment finance charges 
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while at the same time providing for reasonable and livable finance rates, making 
Federal interference superfluous and unnecessary in those States. 

Our Texas Legislature in 1951 (Laws 1951, ch. 467, S. 201) reaffirmed the 
time price theory, under which we in Texas operate, of sale of motor vehicles, 
and provided that the furnishing of a breakdown of the components of the time 
price, voluntarily or as required by the rules of the Federal Trade Commission, 
would not invalidate that method of sale. The law also provides that a signed 
written contract evidencing purchase under a time credit price shall be prima 
facie evidence that such purchase was in fact upon a time price basis. 

This proposed Federal legislation threatens to destroy our time sales contract 
theory by, and we quote from this bill, “(2) stating the percentage that such 
amount bears to the outstanding principal obligation, or unpaid balance, expressed 
in terms of simple annual interest.” 

Our present Texas Constitution limits our lending rate to 10 percent simple 
interest, which means on a declining balance basis such as installment paper, that 
$5.30 per $100 is the maximum amount of interest that can be charged legally. 
Hence, our time sales contract theory—one price for cash, one price (including 
the cost of doing business) for time sales. Quoting from the Dallas Times Herald 
of January 23, 1959, at a meeting in Corpus Christi, Tex., our own attorney 
veneral, Will Wilson, made the following statement : 

“It is pretty well established that the 10 percent interest rate limitation is not 
a realistic limitation for installment plan credit.” 

The Texas Legislative Council in 1958, after a comprehensive investigation and 
study, recommended to the legislature the adoption of “a constitutional amend- 
ment which would authorize the legislature to classify loans and lenders, license 
and regvlate lenders, define interest and fix maximum rates of interest.” After 
eareful consideration, the legislature in 1959 adopted by a large majority a 
resolution which will place this constitutional amendment before the people 
November 8, 1960. 

This constitutional amendment, if passed by the people in November 1960, paves 
the way for a limited Consumer Loan Act, and also makes it possible for a model 
sales finance act. Once this constitutional amendment has been approved by the 
people, the legislature will have the authority to regulate and fix rates. 

Many leading Texans and Texas organizations have gone on record as to the 
need for adequate laws to regulate and control the small loan and finance busi- 
ness. Such laws cannot be enacted by the legislature until the people of this 
State approve the constitutional amendment. 

From this program, you can readily see that these businesses concerned with 
the installment sales of merchandise are working hard to pass legislation to 
control abuses that might have occurred in our industry, once this constitutional 
amendment has been passed by the people of our State. 

The passage of S. 2755, the full disclosure bill, by the Federal Government 
would be unnecessarily and unjustifiably an invasion of States rights. 

Installment buying is the chief stimulant of volume production in all big ticket 
items. Volume production means lower retail prices. Lower prices enlarge 
the scope of the market and make better living possible for more and more people. 
Increased demand increases jobs. No other factor has been as important as 
installment buying in the remarkable expansion of our economy. The compara- 
tively small premium paid for “service charges” by the installment buyer over 
simple per annum interest charges, is a small fraction of price advantage that 
goes along with volume production. 

Any method that denies or threatens to deny sufficient “service charge” to 
handle installment paper results in one of two alternatives, neither of which 
accomplish the expressed purpose of this bill: 

(a) the withdrawal or drastic curtailment of installment credit ; or 
(b) the upward adjustment of price on the item itself. 

The small buyer and the small businessman would be the first victims of a 
curtailment of installment buying. The man of modest means and minimum 
earnings can pay out of wages a small amount a week to provide himself trans- 
portation. A car selling for a few hundred dollars can fill his need. A used car 
dealer can stock and make such a care available. But the dealer cannot handle 
it on a legally fixed per annum simple interest charge unless he protects himself 
with a higher price. Furthermore this small businessman cannot be expected 
to convert the necessary carrying charge to simple per annum interest in each 
case, and uniformity is impossible on all deals regardless of the price of the 
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item. All must vary. The criminal penalties attached to this proposed legisla- 
tion will discourage any further activity in the installment credit field by a small 
used car dealer. 

The creation of a new Federal agency or the expansion of an old one to 
administer this proposed law would be required. This is ungersirable because it 
would increase Federal expenditure for no good reason. 

Total coverage of the bill is so wide as to make its application utterly im- 
practical. The big automobile dealer would have a problem with no practical 
solution. The small dealer would be placed in an impossible situation. The 
pookkeeping expense would be too enormous to contemplate and would make in- 
stallment selling as we know it entirely impossible. It would be possible to 
continue it only on a two price basis, one for cash, the other on credit. Then 
the number of installments would become a factor again in arriving at the correct 
per annum percentage. 

To sum up, the bill unnecessary. It answers no general public outery for 
relief, it is impractical to administer, and there is no evidence that the deceptive 
practices which are of concern to the committee are widespread in the industry. 
Its effect on the economy would be so widespread that the public interest would 
be placed in serious jeopardy, far beyond any relief that might accrue. 

The members of our association are vitally interested in this matter inasmuch 
as we believe that its passage would constitute a very serious injury to the 
installment buying phase of our economy in general and to independent automo- 
bile dealers in particular. 

Having full knowledge of your interest in small businesses, and also of your 
wide and varied experience in matters pertaining to the overall economy of this 
country, we do not feel it necessary to discuss at length the fact that free enter- 
prise, particularly in the field of small businesses, is the very keystone of our 
democratic economy. Those of us who actually operate small businesses con- 
sider artificial regulation, especially by the Federal Government, as a very grave 
threat to the essential elements of free enterprise which have contributed so 
heavily to the success and progress of this Nation. 

This bill is not what it seems. It is a proposal that will not benefit the public. 
The good intentions of the sponsors of this bill are not questioned, but its passage 
would do a great deal of harm and no material good can come from it. 








{Business Review, April 1960} 


$52 BILLION ON THE CUFF 


How Burdensome is Consumer Credit? 


Fifty-two billion dollars is a little less than the 
amount of consumer credit outstanding, not count- 
ing mortgages. It represents a great many unpaid 
automobiles, television sets, doctor bills, and the 
like. Fifty-two billion dollars plus is a lot of 
credit. Some people think it’s too much. 

Credit dollars have without doubt given con- 
sumers what they feel they want—the appliances 


FIFTY-TWO BILLION DOLLARS—AND STILL 
CLIMBING 

Short- and intermediate-term consumer credit has 

been rising rapidly since the end of World War 

ll. The debt outstanding increased $6.5 billion in 

1959, and in the first two months of 1960 (on a 

seasonally adjusted basis} it continued to climb. 


BALIONS OF DOLLARS 
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and conveniences that distinguish the American 
standard of living. They have given many busi- 
the ability to 
penetrate mass markets, to produce for less, sell 


nesses what they feel they want 


for less; and make more. They have given many 
financial institutions a profitable outlet for re- 
serves and savings. Credit has made some people 
very happy, some people very rich, and some peo- 
ple a little of both. On the whole, it has been 
beneficial. 

But like other revolutionary devices, fire and 
atomic energy, for example, consumer credit 
could be dangerous. It can and has made some 
people unhappy and poor—especially those who 
have plunged into debt with abandon. If it makes 
too many people unhappy and poor, the entire 
economy, even the cautious, will suffer. Wide- 
spread defaults, such as were experienced in the 
mortgage markets in the late 1920’s and 1930's, 
could put tremendous pressure on financial insti- 
tutions and undermine prosperity. 

Some observers are currently concerned about 
consumers who have used credit in a misguided 
way, and families that now carry very heavy 
burdens. But despite the unwise use of credit 
by some consumers the economy and its finan- 
cial system are basically sound and not over- 
burdened. The likelihood is that this will con- 


tinue to be the case in the foreseeable future. 
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CONSUMERS IN THE AGE OF DEBT 
In this Age of Debt large numbers of people are 
borrowing record amounts of money. For most, 
going into debt demands a certain way of looking 
at things; indebtedness is also a technique of 
economic living. 

The total debt of consumers, businesses, and 
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governments in the United States amounted to 
more than $825 billion in 1959—about $4,600 
per person. This was almost twice the amount of 
the gross national product. Almost 70 per cent of 
the consumer spending units in the United States 
had some sort of debt outstanding. Probably even 
a larger proportion of businesses and governments 





A CONSUMER CREDIT SAGA 


The April sun shone brightly through the win- 
dows of the university classroom. The professor 
peered over his glasses at what seemed to be an 
attentive group of students in his Personal Fi- 
nance course. 

We all know or have heard of people," he 
began, ‘who have gotten too deep into debt. 
But how deep is ‘too deep?’ " 

He ignored four students who raised their 
hands, and continued. "'It's really very hard to 
generalize. This is a question that can be answered 
only after taking into account the individual's 
total resources and obligations. Now take the case 
of James S.—an actual case taken from the files 
of the local credit bureau. Only the names have 
been changed to protect the guilty." 

The oncleuie paused a moment. There was 
scattered laughter from the class. He went on. 

James is a truck driver, married, and has five 
children. He clears about $470 a month—a rela- 
tively good income—but he has no financial sav- 
ings to speak of. 

He recently purchased a house with the help 
of a $7,000 mortgage. He borrowed $900 to 
improve his home and $800 more for furniture. 
He purchased clothing for his family at several 
department stores with charge accounts and now 
owes $300 there. He has an additional $300 debt 
for a freezer and food plan. Including doctor 
bills and other miscellaneous debts, the total 
amount he owes comes to well over $9,500. 

After James S. gets through buying the bare 
necessities of life each month, he only has about 
$150 left. But he has committed himself to 
monthly payments of $300. He has clearly over- 
committed himself. His freezer will probably be 


repossessed and his credit standing ruined. 

"Now observe that we had to know a good 
deal about James S. to arrive at this conclusion. 
lf he hadn't such a large mortgage or such a 
large family, or if he had some savings, the 
burden of his debt might have been heavy but 
not overwhelming.’ 

A student majoring in Economics raised his 
hand and the professor recognized him. ''| think, 
he began, "that James S. must either be a crook 
or unusually stupid. He knows what he makes 
each month; he knows what it costs to live. He 
should never have agreed to pay out more than 
he could afford." 

“Oh, | don't know about that,"’ broke in a 
student majoring in Psychology. ‘He was prob- 
ably barraged by salesmen until he couldn't 
remember how much he owed or how much he 
made. And, after all, he only wanted the better 
things in life for his family. Modern advertising 
has no doubt persuaded him that to be a good 
provider he has to provide an awful lot."' 

Yes,’ offered a student majoring in Social 
Work, ‘and how about his family—a wife and 
five children. Now they're going to suffer for 
his good intentions." 

Perhaps so,’ answered the Economics major, 
but an economy can't suffer too many people 
like James S. How many are there like him in the 
United States today?" He looked toward the 
head of the classroom. . . . But no one was there. 


"The professor had left while the discussion was 
going on. The bell had rung and he was on his 
way to get a loan on a car he was planning to 
buy. 
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A DEBT EXPLOSION 

Total debt seems to have exploded upward around 
1940. But this reflects varying movements in the 
components of debt. Total consumer debt took off 
after the war and has been rising more rapidly 
than either business or government debt since. © 


had debt outstanding. The chances are that never 
before have so many owed so much to one another. 
When did the Debt Age begin? It’s hard to say, 
The accompanying chart seems to show that total 
debt exploded upward about the beginning of 
World War Il. This upsurge, however, reflects 
varying movements among the component parts 
of total debt. Consumer debt did not start moving 
rapidly until the war was about over. 
Moreover, our figures only go back to 1920, 
What looks like a 20-year-old debt explosion may 
in reality be only the continuation of an inter. 
rupted long-term trend. Everything considered, 
total debt is not too much higher today than it 
would have been had the average rate of increase 
during the 1920's simply continued without inter- 
ruption to the present. It would appear that the 
Age of Debt has been on its way for some time. 
In 1959 total consumer debt, including mort- 
gages, amounted to about $200 billion. This was 
considerably smaller than either business or gov- 
ernment debt. But, consumer debt has increased 
considerably faster than either since the end of 
World War II and much faster than over-all 
economic activity. During this period the instal- 
ment credit part of consumer debt has provided 
the biggest upward push. Instalment debt has 
grown in three distinct surges from practically 
nothing in the early 1920's to its present levels. 
The postwar surge has been strong and of long 
duration. It is only recently that the rate of 
growth has seemed to slow down. 
Behind the rapidly rising instalment debt in 
the postwar period has been a growing demand 
for a variety of consumer products; most of all a 
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INSTALMENT DEBT IN THREE INSTALMENTS 
nstalment debt has grown in three distinct surges 
m very low levels in the early 1920's to about 
The postwar surge has 
-ontinued for some time, but in recent years has 
be slowing down. 


$40 billion currently. 
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growing demand for automobiles. Automobile 
credit amounts to about 42 per cent of the total 
instalment debt outstanding. It is likely that at 
least an additional 15 to 20 per cent of instalment 
debt outstanding is accounted for by other con- 
sumer durables such as washing machines, re- 
frigerators, freezers, and related plug-ins. The era 
of the automobile, the household appliance, and 
the Age of Debt have moved along in harness. 

A new attitude on the part of consumers has 
also developed in the last 40 years. Consumers 
who go into debt voluntarily today—with the ex- 
ception of a few confirmed deadbeats—are gen- 


erally optimistic, emancipated, and want some- 
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thing very badly “right now.” 

They are optimistic in the sense that they fre- 
quently believe their incomes are going to rise 
and that the burden of their debts will therefore 
grow lighter as time goes on. They are emanci- 
pated in the sense that they don’t believe that be- 
ing in debt is a blemish on their character. Their 
desire for “certain things” must be very immedi- 
ate and strong because they are willing to pay 
such large amounts in financing charges and 
therefore give up so many other goods. 

Several generations ago only the public honor 
of being a gentleman could offset the public dis- 
grace of being in debt. People generally waited 
for what they wanted, partly because of custom 
and partly because of harsh law. Until the 1830's, 
the delinquent borrower went to jail 

Consumer indebtedness today also represents 


a technique available to every family for organ- 


THE DEMAND BEHIND INSTALMENT DEBT 
Automobile loans have accounted for the largest 
portion of instalment debt growth since 1946 
Other consumer goods such as refrigerators, 
freezers, and washing machines have also been 
important. 
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izing its economic resources. The one quality that 
houses, television sets, automobiles, and other 
consumer durables have in common is that none 
are consumed immediately. All yield service over 
a period of time. Purchasing a durable good on 
the instalment plan permits the consumer in a 
rough way to pay for these services as he con- 
sumes them. 

Consumer borrowing in recent years, however, 
has gone far beyond purchasing durables. The 
consumer today can eat, sleep, and travel on 
credit. New bank plans permit him to use a line 
of credit for a variety of purposes. Some con- 
sumers now borrow to buy services directly— 
such as airline tickets—as well as goods that yield 
services. Others borrow for everyday expendi- 
tures as a convenient way of having their credi- 
tors keep financial records for them. Some go 
into debt in order to get out of debt. 

In the Age of Debt, indebtedness has become 
a way of life. This, without doubt, has benefits, 
but it also has some burdens. 


THE CONSUMER'S BURDEN 


Salesman: If you buy this dishwasher, Madam, 
you will save the cost of a maid. 
Housewife: We bought an automobile to save 


bus fare, a television set to save en- 
tertainment expense, and a washer 
to save laundry bills. | really think 
we are saving about as much as we 
can afford. 

The entire world has become enamored with the 
“American standard of living.” It’s not surprising 
that Americans have fallen in love with it them- 
selves—and have sometimes pursued it with more 
courage than wisdom. 

How many people are in debt over their heads 
today ? How many people are so close that a minor 
financial disturbance caused by illness in the fam- 


CONSUMER CREDIT LABELING 


BILL 


ily, a strike, or a layoff at work can make things 
really difficult? The data available are not de. 


tailed enough to provide final answers. Yet these | 


questions concern many, and it’s important to 
look at what is available. 

The over-all statistics suggest that consu- 
mers are not overburdened. The ratio of instal. 
ment debt repayments to consumers’ disposable 
income—a figure frequently used to weigh the 
burden of the debt—rose slowly in 1959 de. 
spite a $5.4 billion increase in instalment credit. 
At its current 13 per cent level, the ratio is 
slightly lower than it had been in the latter part 
of 1957. 

Moreover, year in and year out, consumers on 
the whole tend to save more than they borrow— 
in technical terms their total acquisition of finan- 
cial assets exceeds new borrowings. Mainly as a 
result of this, the net financial equity of con- 
sumers (financial assets minus financie! Jiabili- 
ties) is almost always increasing. Since the end 
of World War II, liquid assets held by consumers 
have grown in a parallel fashion. 

These over-all statistics, however, leave much 
to be desired. It’s conceivable that a low ratio 
of repayments to income simply reflects the very 
heavy burdens of some and the very low burdens 
of others. Those with unimportant debts may be 
doing most of the saving, while those with signifi- 
cant debts are saving little. 

There are several facts that suggest that a large 
number of the most highly burdened debtors are 
low-income recipients. On average, indebted fam- 
ilies in the lowest income groups have the highest 
ratios of debt repayments to income. In addition, 
a relatively large majority of these indebted 
low-income families have unusually high ratios. 
Finally, the indebted families in the low-income 
groups probably have only small amounts of 
liquid savings. 
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We cannot estimate the number of families 
with “too much debt.” But it does seem clear 
that low-income receivers are among the most 
highly burdened. 

It's significant, however, that there are not too 
many high-burdened, low-income families; a rela- 
tively small proportion of low-income receivers 
are indebted. Moreover, a relatively large propor- 
tion owe only small amounts of money. High bur- 
dens among these families really reflect low 
incomes rather than large amounts of debt. 

Middle-income debtors, on the other hand, 
have moderate ratios of payments to income; but 
in the middle-income classes, debts are generally 
large compared to liquid assets. It would seem, 
therefore, that the burden of existing debt for 
these families would only beeome very heavy if 
their incomes fell sharply. 

General statistics on the consumer sector of the 
economy and breakdowns by income groups both 
suggest that there are at present relatively few 
families with excessively high burdens. 


THE ECONOMY’S BURDEN 

If consumers could keep their debts and their 
burdens to themselves, there wouldn’t be much 
more to say—except perhaps a word of caution 
delivered with a wagging finger. But of course 
that’s impossible. Consumers are the bedrock of 
American prosperity; they spend over $300 bil- 
lion a year purchasing about 65 per cent of gross 
national product; and anything that affects large 
numbers of them affects the entire nation. 

Consumers have wanted credit and they've 
gotten it; and this, in and of itself, must be 
marked down as beneficial; so, too, must the high 
level of economic satisfaction that seems to come 
with the ownership of durables. It’s not too sur- 
prising, however, that along with the public bene- 
fits have come some public burdens. 
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These burdens aren’t simply a matter of heavy 
debt obligations relative to income. They result 
from the impact of consumer credit on the intri- 
cate economy in which we live. 


Economic ups and downs 

Consumer credit does not cause booms and busts. 
The business cycle is older than consumer credit 
and would exist without it. But credit is probably 
one of the forces now at work that contributes to 
economic instability. 

Because credit gives the average consumer the 
opportunity to drive an automobile rather than 
ride a trolley car, it also gives him the opportunity 
to postpone or accelerate a large portion of his 
expenditures. He can easily say “It rattles a lot 
but I think I'll drive the old wagon a year or so 
more.” On the other hand, buying an automobile 
compels him to make an unusually large expendi- 
ture when he only wants a little bit more service. 

When the economic horizon is sunny and 


STEADY SERVICE, BUT ERRATIC SPENDING 

Consumer expenditures for services typically 
move in a steady fashion. But expenditures for 
service-yielding durables fluctuate widely. To the 
extent that credit has permitted consumers to 
substitute durables for services, it has added an 


unstable element to economic activity. 
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bright, consumers tend to be optimistic and they 
all trade in the old one at about the same time. 
When clouds appear on the horizon, consumers 
all tend to be pessimistic and they'll “use it a 
while longer.” 

Lenders keep an eye on the horizon as well. 
When economic conditions look good, they en- 
courage and promote consumer loans. When the 
gale warnings go up, they usually are reluctant 
to lend. 

The result is that the business of automobile 
companies fluctuates more widely than the busi- 
ness of trolley car lines—expenditures for all 
durables tend to fluctuate considerably more than 
consumer expenditures for services. This has been 
a problem in the past, particularly during periods 
of prosperity. Optimistic and aspiring consumers 
have been able to obtain supplemental purchasing 
power and have helped to feed the fires of infla- 
tion, 

One frequently expressed fear, however, has 
not materialized in the postwar period. A stiff 
recession, some have said, might easily over- 
whelm many consumers who are just about mak- 
ing their payments as it is. If large numbers of 
indebted consumers were to experience a severe 
loss of income during recession, the repayments 
they were obliged to make might depress their 
expenditures for currently produced goods and 
services. With consumer incomes falling still 
further, there would be widespread defaults and 
financial panic as well as economic crisis. 

In the postwar years, despite the rapidly grow- 
ing consumer debt, total consumer expenditures 
have held up remarkably well during recessions: 
to a large extent, this has been because incomes 
have held up. The consumer may be more vul- 
nerable to troubled times today because of his 
large debt, but so far in the postwar period the 


nation has been able to prevent serious trouble. 
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Financial stability 


The supply side of the credit industry has grown 


in step with the demand. Six individual loan 


companies today have consumer receivables ex. 
ceeding $} billion each. Commercial banks have 
moved into the field strongly in the last 20 years 
and now are the largest single lender. In the past 
six years, credit unions have almost tripled their 
holdings of instalment debt and their total hold. 
ings, while still small, now exceed $3 billion. De. 
partment stores and other retail outlets have also 
continued to expand their activities. 

Creditors have advertised, promoted, extended 
terms and pioneered new schemes. At times the 
competition has been fierce. Some critics claim 
that this strenuous rivalry may already have 
resulted in the extension of unsound credit to 


many overburdened consumers. They 


fear that 
sooner or later the chickens will come home to 
roost and the whole business will lay an egg. 

In most cases, so far, consumer credit has been 


a profitable business—well worth the pursuit, 


THE SUPPLY BEHIND INSTALMENT DEBT 

Commercial banks have accounted for the largest 
proportion of instalment debt growth since 1946 
with sales finance companies not too far behind 


BILLIONS OF D ARS 


30 
PER CENT OF TOTAL INCREASE 
20 i 40 
10 i 20 
° ° 








Whil 


sions 


been 
good 
we W 
If 
exac 
hare 
wou 
borr 
uted 
one 
with 
lenc 
stre 
inn 
abil 
be s 
wid 
evil 
it d 
obl 
vid 
, 
tio! 
ren 
ers 
put 
ove 
be 


me 


2rown 


1 loan 


les ex. 
s have 
) years 
le past 
1 their 
| hold- 
n. De- 


e also 


tended 
es the 
claim 

have 
dit to 
r that 
me to 
g. 
s been 


ursuit, 


argest 
1946, 
ehind. 


CONSUMER CREDIT 


While deliquencies typically rise during reces- 
sions, the experience of lenders has never really 
been bad, and most of the time it’s been very 
good. With incomes increasing, it’s very unlikely 
we would have a sudden wave of defaults. 

If for any reason we did, however, what the 
exact impact on the financial system would be is 
hard to say. It does seem clear that some lenders 
would suffer more than others. The defaulting 
borrowers would probably not be evenly distrib- 
uted among all types of creditors; those, who for 
one reason or another typically negotiated loans 
with better risks would be better off. Beyond this, 
lenders would fare according to their financial 
strength generally, the proportion of their assets 
in non-consumer loans and investments, and their 
ability to get outside help. There would, of course, 
be significant indirect effects as well. For example, 
widespread defaults by consumers would in- 
evitably depress retail sales, and this would make 
it difficult for businesses to meet their own debt 
obligations. But the probable impact on indi- 
vidual lenders is very difficult to determine. 

Nevertheless, there are some general considera- 
tions that suggest the financial system is not cur- 
rently in an overly exposed position. The lend- 
ers who do most of the lending are large, re- 
putable, and basically sound businesses. More- 
over, in any wave of defaults, it would most likely 
be the families with the highest ratios of repay- 
ments to income who would be unable to pay 
their debts—as we have already indicated, mostly 
families in the lower-income groups. These de- 
faults, however, would involve a relatively small 
proportion of the total debt outstanding—and the 
assets of creditors. In 1959, more than 75 per 
cent of all personal debt was owed by consumers 
with incomes of $4,000 and above. 

It seems, then, that consumer creditors and 


debtors are basically sound, and that the credit 
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WHO OWES THE DEBT? 

In 1959, low-income families owed a relatively 
small proportion of the total personal debt. About 
23 per cent was owed by families with yearly 
incomes under $4,000. 


INCOME CLASSES 
PER CENT 
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Source cw of Consumer Meson 1959 

extended has not undermined the soundness of 
the financial system. On the other hand, credit 
has been an unstabilizing force in the economy; 
but its serious effects have been minimized by 


policies designed to promote economic stability. 


The backward art of borrowing money 
Economists tell us that when the consumer 
goes out to buy, he thinks about how much he 
really wants the different goods and services that 
are offered and the prices he must pay for them. 
He spends his money so as to get as much satis- 
faction as he can. 

Of course, his success or failure in consuming 
doesn’t show up on any kind of satisfaction- 
meter, as the businessman’s success or failure in 
buying shows up in his profit and loss statement. 


But assuming that the consumer usually knows 
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what’s best for himself, the free enterprise econ- 
omy is well calculated to make him happy. 

Consumers signal their desires by casting dollar 
votes in the market place. Producers who want to 
make a profit follow these signals. The greater 
their efficiency and dispatch in following—or an- 
ticipating—the signals, the more profit they make. 
The consumer, therefore, should get what he 
wants with efficiency and dispatch. 

But does he really get what he wants? Only if 
he gives the right signals. Since it’s in his own 
interest, is there any reason why he wouldn’t give 
the right signals? At times he can’t give them 
because he doesn’t know enough about the differ- 
ences among the goods and services that compete 
for his dollar—differences in quality and differ- 
ences in price. A consumer who doesn’t have 
enough information can hurt himself; he may 
not get the most out of his income. If many con- 
sumers lack adequate information, they hurt the 
entire economy by permitting relatively ineffi- 
cient firms to stay in business. We may think of 
the consumer as an economic planner doing the 
best he can for himself. But the plans he formu- 
lates don’t always fulfill his personal objectives 
because he is sometimes either uninformed or 
misinformed. 

When a consumer buys an automobile on time, 
he usually knows what his monthly payments 
come to, say $50, and that he must make pay- 
ments for a year or two. In one sense, then, he 
knows the total cost of the product he is buying. 
What he frequently fails to realize is that he is 
borrowing money as well as buying a product. In 
order to properly evaluate the merits of various 
offers in the market, he really must know the 
cost of the loan as well as the packaged cost of 
the loan and product. 

If the consumer knows the cost of borrowing he 
may decide to wait a while before buying, save up 


CONSUMER CREDIT 


LABELING BILL 


a little more and borrow less. On the other hand, 
he may borrow the same amount or even more. 


Regardless of the results, his decision would be | 


on the basis of actual cost and his planning 
would be more rational, and less subject to bitter 
afterthoughts. 

Even if the same products in the same amounts 
_were sold, there would be benefits for the entire 
economy. If the consumer knows the alternative 
costs of borrowed money, he can systematically 
patronize the most efficient, lowest-cost lenders, 
Inefficient, high-cost, slick-operating lenders could 
not persist in siphoning business away from repu- 
table and efficient financial institutions. 

Take this case that came to light recently in 
court. A young housewife had borrowed $50 from 
a loan shark on the promise to repay $6 per week 
for every $5 borrowed. She ended up owing him 
$4,395. She didn’t realize that the true annual 
interest cost on the $50 she borrowed was over 
1,000 per cent. Loan sharking is, of course, illegal 
but a good deal of it must persist simply because 
of consumer ignorance. 

In recent testimony before a congressional 
committee, William McChesney Martin, the 
Chairman of the Federal Reserve Board, summed 
it up this way: 

“As I remarked at the outset, men of good 
will wish the consumers not to be deceived by 
lenders and thus fail to receive the value they 
thought they had bargained for. Caveat emptor 
can scarcely operate in the absence of knowl- 
edge by the potential buyer and debtor as to 
how much he is really paying.” 

It has often been asserted that most consumers 
don’t care about the cost of loans—that all 
they care about is the monthly payment. This 
may well be true. But it is another thing to argue 
that this is all they should care about. For their 

(Continued on Page772) 
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THE COST OF BORROWED MONEY 


The cost of a loan is often expressed in terms 
of an annual interest rate. For example, 6 
per cent is the interest rate on a $100 loan 
which must be repaid with $106 at the end 
of one year's time. Interest is a customary 
and convenient way to state the cost of 
money. Six dollars, in this case, is another 
way of expressing the same cost. 

On an instalment purchase it is frequently 
difficult to translate financial charges in 
dollars into simple interest rates. Insurance 
requirements, late-payment penalties, and 
a variety of other terms can make such a 
translation a difficult and sometimes im- 
possible project. 

Nevertheless, consumers could benefit by 
making interest rate comparisons where 
possible. Consumers must frequently de- 
cide between borrowing and saving. If the 
decision is to borrow, they must decide 
“who from." Returns for saving are often 
expressed as interest rates and interest rate 
comparisons show, in a simple fashion, 
higher and lower costs of borrowing. 

There are certain classes of loans made by 
certain types of lenders for which it is not too 
difficult to determine annual interest rates. 
Commercial banks often deduct the cost of 
8 personal loan in advance. The bank may 
charge a 6 per cent discount cate on a $100 
fost a year; it will give the borrower $94 
on condition that he pays back $100 in equal 
monthly instalments. Since the borrower 
does not have the use of $94 for a full year 
—only in fact for the first month—the true 
annual interest rate is higher than the bank 
discount rate. It's about twice as high—!2 
per cent. 

Some financial institutions, like credit 
unions and consumer finance companies, will 
charge a given per cent per month on the 
unpaid balance of a loan. The annual interest 
rate will usually amount to about 12 times 
the rate stated. A charge of | ver cent a 


month means a simple rate of 12 per cent a 
year. A charge of 2 per cent a month means 
a rate of 24 per cent a year. A 3 per 
cent per month rate on the unpaid balance 
of a loan may seem low but it amounts to a 
simple annual interest rate of 36 per cent 
a year. 

All things being equal, interest will be 
lower if payments are monthly instead of 
weekly; the borrower obtains the use of a 
larger average amount of money on a 
yearly basis. If after the dollar cost of the 
loan is fixed the borrower has a year rather 
than nine months to pay it off, the interest 
rate will also be lower—basically for the 
same reason. 

The annual interest rate on any loan 
can be easily approximated by using the 
following formula: 


r= 2x wx 

Pin + 1) 
the annual interest rate. 
the number of payment pe- 
riods in one year (12 if you 
repay monthly, 24 if you re- 
pay semi-monthly). 
the cost of the loan in dollars 
(The cost of $100 loan for 
which a 6 per cent discount 
has been charged is $6.) 

P = the actual amount of the loan 
itself, excluding the dollar 
cost of the loan ($94 in the 
above example). 

n = the number of repayments 
actually made. 

If $6 were deducted from a $100 loan to be 
repaid in 12 equal monthly instalments, the 
formula would be filled in as follows: 


r=2x 12 x $6 
$94 x (12 + 1 


Where r 


= 11.8% 





769 








770 


To support a record-breaking buying splurge 
in 1955, consumers borrowed record-breaking 
amounts of money. Many observers tightened 
their lips and wondered. But in 1956 the growth 
of credit slowed and prosperity continued. 

With credit again moving up rapidly in 1959 
—and with continued growth in prospect for 
1960—many are beginning to wonder again. 


The questions and the concern really go 
back further than 1955. Throughout the postwar 
period, total consumer debt has been growing 
more rapidly than over-all economic activity. 
Consumer debt* as a per cent of gross national 
product has been climbing and in 1959 it reached 
an all-time peak. 

PER CENT 


40 
30 


20 





(947 49 ‘s! ‘s3 * ss ‘7 9 


* Includes mortgage debt, short- and intermediate-term and other 
consumer debt. 
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A rule-of-thumb ratio to weigh the burden 
of consumer debt—instalment debt repayments 
as a per cent of disposable income—has also been 
climbing through most of the postwar period. But 
in 1958, a year colored by recession, it fell; and 
last year, despite a rapid increase in instalment 
debt, it climbed slowly. At the end of the year it 
was still below the level reached in the last 
quarter of 1957. 


PER CENT 
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While consumers have been borrowing heav- 
ily since the end of World ‘War Il, they have 
also been saving heavily—in fact, more Teavily 
than they've been borrowing. Even in years when 
consumer debt has climbed steeply, financial 
savings of consumers as a whole have exceeded 
new borrowings. Mainly as a result of this, the 
net financial equity of individuals has been rising 
consistently. Liquid assets have been increasing 
in @ parallel fashion. 
BILLIONS OF DOLLARS 


300 


200 


° 
1940 4s so 58 
* Total financial assets (excluding corporate securities) less total 
abilities 
Source: Securities and Exchange Commission 
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These general statistics on the consumer sec- 
tor of the economy suggest that the consumer 
ot mortgaged his soul for an automobile 

Jot and that he has the wherewithal 
to handle his debts. But they do not reflect the 
position of all individuals. When family units are 

vided into income groups, it becomes apparent 
that the debt burdens are not evenly distributed 
throughout the economy. 
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Families in the lowest-income groups tend to 
have the highest average ratios of instalment pay- 
ments to disposable income; average ratios gen- 
erally fall as incomes rise. In addition, there is a 
relatively large majority of indebted low-income 
families with unusually high ratios.* But, it must 
be added, relatively few low-income families are 
ndebted, and most of these owe only small 
amounts. 


INCOME CLASSES 
PER CENT 
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0 
| Co 
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*In technical language, the mean ratios are greater than the 





E 
9 
: 


median ratios in each income class. The differences between the 
meen and medien ratios generally fall as income increases. 


Source: Survey of Consumer Finances, 1959 
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Middle-income debtors, on the other hand, 
have moderate ratios of payments to income. But 
middle-income families as a whole have high ratios 
of personal debt* to liquid assets. |f incomes fell 
sharply, these families might find it difficult to 
handle their existing debts easily. 


INCOME CLASSES 
PER CENT 





* Includes all short- and intermediate-term consumer debt other 
than charge accounts; excludes mortgage and business debt. 


Source: Survey of Consumer Finances, 1959 


In answer to our beginning question: Is the 
consumer overburdened? It depends on whether 
you are talking about a sector of the economy 
or human beings. The consumer sector does not 
appear to be “over its head" in debt; on the 
other hand some families in the low-income 
brackets are currently carrying very heavy loads. 
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(Continued from Page768) 

own well-being, as well as the well-being of the 
entire economy, consumers are well-advised to 
know and understand the prices they pay, includ- 
ing the price of money. 


CONCLUSIONS 

During the past 40 years we have had in the 
United States a credit revolution. Consumer 
credit is so large today that it has really become 
a way of living. It has brought unquestioned bene- 
fits to consumers and industry. There have been 
some burdens also. 
. The individual consumer carries the heaviest 
burden alone. He, himself, must repay the debts 
he incurs. If he does not, his collateral will be 
repossessed and his credit standing severely in- 
jured. 

"The most heavily burdened consumers today 
seem to be concentrated in the lower-income 
groups. But the number with excessively high 
burdens appears to be relatively small. 

The burden of consumer credit for the entire 
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economy does not at the moment seem alarm. 
ingly heavy. It is true that consumer credit has 
probably made the economy a little less stable 
than it otherwise would be; but the excessive 
difficulty large debts create when incomes fall 
has so far been minimized in the postwar period 
by over-all economic expansion, relatively mild 
recessions, and policies designed to keep incomes 
from falling during recessions. 

The financial system today does not seem overly 
burdened by the rapid expansion of consumer 
credit. Lenders would probably run into serious 
trouble only in the event of a depression—and 
then, consumer debt wouldn’t necessarily be the 
greatest difficulty. 

A less measurable economic burden for the 
economy—but one just as real—occurs because 
consumers often buy on time in an uninformed 
way—without knowing the cost of the money they 
are borrowing. When they do this they not only 
hurt themselves, but they reduce the efficiency 
with which the economy provides goods and 
services in accordance with consumer tastes. 
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STATEMENT OF CHAMBER OF COMMERCE OF THE UNITED STATES 


The Chamber of Commerce of the United States does not oppose in principle 
the seeking of full disclosure by lenders to borrowers of the cost of credit 
extended, so as to prevent the uninformed use of credit. 

But we nevertheless believe that if full disclosure is necessary, it should 
not be sought through Federal legislation such as S. 2755, but rather through 
action at the State and local levels. Here are our reasons: 

(1) It does not appear that S. 2755 could achieve its stated purpose— 
“promotion of economic stabilization” through preventing the “excessive” use 
of credit. 

(2) Such legislation would be impossible to enforce effectively. 

(3) It represents another intrusion by the Federal Government into matters 
that are more appropriately left to the various States ; and 

(4) Finally, many States have acted in the consumer credit field. Should 
there be a need or démand for such legislation in States presently having no 
laws on this subject, it is reasonable to expect that those States can and will 
take appropriate action. 

More specifically, with respect to each of these several reasons : 

(1) S. 2755 states “that the Congress finds and declares that economic 
stabilization is threatened when credit is used excessively,” and states further 
that “excessive use of credit results frequently from a lack of awareness of 
the cost thereof to the user.” 

The purpose of the act is, therefore, to bring about “full disclosure of such 
cost with a view to preventing the uninformed use of credit to the detriment 
of the national economy.” 

S. 2755 would not achieve the purpose of protecting economic stability. Nor 
is it demonstrable that “excessive” use of credit results from any lack of aware- 
ness of the cost of credit on the part of consumer users of credit. 

On the other hand, it is just as possible—and at least as likely—that the 
demand for consumer installment credit is inelastic; that is, this demand will 
vary but little in response to wide changes in interest costs. For one thing, 
the demand for consumer installment credit is a derived demand. The de- 
manders of such credit are not buying credit primarily. They are buying goods 
and services which they wish to use during the payment period. And for 
another, it appears that consumers are customarily much more budget-conscious 
than they are cost-of-credit conscious. When a consumer asks himself—“Can 
I afford this product?’—the answer most often is in terms of, “Can I fit the 
monthly payment into my budget?’ rather than “How much will the money 
I have to borrow cost me?” 

(2) The problem of effectively enforcing S. 2755 would be formidable. Even 
token enforcement would require large numbers of additional employees and 
large additional costs for the agency ultimately charged with enforcement re- 
sponsibility. Significantly, both the Chairman of the Board of Governors of 
the Federal Reserve System (which is given responsibility for enforcing S. 2755) 
and the Chairman of the Federal Trade Commission (another agency to which 
responsibility for enforcing S. 2755 might be assigned), while accepting the 
principle of the bill, have told this subcommittee that it would not be appropriate 
for their agencies to perform the enforcement task. 

A further problem would arise from the need for a uniform definition of the 
various kinds of finance charges. Many of the transactions which would be 
covered include, in addition to financing, the provision of insurance and a 
variety of other services for which a charge is ordinarily made. To convert 
this variety of charges into simple annual interest rates would require extremely 
detailed and complex regulations if any degree of uniformity were to be assured. 

(3) Such questions as the need for, the appropriateness, and the degree of 
regulation of credit disclosure information are matters which should be deter- 
mined by the States and not the Federal Government. The economic (in this 
case, credit granting) transactions that are involved are strictly local in nature; 
they occur between local lenders and local borrowers, in local markets for credit. 
There is no reason why the States cannot meet any needs or demands for regwa- 
tion in this field. 

Many States already have laws requiring varying degrees of disclosure in in- 
stallment sales contracts. Most of these laws have been revised from time to 
time to make them more effective. 
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Other States are currently contemplating passage of such laws. In the normal] 
course of events, it is reasonable to expect that the States will continue both to 
improve existing laws on this subject, and to increase the number of such laws 
It is this kind of local legislative action that is most appropriate for handling the 
problem, and that is more in the long-run interest of buyers and sellers, bor- 
rowers and lenders, than is the course of action proposed in S. 2755. 


PRINCETON UNIVERSITY, 
DEPARTMENT OF ECONOMICS AND SOCIOLOGY, 
Princeton, N.J., March 14, 1960. 
Senator Pau. H. DovuGLAs, 
Senate Office Building, 
Washington, D.C. 

DEAR PAUL: Here in brief are my reactions to your proposed S. 2755: 

(1) I believe that the “simple annual interest” provision is adequate if the 
regulatory authority is given power to issue regulations defining it more precisely 
and prescribing the form, or alternative forms, of computing and posting it. 
These regulations could permit the continuance of various types of lending prac- 
tices and yet provide for comparisons of interest charges on the same basis. 

(2) I believe the Federal Trade Commission would be the appropriate regula- 
tory agency. This is because so many lenders are not commercial banks or even 
primarily financial institutions, and neither the Federal Reserve nor the Federal 
Deposit Insurance Corporation has the necessary means of enforcement. This 
function is also closely related to the other functions of the Federal Trade 
Commission. 

(3) Because of the burden of enforcement. I would at the beginning limit the 
applicability of the act and regulations issued under it. For example, I would 
make it applicable to loans to private borrowers in amounts of $5,000 or less with 
exemptions only where the lender certified that the loan was for business pur- 
poses. However, the regulatory agency should be given power to extend the ap- 
plicability of its regulations to other loans to private borrowers when it finds that 
existing safeguards are not sufficient for the purposes of the act. 

(4) I cannot forecast how much this legislation and regulations issued under 
it would affect the total volume of personal credit. It would probably decrease 
the total volume somewhat as people realized the cost of borrowing. But it 
would almost certainly tend to change the sources of credit patronized as people 
avoided the most expensive sources and shifted their borrowing to those who 
charged less. 

Sincerely yours, 
LESTER V. CHANDLER, 


THE MECHANICKS NATIONAL BANK OF CONCORD, 
Concord, N.H., March 31, 1960. 
Re Senate bill 2755, “truth in lending” bill. . 
Hon. NORRIS COTTON, 
Nenate Office Building, Washington, D.C 

leak NokkIS: Senator Douglas is justified in asking for disclosure of financing 
costs in detail, but he must have been completely unaware of long-established 
reputable trade practices. 

Senate bill 2755 provides that the dollar amount of the various items in the 
tinance charge be clearly stated and provided to the customer on a form which 
both the seller or lender and customer have signed, which no one can object to— 
it is standard procedure for most banks. 

Kut it also will require that the finance charge must be converted to a “simple 
interest per apnum” rate figured on the reducing balance. 

This latter requirement will make the financing of consumers’ purchases 
through dealers practically impossible on any volume basis for banks, as I will 
explain. 

A substantial share of today’s sales of automobiles, farm and industrial equip- 
ment and other durables, are financed by banks, with the originating dealers 
handling the transactions for their customers, then discounting the paper at their 
banks. 
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Items involved in the finance charge vary with each transaction depending on 
the customer's wishes, such as a charge for life insurance or collision insurance, 
and the rate varies with the age of the car or equipment from 6 percent per year 
added onto the original unpaid balance on new cars, to 9 percent per year added 
onte the original unpaid balance for older used cars or equipment. For example: 


New car selling price $2, 000 


we eee ee em ewww ew wm wwe we oe oe we ow ow we oo oe oe ee eo ee = « 
- - + 


NEN ee a allel aca el hk A a ot 1, 000 


Balance due dealer (in this case, no charges for insurance of 


a stl ea pcdlgeen as apt etoile 1, 000 
Finance charge for one year at 6% add-on per annum_ a ie gle ine 60 
£0 SO ea a a A ee ae see ah are scien ties aa aot ae | 


Many States have retail installment laws specifying that such rates may not 
exceed 8 percent add-on per annum on new cars, up to 12 percent add-on per an- 
num on used cars. Massachusetts has such a law and it is expected our legis- 
lature will pass one in 1961. Such State laws also specify that the financing costs 
must be spelled out clearly in dollars. Charges for life insurance, collision in- 
surance, recording fees, and the interest charge all must be separately shown 
and the purchaser must be given a form signed by the dealer and purchaser, 
showing such data clearly. 

These retail installment laws were passed at the State level where all parties 
interested, the public, the banks and finance companies, and the State agencies 
were able to work out fair and acceptable rates and methods. In none of the 
many existing State retail installment laws has there appeared the requirement 
that the “add-on” rate (say 6 percent per annum per year) be converted to 
“simple interest” on the reducing balance. 

It is obvious that, depending on the date of the month that the payment is 
made and whether monthly or semimonthly or quarterly, the actual “simple in- 
terest” cost would vary all the way from 7.6 to 11.78 percent, and for all prac- 
tical purposes the requirement that the charge be converted to “simple interest” 
on any reasonably accurate basis, will eliminate banks from handling dealer 
business and one of the reasons why finance companies are still charging only 
6 percent add-on per annum for new car financing—no change since 1939—is the 
fact that banks are now active in purchasing dealer paper, and I think the 
general public would prefer to take their chances with bank financing as now 
available. 

The representative of the Better Business Bureau of New York earlier this 
week at the Senate hearing supported the need for disclosure—and all banks are 
in complete agreement—but the Better Business Bureau did not go as far as the 
conversion to simple interest, which they, too, must realize is simply not possible 
except for the case of the borrower who sits down with a loaning officer who has 
a calculator and ample time to figure out the conversion. 

It is my belief that the strong penalty in the law for failing to provide th: 
correct information at the time the sale is made will certainly drive reputable 
lenders who intend to comply with all regulations into something less hazardous, 
which hardly seems in the public interest. 

Jim Barker joins me in urging you to get Senator Douglas to eliminate the 
simple interest conversion clause and substitute for it the strict requirements 
that all separate items in the finance charge be clearly and specifically spelled out 
in dollars. This would make it fairly easy for the purchaser to learn what he is 
paying for financing, if he is interested. If he is not interested enough to com- 
pare the dollar charge with those available from reputable agencies I doubt if 
he is going to be much more interested in whatever the total charge amounts to, 
converted into simple interest. 

This is of extreme importance to all banks in the business of installment 
financing, and I can tell you that at the American Bankers Association Install- 
ment Credit Conference in Chicago March 20th to 23d, attended by 1,750 bankers 
from all 450 States, it was pretty much agreed that installment financing would 
be no business for banks if the simple interest requirement is kept in Senate 
bill 2755. 

Best regards. 


JoHN F. Darton, Cashier. 
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STATE OF ILLINOIS, 
DEPARTMENT OF INSURANCE, 


Chicago, IUl., April 27, 1960. 
Hon. Paut H. Doveé.as, 


U.S. Senate Office Building, 
Washington, D.C. 


DeaAR SENATOR DoveGias: In response to your communication of April 5, I am 
pleased to submit this memorandum concerning credit life and credit accident 
and health insurance. 

For the past 3144 years I have been director of insurance of the State of 
Illinois. Prior to this appointment I spent approximately 8 years with the de 
partment as an attorney. I then engaged in the private practice of law specializ- 
ing in the insurance law field for some 8 years. The past 3 years I have served 
as chairman of the National Association of Insurance Commisssioners subcom- 
mittee on credit life and credit A. & H. model bill legislation. The parent com- 
mittee of this subcommittee is the committee on insurance covering all install- 
ment sales and loans, The association is an organization of insurance regulators 
of the 50 States and territories and is the vehicle by which the several States 
cooperatively carry on the regulation of the business of insurance. 

The influence of credit buying following World War II resulted in a tremen- 
dous growth in the field of credit insurance. As a result of this economic phe 
nomena the commissioners association created these particular committees and 
subcommittees to study the entire area of credit insurance as affected by in- 
stallment buying. 

Hearings were held in which all segments of the insurance business and col- 
lateral groups were permitted to participate. All indicated that credit insurance 
is a sound and valuable commodity to the debtor and creditor. However, the 
hearings did reflect that studies were necessary and qualified members of vari- 
ous insurance departments prepared statistics which indicated some definite 
action was hecessary. Accordingly, a model bill was prepared to cover the 
following areas: 

1. A most unusual situation developed in connection with the use of credit 
life and credit accident and health insurance. Under ordinary circumstances 
competition reduces the cost to the consumer, but in the use of credit insurance 
we saw the development of reverse competition. This simply meant that insur- 
ance companies in competing for credit insurance business increased the pre- 
mium cost with the ultimate result that higher commissions or dividends were 
paid to the financial institutions. Therefore, for the first time premium rates 
on a segment of the life and accident and health insurance business became 
subject to regulation. 

2. The hearings indicated a need for a disclosure provision which, if promi- 
nently set out in the installment contract, would make it possible for the debtor 
to more readily determine that he does, in fact, have insurance coverage against 
death or disability. The disclosure provision further required that the name and 
address of the carrier, the identity of the person insured, the rate of premium 
and amount of coverage be set out in the proposal of insurance. It further pro- 
vided for the delivery of an individual policy or group certificate to the debtor 
which set out in great detail all of the information indicated above. 

3. The hearings developed the need for a refund provision. Accordingly, 
the model bill contained a provision for refund of unearned premium in the 
event of death or prepayment of the loan. 

4. A provision that the amount of credit insurance shall not exceed the 
amount of initial indebtedness cured another abuse 
5. The bill further requires that persons selling this type of insurance be 
licensed as agents and brokers. 

6. The problem of coercion was dealt with by a provision that the debtor 
would have the option of providing existing policies or procuring his own 
coverage. 
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The model bill was aired for a considerable period of time. Additional hear- 
ings were held to permit all segments of the insurance industry and collateral 
groups to be heard. In December 1958 at the N.A.I.C. convention the model bill 
was approved. To date the following States have adopted the model bill: 


Alaska Michigan South Dakota 
Arkansas Montana Vermont 
California Nebraska New York 
Connecticut Nevada Virginia 
Florida New Hampshire West Virginia 
Georgia New Jersey Texas 

Idaho Ohio North Carolina 
Illinois Rhode Island Wisconsin 


The model bill is pending in Delaware and the District of Columbia. 

In an effort to fix standards in rate regulation of this business, a number of 
hearings wree held and at a meeting of the National Association of Insurance 
Commissions in December, 1959, a resolution was adopted fixing a benchmark 
of a 50 percent loss ratio. This establishes the standard for determining that 
the rate is reasonable in relation to the benefits afforded under the contract, 
and requires that a minimum of 50 percent of the premium must be paid out in 
losses. In those States in which the law has been adopted, the prevailing rate 
has been reduced by a minimum of 25 percent. 

The General Assembly of the State of Illinois approved the model credit life 
and credit accident and health bill. The law was signed by the Governor on 
July 15, 1959, and became effective in our State on that date. Considerable 
time has been devoted to the examination of applications, installment contracts, 
policy forms, and rate filings prior to their approval. Presently the department 
is preparing a form which will be submitted to all companies issuing this type 
of insurance. This form will reflect the experience of all companies writing 
credit insurance. Rate promulgation therefore, with the benchmark as a stand- 
ard, will be based upon the statistical data submitted to our Department. All 
States that are regulating this type of coverage will be taking similar action. 
When this statistical information is returned to our department we will estab- 
lish the prevailing rate for the insurers licensed to do business in our State. 

In some States the bill was defeated, but the association is now hopeful that 
many of the doubts reflected by opponents to this type of legislation will be 
resolved, and that the legislative bodies will recognize the deep public interest 
involved in this legislation. 

Let me assure you that the National Association of Insurance Commissioners 
is doing its utmost to perfect State regulation of the business of insurance. It 
considers this segment of the business one vested in public interest and there- 
fore will continue to do its utmost to see that credit insurance is in fact subject 
to complete regulation by all States. Insurance regulatory officials are fully 
aware of the complications in the area of rate regulation of this business, but 
with the competent staffs serving the several States we are confident that public 
interest will be served and protected. 

I am enclosing a copy of the act as adopted by the Illinois General Assembly, 
together with a copy of a retail installment contract which indicates how the 
disclosure provision is made effective. 

If I can be of any further assistance, please call upon me. 

Yours very truly, 
JOSEPH S. GERBER, 
Director of Insurance. 


53615 O—60———50 
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he 
‘ ses. subject to the terms ond conditions hereinafter set forth. the following property. complete with attochments and e livery and 

e of which in good condition and repair is hereby acknowledged. (Buyer includes al! of the undersigned Buyers | 

$$ ]——— 
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EXTRA EQUIPMENT (Please Check) 




































A T smission Power Steering Power Sec! ) Air Conditioner Heate: Fue! Injection | - 
| € Power Brakes Power jows Radio Ai: Spr Accessory Group No | 
F (inclu axes. Accessories & Installat s 6. PRINCIPAL AMOUNT FINANCED (Items 3, 4 & 5) $ 
W s 7. FINANCE CHARGE $ 
TRADE.IN s 8. TIME BALANCE (ltems 6 and 7 $ | 
8. PAYMENT SCHEDUL . 
Year Moke Body Serial N No Amount No Amount 
TA WN PAYMENT s at $ ats | 
NPAIL ASH BALANCE s Payments shall be due on the day of each month begin 
4 TOTAL INSURANCE PREMIUMS s ning on the day of a | of 
5 HER COSTS Itemize $ 10. TIME PRICE (Items 2 and 8 $ N 
INSURANCE STATEMENT and-NOTICE OF PROPOSED CREDIT INSURANCE ST une te te tee ee 
| . ee ee ee . 
| AUTOMOBILE (For Term of j . ) Cy] TOWING_AND LABOR HER 8 
y COMPREHENSIVE (Includes Fire Thett cS DEDUCTIBLE COLLISION | , 
yy FIRE AND THEFT ] COMBINED ADDITIONAL OVYERAGE Describe 
{ | TOTAL OTHER INSURANGE (For tite Term of Cobifuct . i t/HEALTH AND ACCIDENT (14 Day Retroactive 
‘ P CREDIT LIFE ‘Decreasing Term f AMERICAN NATIONAL INSURANCE COMPANY , 
t 
MID STATES LIFE INSURANCE COMPANY OF AMERICA - GALVESTON. TEXAS | , 
ORLANDO. FLORIDA RATE 2 month eas) term $2.20 per $100 of Indebdtedn By 
RATE 655 wis Gakem ter dented Qhew 3. 24 month term $3.00 per $100. of Indebtedness 
31 amou { wmwurdece 2 % month term $4.00 per $100. of Indebtedness A 
N AN ES NATED ABOVE [S. UPON ACCEPTANCE BY THE NAMED COMPANY. EFFECTIVE AS Ff THE DATE THIS INDEBTEDNESS 
« ve © i the wmeurcnce oricor the scheduled maturity date { the wndebDtedness ny eftund t premium due shall be p 
y the € theret Retund schedule on file with Insurance Department and Credit 
« ers the scheduled unpaid balance at time of th ealth and accident in @ covers total disability and sickness requiring doc 
subse ' nyury ad ness exclusions contained in the icy) from the first doy any disabi sickness lasting 14 doys of more with maximum 
‘ th tt ance shall cower only the one person designoted in the p « pohoes 
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- T er promises to pay said time balance in accordance with the payment schedule (Item 9) contcined herein. The Buyer further promises the 
any insta said time balance is not paid when due. then all unpaid installments of said time balance st immediately become due wihout de 
* Tide emoin in Seller until all amounts are fully paid in cash 
Buye delinquency charges on any payment or poymentsin crrears not less than days. such charges to be computed on the ba: 
e Jelinquent or $5.00 whichever less; when earned such charges mav be ec r m of this contract or y be 
te 4 collected at final maturity or at time of final payment 
ye jrees keep scid property tree trom taxes. liens and encumbrances, in Buyer's possession at a niess otherwise approved 
A elle n condition ond repair, not to use id property illegally. improperly t for therein withou 
ers se mn writing: not to misuse or abuse the said property 
E turth rgrees t ure said property. with a company acceptable to Seller. said insurance to be for the entire term of this contract and to b i 
fi e et t both Buyer and Seller and further agrees to deliver to Seller a copy of said policy. In the event Buyer fails furnish said insurance 
eller m ts tion without demand or notice without any obligation to do insure said property in a manner and for on amount consister 
with the interests created hereunder and charge the premium therefor. to Buyer. payment of which shall be secured by this instrument and shal! be due 
c All proceeds (regardless o! how realized) of any insurance. including dividends a returned premiums. are hereby assigned irrevocably 
by Buyer to Seller or its assigns first to be used to purchase new insuranm *if such be obtainable. then to liquidation of Buyer's indebtedness under this 
sreement y excess to be returned to Buver. Any insurance to be maintained by the Buyer as provided herein may be obtained by the Buyer thro 
ment of his “hice or thr hihe abibe copinict 
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ro @ essence of ihic conisact-agg in the event of non payment by Buyer, when due. of the total time balance stallment thereot 
Buyer fails to perform or comply w.th any obligation or condition of this contract, or becomes bankrupt. or if a Receiver is appointed. or if y 
ssued from any Court or any Distress Warrant shall be levied on said property. or if holder has reason to feel insecure, this contract shall be in defau 






















nd the { mount remaining unpaid shall become immediately due and payable and Seller may lawfully enter upon any premises where s propert 
rcefully repossess same and in so repossessing said property seller or assignee may take possession of any persono! proper ‘on 
therein not covered by this contract. which latter property seller or assignee will deliver to Buyer upon written itemired demand by Buyer 
30) de eyisterec ertified ma and upon failure of buyer to make such demand he shall be deemed to have abandoned such 
agrees signee may dispose of said property by delivering it to any authorized charitable organization 
not redeem the property. as hereinafter provided for. Buyer shall forfeit all claim or right to such property and Se ler sh 
e ngh sell same at private or public e Buyer agrees to pay any deficiency 
dies of Seller. whether provided for herein or conferred by law are cumulative rights and not alternative. and may be e « 





The failure of Seller. upon knowledge of any default or violation hereof by Buyer. to enforce the rights or remedies herein 
w. shall not be construed as c waiver of any provision hereol or any right or remedy of Seller 






























a he terms and conditions of this contract shal! apply to and be binding upon Buyer, his representatives. successors and assigns 

et e benefit of the Seller, his representatives. suc sors and assigns. and may not be varied except in writing by Buyer and holder here 

Buyer represents that he is of lawful age and has f legal capacity to contract. and that he hos read this contract and states that it contains the 
entre reement of the parties. Buyer waives and will not assert (as against any assignee and holder of this contract) any defenses. set-offs or unte 

ms that Buyer may have against the Seller 

To secure payment hereol, the undersiqned, jointly and severally. irrevocably authorize any attorney of any court of record to 

more of the undersiqned. in such court from time to time. in term or vacation. after any default in this contract. and confess a 4 4s 
each I one or more of us intly or severally. in favor of the holder of this contract. for such amount as then may appear ur nm 

with attorney's fees: which we ee to pay: to release all errors which may intervene in 1 proceedings 

he immediate nce of execution thereon, hereby ratifying every act of such attorney hereunder 

Executec cate at this day of 





Undersigned Buyer acknowledges that he received. at the time of execution of the above contract. an exact copy there 
of completely filled in. including Notice of Proposed Credit insurance. 
— a 


NOTICE _}. Do not sign this contract before you read it or if it contains any blank space. 
TO 2. You are entitled to a completely filled in copy of this contract when you sign it. 
BUYER: 3. Under the law. you have the following rights, among others: 
? (a) To pay cif in advance the full amount due and to obtain a partial refund of the finance charye: 
(b) Under certain conditions. to redeem the property if repossessed for a defcult. 


RETAIL INSTALLMENT CONTRACT 


By Buyer 

Sellers 

Address Buyer 
The insurance contracted for in connection with this retail installment sale 
does not provide for liability insurance for bodily injury and property damage. 

BUYER MUST COMPLETE AND SIGN IF AN AUTOMOBILE MATERIAL DAMAGE 
INSURANCE PREMIUM HAS BEEN INCLUDED IN THE ABOVE CONTRACT 
Work gressively through the following questions until] a CLASSIFICATION is established 





The FIRST check mark (\/) placed in a BOX establishes the Rate Class. 
Will the 


ncipal Driver be a MALE. YES oe 3. Is there any MALE Driver in the YES” es 
UNMARRIED and under 25 years of age? | CLASS 2C] NO household under 25 years of age? CLASS 2A No 





2. Will the Principal Driver be a MALE 4 Will the purchaser use the car in his work? NO 
MARRIED and under 25 years of age? NO Other than driving to and from wérk CLASS | 





**Has GjggPriver complgge a driver education course sponsored 


by a responsible educational cgency? YES. NO INSURANCE CLASSIFICATION i —_ 
pany 1 
IF BUYER OWNS OTHFR CAR(S CHECK HERE } | BUYER SIGN 





4 ‘ 
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{71st G.A. House Bill No. 728 in Senate 1959] 


Reported from House, May 22, 1959. 
Read by title, ordered printed, and to a first reading. 


A BILL For an Act to add Article IX% to the “Illinois Insurance Code,” approved June 29, 
1937, as amended 


Be it enacted by the People of the State of Illinois, represented in the Gen- 
eral Assembly: 


Section 1. Article IX4% is added to the “Illionis Insurance Code,” approved 
June 29, 1937, as amended, the added article to read as follows: 


ARTICLE IX% 


CREDIT LIFE AND CREDIT ACCIDENT AND HEALTH 
INSURANCE 


Sec. 155.51. Purpose and Scope. (a) The purpose of this Article is to pro- 
mote the public welfare by regulating credit life insurance and credit acci- 
dent and health insurance. Nothing in this Article is intended to prohibit or 
discourage reasonable competition. The provisions of this Article shall be 
liberally construed. 

(b) All life insurance and all accident and health insurance sold in connec- 
tion with loans or other credit transactions of less than 5 years duration shall 
be subject to the provisions of this Article. Such insurance sold in connection 
with a loan or other credit transaction of 5 years duration or more shall not 
be subject to the provisions of this Article. 

Sec. 155.52. Definitions. For the purpose of this Article: 

(a) “Credit life insurance” means insurance on the life of a debtor pursuant 
to or in connection with a specific loan or other credit transaction; 

(b) “Credit Accident and health insurance” means insurance on a debtor to 
provide indemnity for payments becoming due on a specific loan or other credit 
transaction while the debtor is disabled as defined in the policy; 

(c) “Creditor means the lender of money or vendor or lessor of goods, serv- 
ices, property, right or privileges, for which payment is arranged through a 
credit transaction or any successor to the right, title or interest of any such 
lender, vendor or lessor, and an affiliate, associate or subsidiary of any of 
them or any director, officer or employee of any of them or any other person 
in any way associated with any of them; 

(d) “Debtor” means a borrower of money or a purchaser or lessee of goods, 
services, property, right or privileges for which payment is arranged through 
a credit transaction ; 

(e) “Indebtedness” means the total amount payable by a debtor to a creditor 
in connection with a loan or other credit transaction ; 

(f) “Director” means the Director of Insurance of the State of Illinois. 

Sec. 155.53. Forms of Credit Life Insurance and Credit Accident and Health 
Insurance. Credit life insurance and credit accident and health insurance shall 
be issued only in the following forms: 

(a) Individual policies of life insurance issued to debtors on the term plan; 

(b) Individual policies of accident and health insurance issued to debtors 
on a term plan or disability benefit provisions in individual policies of credit 
life insurance ; 

(c) Group policies of life insurance issued to creditors providing insurance 
upon the lives of debtors on the term plan; 

(d) Group policies of accident and health insurance issued to creditors on 
a term plan insuring debtors or disability benefit provisions in group credit life 
insurance policies to provide such coverage. 

Sec. 155.54. Amount of Credit Life Insurance and Credit Accident and Health 
Insurance. (a) Credit Life Insurance 

The amount of credit life insurance shall not erceed the initial indebtedness. 

Where an indebtedness repayable in substantially equal installments is secured 
by an individual policy of credit life insurance the amount of insurance shall al 
no time erceed the scheduled amount of indebtedness and, where secured by 
a group policy of credit life insurance shall at no time exceed the amount of 
unpaid indebtedness. 
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(b) Credit Accident and Health Insurance 

The total amount of indemnity payable by credit accident and health insur- 
ance in the event of disability, as defined in the policy, shall not exceed the 
aggregate of the periodic scheduled unpaid installments of the indebtedness and 
the amount of each periodic indemnity payment shall not exceed the original 
indebtedness divided by the number of periodic installments. 

Sec. 155.55. Term of Credit Life Insurance and Credit Accident and Health 
Insurance. The term of any credit life insurance or credit accident and health 
insurance shall, subject to acceptance by the insurer, commence on the date when 
the debtor becomes obligated to the creditor, or the date from which interest or 
finance charges accrue, if later, except that, where a group policy provides cov- 
erage with respect to existing obligations, the insurance on a debtor with respect 
to such indebtedness shall commence on the effective date of the policy. Where 
evidence of insurability is required and such evidence is furnished more than 30 
days after the date when the debtor becomes obligated to the creditor, the term 
of the insurance may commence on the date on which the insurer determines 
the evidence to be satisfactory, and in such event there shall be an appropriatc 
refund or adjustment of any charge to the debtor for insurance. The term 
of such insurance shall not extend more than 15 days beyond the scheduled 
maturity date of the indebtedness except when ertended without additional 
cost to the debtor. If the indebtedness is discharged due to renewal or refinanc- 
ing prior to the scheduled maturity date, the insurance in force shall be termi- 
nated before any new insurance may be issued in connection with the renewed 
or refinanced indebtedness. In all cases of termination prior to scheduled 
maturity, a refund shall be paid or credited as provided in Section 155.58. 

Sec. 155.56. Provisions of Policies and Certificates of Insurance; Disclosure 
to Debtors. (a) All credit life insurance and credit accident and health insur- 
ance sold shall be evidenced by an individual policy, or in the case of group 
insurance by a certificate of insurance, which individual policy or group certifi- 
cate of insurance shall be deilvered to the debtor. 

(b) Hach individual policy or group certificate of credit life insurance, and/or 
credit accident and health insurance shall, in addition to other requirements 
of law, set forth the name and home office address of the insurer, and the iden- 
tity by name or otherwise of the person or persons insured, the rate or amount 
of payment, if any, by the debtor separately for credit life insurance and credit 
accident and health insurance, a description of the amount, term and coverage 
including any exceptions, limitations or restrictions, and shall state that the 
benefits shall be paid to the creditor to reduce or ertinguish the unpaid indebted- 
ness and, wherever the amount of insurance may exceed the unpaid indebted- 
ness, that any such excess shall be payable to a beneficiary, other than the 
creditor, named by the debtor or to his estate. 

(c) Said individual policy or group certificate of insurance shall be delivered 
to the insured debtor at the time the indebtedness is incurred except as here- 
inafter provided. 

(d) If said individual policy or group certificate of insurance is not delivered 
to the debtor at the time the indebtedness is incurred, a copy of the application 
for such policy or a notice of proposed insurance, signed by the debtor and 
setting forth the name and home office address of the insurer, the identity by 
name or otherwise of the person or persons insured, the rate or amount of pay- 
ment by the debtor, if any, separately for credit life insurance and credit acci- 
dent and health insurance, a description of the amount, term and coverage pro- 
vided, shall be delivered to the debtor at the time such indebtedness is incurred. 
The copy of the application for, or notice of proposed insurance shall refer ezr- 
clusively to insurance coverage, and shall be separate and apart from the loans, 
sale or other credit statement of account, instrument or agreement, unless the 
information required by this subsection is prominently set forth therein. Upon 
acceptance of the insurance by the insurer and within 30 days of the date upon 
which the indebtedness is incurred, the insurer shall cause the individual policy 
or group certificate of insurance to be delivered to the debtor. Said application 
or notice of proposed insurance shall state that upon acceptance by the insurer, 
the insurance shall become effective as provided in Section 155.55. 

Sec. 155.57. Filing, Approval and Withdrawal of Forms.] (a) All policies, 
certificates of insurance, notices of proposed insurance, applications for insur- 
ance, endorsements and riders shall be filed with the Director or Commissioner 
of the State in which the policy is issued. 
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(hb) The Director shall within 30 days after the filing of any such policies, 
certificates of insurance, notices of proposed insurance, applications for insur- 
ance, endorsements and riders, disapprove any such form if the benefits pro- 
rided therein are not reasonable in relation to the premium charge, or if it con- 
tains provisions which are unjust, unfair, inequitable, misleading, deceptive or 
encourage misrepresentation of the coverage, or are contrary to any provision 
of the Insurance Code or of any rule or regulation promulgated thereunder. 

(ce) If the Director notifies the insurer that the form is disapproved, it is 
unlawful thereafter for such insurer to issue or use such form. In such notice, 
the Director shall specify the reason for his disapproval and state that a hearing 
will be granted within 20 days after request in writing by the insurer. No such 
policy, certificate of insurance, notice of proposed insurance, nor any applica- 

cn. endorsement or rider, shall be issued or used until the expiration of 30 
jaus after it has teen so filed, unless the Director shall give his prior written 
approval thereto. 

(d) The Director may, at any time after a hearing held not less than 20 
iaus after written notice to the insurer, withdraw his approval of any such form 
on any ground set forth in subsection (b) above. The written notice of such 
hearing shall state the reason for the proposed withdrawal. 

(ce) It is not lawful for the insurer to issue such forms or use them after 
the effective date of such withdrawal. 

(f) Any order or final determination of the Director under the provisions 
f this section shall be subject to judicial review. 

See. 155.58. Premiums and Refunds.] (a) Each insurer issuing credit life 
nxurance or credit accident and health insurance shall file with the Director its 
schedules of premium rates for use in connection with such insurance. Any in- 
surer may revise such schedules from time to time, and shall file such revised 
schedules with the Director. No insurer shall issue any credit life insurance 
policy or eredit accident and health insurance policy for which the premium rate 
erceeds that determined by the schedules of such insurer as then on file with the 
Director. The Director may require the filing of the schedule of premium rates 
for use in connection with and as a part of the specific policy filings as provided 
by Section 155.57. 

(b) Bach individual policy, group certificate or notice of proposed insur- 
mce shall provide that in the event of termination of the insurer prior to the 
scheduled maturity date of the indebtedness, any refund of an amount paid by 
the debtor for insurance shall be paid or credited promptly to the person en- 
titled thereto; provided, howercr, that the Director shall prescribe a minimum 
refund and no refund which would be less than such minimum need be made. 
The formula to be used in computing such refund thall be filed with and ap- 
proved by the Director. 

(c) If a ereditor requires a debtor to make any payment for credit life in- 
surance or eredit accident and health insurance and an individual policy or 
group certificate of insurance is not issued, the creditor shall immediately give 
written notice to such debtor and shall promptly make an appropriate credit 
fo the account. 

(d@) The amount charged to a debtor for credit life or credit health and 
accident insurance shall not exceed the premium charged by the insurer, as 
computed at the time the charaqe to the debtor is determined. 

(ce) Nothing in this Article shall be construed to authorize any payments 
for insurance now prohibited under any statute, or rule thereunder, governing 
“redit transactions. 

See. 155.59. Issuance of Policies.) All policies of credit life insurance and 
redit accident and health insurance shall be delivered or issued for delivery in 
‘his state only by an insurcr authorized to do an insurance business herein, and 
shall be issued only through licensed agents or brokers. 

See. 155.60. Claims.) (a) All claims shall be promptly reported to the in- 
surer or its desiqnated claim representative, and the insurer shall maintain 
adequate claim. files {72 claims shall be settled as soon as possible and in ac- 
cordance with the terms of the insurance contract. 

(b) All claims shall be paid cither bu draft drawn upon the insurer or by 
check of the insurer to the order of the claimant to whom payment of the claim 
is due pursuant to the policy provisions, or upon direction of such claimant to 

ce specified. s 

(c) No nlan or arrangement shall be used whereby any person, firm or cor- 
poration other than the insurer or its desiqnated claim representative shall be 
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authorized to settle or adjust claims. The creditor shall not be designated as 
claim representative for the insurer in adjusting claims; provided, that a group 
policyholder may, by arrangement with the group insurer, draw drafts or checks 
in payment of claims due to the group policyholder subject to audit and review 
by the insurer, 

Sec. 155.61, Existing Insurance—Choice of Insurer.) When credit life in- 
surance or credit accident and health insurance is required as additional secu- 
rity for any indebtedness, the debtor shall, upon request to the creditor, have 
the option of furnishing the required amount of insurance through existing 
policics of insurance owned or controlled by him or of procuring and furnishing 
the required coverage through any insurer authorized to transact an insurance 
business within this state. 

Sec. 155.62. Enforcement.] The Director may issue such rules and regula- 
tions as he deems appropriate for the administration of this Article. Whenever 
the Director finds that there has been a violation of this Article or any rules or 
regulations issued pursuant thereto, and after written notice thereof and hear- 
ing given to the insurer or other person authorized or licensed by the Director, 
he shall set forth the details of his findings together with an order for com- 
pliance by a specified date. Such order shall be binding on the insurer and 
other person authorized or licensed by the Director on the date specified unless 
sooner withdrawn by the Director or a stay thereof has been ordered by a court 
of competent jurisdiction. 

Sec. 155.63. Judicial Review.] Any party to the proceeding affected by an 
order of the Director shall be entitled to judicial review by following the pro- 
cedure set forth in Section 407 of the IUinois Insurance Code. 

Sec. 155.64. Penalties.| In addition to any other penalty provided by law, 
any person who violates an order of the Dircctor after it has become final, and 
while such order is in effect, shall, upon proof thereof to the satisfaction of the 
court, forfeit and pay to the State of Illinois a sum not to exceed $250.00 which 
may be recovered in a civil action, except that if such violation is found to be 
willful, the amount of such penalty shall be a sum not to exceed $1,000.00. The 
Director in his discretion, may revoke or suspend the license or certificate of 
authority of the person guilty of such violation. Such order for suspension or 
revocation shall be upon notice and hearing, and shall be subject to judicial 
review as provided in Section 155.63 of this Article. 

Sec. 155.65. Separability Provisions.] If any provision of this Article, or the 
application of such provision to any person or circumstances, shall be held in- 
valid, the remainder of the Article, and the application of such provision to any 
person or circumstances other than those as to which it is held invalid, shall not 
be affected thereby. 


STATEMENT OF JOHN A. GOSNELL, GENERAL COUNSEL, NATIONAL SMALL BUSINESS 
MEN's ASSOCIATION 


My name is John Gosnell. I am general counsel for the National Small Busi- 
ness Men’s Association with offices at 801 19th Street NW., Washington, D.C. I 
am appearing on behalf of the association which represents some 30,000 smail 
business concerns, a great many of whom have a vital interest in 8S. 2755. 

I appear in opposition to the bill. But I wish to emphasize that our opposition 
does not indicate any objection to the concept that the consumer is entitled to 
know what credit costs him when he buys on a time-payment basis. We endorse 
the principle of fairness in credit matters, and we believe that most merchants 
do, in fact, base their charges on cost of the service, and do disclose to the con- 
sumer what he wants and needs to know about the cost of credit. By this I mean 
what it costs him in dollars over and above the cash price. 

Basically our position is that this subject is a matter of business ethics, and 
as such that it should be handled by those businessmen who extend the credit, 
and by the several States. Although justification for this bill is predicated on 
economic stabilization, it would appear that the economic argument will not 
stand up for want of proof. It seems fairly obvious that the real objective is to 
achieve nebulous standards of fairness in credit transactions by requiring ad- 
vance disclosures of charges made for credit. 

Our opposition to Federal legislation in this area is based on two fundamental 
grounds. First, as a practical matter we think it would be technically impossible 
to comply with the requirement that the cost of credit be computec in advance 
in terms of simple annual interest. And, even if it were possible, the intricate 











784 CONSUMER CREDIT LABELING BILL 


calculations and the time element required would impose a staggering burden 
on the small businessmen of the country. Many small businessmen could not 
afford the time or expense of making such calculations. 


Second, and much more important, no matter how appealing the objective in - 


terms of ethical and social reform, we believe that sound analysis will reveal 
first that the treatment proposed will in no way affect the credit habits of most 
of the victims, and second, the proposed regulations could be avoided with great 
ease. 

Third, the control could not be enforced except at great expense through the 
medium of another huge Government organization comparable to OPA. 

Fourth, the inefficiency of the approach represented by this bill would inevit- 
ably force the administrators to seek enlarged powers. 

Fifth, looking on down the road it would be necessary to weigh credit charges 
against selling price and this would necessarily involve an inquiry as to the 
proper elements of selling price. 

We are dealing here with business morals; more specifically with cupidity, 
which lamentably or not, is common to the human situation. The hope that a 
mere requirement of disclosure will even mildly abate this human frailty is, in 
our opinion, almost naively optimistic. 

Let me now elaborate on my first point. Even if it were possible by some 
means to make interest calculations in advance at the time of sale, small business 
lacks the facilities and the personnel to perform the job. It may be that large 
organizations who can afford the luxury of intricate computing machinery could 
do so. I don’t know. But I do know that the average small retailer cannot 
afford this luxury and cannot take the time himself to do the job in the course 
of discharging his many other responsibilities. 

. Other witnesses, more qualified than I, have pointed out to the committee, 
Why it is that the job of computing simple annual interest in a host of inter- 
mittent credit transactions and payments is intricate and complex. As has been 
ably pointed out to this committee, there are just too many variables which 
would have to be predicted to permit any accurate forecast of the cost of credit 
on an annual interest basis. 

Any effort on the part of small businessmen to comply with such a require- 
ment as a statement of annual interest could only lead to inaccuracies, con- 
fusion on the part of consumers, and oftentimes animosity between the mer- 
chant and his customers because mistakes would be unavoidable. 

But I believe my second point is even more compelling. We firmly believe that 
Federal controls should not be invoked unless the problem to be treated is a 
matter of broad national concern, and one which can be reached in no other way. 
Certainly at a time when we are operating on a deficit basis, we cannot afford 
to waste huge sums of money administering a law which would be almost 
impotent on its face. The considerations which should justify the establishment 
of Federal controls should be clear and unmistakable. It would seem that here 
we are deluding ourselves in failing to recognize that disclosure alone will 
merely be a light slap at a social problem which is as old as mankind. 

We suspect that the real concern over credit abuses is an emotional response 
naturally resulting from the extreme cases which have received publicity. No 
doubt every decent citizen is offended by these practices, and as Senator Ben- 
nett has pointed out, it is difficult to oppose this legislation without appearing 
to be in favor of sin. 

The simple truth is that there is no foundation for this bill in terms of eco- 
nomic stabilization. And if we examine it objectively as a program of moral 
reform it falls far short, both as a measure of efficient treatment, and as a 
proper application of Federal authority. 

If we embark on this course we can fully expect to pay the penalty of Fed- 
eral price control. 

The whole concept of our economy, particularly the antitrust laws, is aimed 
at preserving the freedom of each businessman to fix his own prices. This is 
basic to our economic system. Consequently, any merchant would be free to 
fix whatever cash price he chose and to advertise whatever credit costs for 
time payment he saw fit. The only way this inherent weakness of the bill could 
be overcome is by adding to it provisions which either fixed maximum cash 
prices, and compelled a separate statement of the charges for time sales, or 
which compelled the disclosure, in addition to credit charges, of the merchant's 
wholesale costs and his selling expenses for the goods he retails. I do not think 
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anyone here would want to see the kind of national agency which would be 
needed to administer a bill of that kind. 

And the size of any establishment required to administer such provisions 
would necessarily be huge. 

S. 2755 would impose affirmative obligations on every merchant in the United 
States who sells on a time basis. It would apply to hundreds of millions of 
transactions between them and their local customers. No law so pervasive in 
scope has been enacted since the National Industrial Recovery Act and the Price 
Control Acts of the last two wars. Like those enactments, 8S. 2755 would neces- 
sitate the establishment of a huge central Federal agency, plus regional and 
local Offices throughout the Nation. If general enforcement were attempted, the 
courts would soon be swamped with cases. 

Any such attempt would be foredoomed to failure. Such a law could not more 
be effectively administered than the unlamented Prohibition and National In- 
dustrial Recovery Acts. The only result of the enactment of S. 2755 would be to 
stimulate widespread disrespect of law. 

Indeed the futility of attempted enforcement has already been recognized 
by the Federal Reserve Board and the Federal Trade Commission. In comment- 
ing on the bill, both of these agencies have indicated that they do not wish 
responsibility for its enforcement. This is understandable. 

Moreover, apart from these administrative difficulties, I believe that S. 2755 
would set an improper precedent in its attempted coverage of all local credit 
transactions, both between merchants and consumers and between lenders and 
borrowers. As a matter of tradition and sound practice, permanent Federal 
regulation has traditionally been limited to interstate activities. This is illus- 
trated by such laws as the Federal Trade Commission Act; the Wool and Fur 
Products Labeling Acts; the Federal Food, Drug and Cosmetics Act; and the 
Fair Labor Standards Act. 

Nor is there any need for the Federal Government to undertake such an un- 
precedented regulatory function over local affairs as is contemplated by 8S. 2755. 
The States have long been active, and are becoming increasingly active, in the 
regulation of credit control, including the amount of permissible charges and the 
form of disclosure of the charges. As of this time 42 States control small loan 
transactions; 31 States regulate automobile installment sales; and 15 States 
cover installment sales of other types of goods. 

And the States are alert to the changing pattern of credit practices. This is 
evident from the fact that seven States have already passed legislation expressly 
regulating the relatively new mechanism known as revolving charge accounts. 
Furthermore, such legislation is under active study in a number of other States. 

I heard the testimony of Mr. Victor Nyborg, president of the Association of 
Better Business Bureaus, before your committee. As you will recall, he testified : 

“There is no question about the fact that many of the States have moved and 
others are considering moving in various ways to afford protection at the State 
level.” 

And where there is State legislation Mr. Nyborg also affirmed the effectiveness 
of the State laws. This is evident from his following colloquy with Senator 
Bush : 

Senator BusH. “You think then that the consumer and the average citizen is 
getting all the legal protection that he needs in connection with this matter of 
disclosure in the State of New York?” 

Mr. NysBore. “It seems to me that this is the case, yes.” 

In my judgment the subject matter of S. 2755 is specially appropriate for State 
control. The enactment and policing of legisiation regulating business practices 
in local transactions is best left to local authorities. They are familiar with 
local custom and are thus best qualified to determine the appropriate form of 
legislation and the workable methods of enforcement. 

This is the viewpoint expressed by the Federal Deposit Insurance Corporation 
to the chairman of this committee. I agree. 

Furthermore, I am concerned that if Federal legislation in this essentially local 
field is enacted, in any form, it will tend to slow the progress of appropriate 
legislation on the part of the States. 

Finally, this is one field in which the reservation of authority to the States 
will certainly benefit the Federal budget. As I have pointed out, any Federal 
agency charged with the responsibility of administering legislation of this kind 
will necessarily be tremendous in size. As such, it will necessarily be expensive. 
This expense will be saved by leaving the job to the States—where it belongs 
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Hon, PAUL DOUGLAS, 

Chairman, Subcommittee on Production and Stabilization, 
Committee on Banking and Currency, 

U.S. Senate, Washington, D.C. 


DEAR Mr. CHAIRMAN: In connection with the testimony given by Prof. Rich- 
ard L. Morse of Kansas State College on April 20, 1960 (see p. 583), I should 
like to discuss several of his comments concerning the testimony given by the 
witnesses representing the National Retail Merchants Association on April 
5, 1960. 

On page 114 of the transcript of proceedings, Professor Morse, in answer to 
the possibility that disclosure of simple annual interest may cause retailers to 
absorb credit charges in the price of merchandise, says, “My answer lies in my 
faith in competition,” and then proceeds with a discussion that implies that con- 
sumers have perfect knowledge of products from one store to another store. 

It is my opinion that a regulation requiring disclosure of simple annual interest 
rates will focus attention on rates rather than prices in many cases, and that it 
will be natural for some businesses to become more competitive about rates than 
sale prices. Now if all articles sold on credit plans were widely advertised na- 
tional brand products and had recognized list prices such as new automobiles, 
the consumer could decide the “better buy” by adding price plus dollar finance 
charge. But what happens in the case of furniture, bedding, men’s wear, 
women’s and misses’ wear, children’s wear, and the many other areas where 
brands and list prices either do not exist or are not Known to the consumer? 
How does the consumer compare price and interest here? What happens in the 
case of used automobiles? How does the conumer add together the condition of 
the car, the price, and the interest rate? 

Professor Morse’s “faith in competition” is one of the major factors that may 
push interest rates underground and lead to an interest rate competition on the 
part of thousands of business establishments dealing in articles that are identi- 
fied as national brands at list prices. 

Of course, basic to this whole discussion, is the assumption that consumers 
ean tell which is the “better buy” if given price and interest rate. Is a 1960 
Brand X car for $3,200 at 18 percent simple annual interest with 24 months to 
pay a “better buy” than the same 1960 Brand X car for $3,300 at 15 percent 
simple interest with 24 months to pay? I am sure few consumers could give 
this answer. Professor Morse, in a college level family finance course, finds it 
necessary to spend “2 weeks” dealing with “minute calculations” of consumer 
credit arithmetic—in other words, the problems of relating credit costs to sim- 
ple annual interest. How can we expect the average consumer to relate simple 
annual interest to dollars, if it takes 2 weeks of intensive study on the part of 
college students? 

I submit that present techniques of quoting rates to consumers are not based 
on “deception” as claimed by Professor Morse on page 1165 of the hearings. 
In my opinion, the structure of quoted rates on installment contracts in the 
retail industry today is far more meaningful to the average consumer than a sim- 
ple interest rate. To compare costs, it is far simpler for a consumer to apply 6 
or 10 percent to the original unpaid balance at the time of contract, than to apply 
12 or 20 percent to an average unpaid balance during the length of the contract. 
How does a consumer know how to estimate the average outstanding balance 
during the length of the contract? And how do you make the consumer under- 
stand that with a 6-month contract you take the annual rate obtained and divide 
by 2 in order to apply the proper percentage to obtain dollar cost? 

Professor Morse wonders in page 1159 why consumers “are not deceived by 
rate quotations of savings and investment opportunities, which are quoted just 
as simply.” The problem of quoting a savings rate is far simpler than an in- 
stallment contract rate. The average person knows that a 4 percent annual 
savings rate will bring 4 percent times $1,000 or $40 in interest on a $1,000 
account. But, assuming a $1,000 installment loan for 12 months, the simple an- 
nual interest rate can not be applied to this simple figure of $1,000 as in the 
case of savings. It must be applied to an average outstanding balance. I am 
sure that the present practice of quoting a rate in percent of original unpaid 
balance is far less deceptive. 

I believe that part of the “deception” theory stems from traditional economic 
theory which assumes that decisions to borrow or save are based upon perfect 
knowledge of the cost of borrowing or the return on savings, and, on this 

basis, decisions are made. I should like to submit that the decision of a 
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Finally, Professor Morse on page 1165 mentions the various types of install- 
ment credit indicating that “there seems to be some sort of a feeling that these 
all have a sacred place in our economy, in that they exist.” Professor Morse 


then points out that if conditions were to change, so that consumers understood ° 


simple annual interest, then so would business. He follows: “And I would 
predict that the new business practices, whatever they may be, will be based 
upon better consumer judgments and will result in a more healthy economy.” 

This may be Professor Morse’s justification for the possible abolishment of 
revolving credit plans under the proposed legislation. As was pointed out in my 
own testimony on April 5, it is impossible to tell a consumer in advance of each 
of her hundreds of revolving credit transactions, what the simple annual rate 
of interest will be for any particular purchase or group of purchases. If the 
proposed legislation were enacted in its present form, this type of credit would 
be impossible to administer. 

Yet, there is a large group of consumers who wish to budget income on a 
monthly basis and therefore want this type of account. It is the group of con- 
sumers who are not eligible for regular charge accounts, which are paid in full 
each month. These consumers come from moderate income groups. In Hudson 
County, N.J., they are people employed in the many factories, they are long- 
shoremen, they are clericals in offices, banks, and insurance companies. They 
appreciate and want this type of credit. It is estimated that one in every six 
families in Hudson County has a revolving credit account. We are a small 
department store and have 10,000 families with revolving credit accounts. Our 
charges for this service approximate our costs, and I am sure that any cost ac- 
countant would verify our costs as real and not excessive or high. Each family 
is billed monthly and knows in dollars and cents the amount of the service 
charge each month. Rarely has a family complained of this charge. 

Any legislation that would result in the abolishment of many thousands of 
family accounts in Hudson County, N.J., and many millions of accounts in the 
United States, certainly bears further scrutiny. Professor Morse says, “I 
see no reason to defend the past, which is based on deception.”” May I respect- 
fully suggest that the 10,000 families with revolving credit accounts in our 
store have not been deceived, nor have the millions of other consumers with 
similar accounts in department stores using the same procedures. To pass 
legislation that would abolish this type of account would be a tremendous in- 
justice to millions of American citizens and to many thousands of legitimate 
business concerns. 

I would appreciate it if the foregoing were included in the record of the 
hearings on 8. 2755. 

Very truly yours, 
Duncan McC. HOLTHAUSEN, 
Vice President, A. Holthausen Union City, NJ. 


SpeciAL Report To Gov. Epw1n S. MECHEM, ON SMALL LOAN INDUSTRY IN NEW 
Mexico, sy LinguRN C. HoMAN, SPECIAL SMALL LOAN INVESTIGATOR 


A. AUTHORITY 


Effective as of March 1, 1954, by special appointment, you commissioned me 
to make a detailed survey of the small loan industry in New Mexico and to 
recommend ways and means to eliminate recurring abuses. I was appointed, 
also, as a special administrative official responsible for the supervision of the 
New Mexico small loan law, chapter 147, Laws of 1947: chapter 130, Laws of 
1949 ; chapter 155, Laws of 1953. 


B. BACKGROUND 


In accepting this commission, it was realized that it would be necessary to 
make a comprehensive study of the background of the small loan industry in 
New Mexico, as well as the United States, and to ascertain the basic reasoning 
and purposes behind the small loan statute. In order to acquire this back- 
ground, I undertook to read and digest numerous statutes and other literature 
relating to the small loan industry. In furtherance of the objective of getting 
background material, discussions were held with many members of this industry 
and with others who had given the small loan problem considerable study but 
who were not connected with said industry. 
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Preliminary research indicated that the neighboring States of Arizona, Colo- 
rado, and Nebraska had experiences, relatively recent, with abuses similar to 
those existing in New Mexico. Therefore, I went to each of these States and 
talked with industry representatives and government officials about these specific 
problems and studied the solutions that had been effected there. 


C. PHILOSOPHY OF THE SMALL LOAN STATUTE 


The small loan statute was enacted as remedial legislation. The statute is 
designed to make available to borrowers of small sums a source of credit, under 
the supervision of the State, at a reasonable percent of charge. 

The purpose of a small loan statute—and specifically the small loan statute 
of the State of New Mexico—is not to provide special privilege to particular 
lenders, but rather to protect the borrowers. It is a shield in the borrowers’ 
defense. It is not a sword in the lenders’ hands. 

The maximum rates that lenders may charge in connection with small loans 
are set forth in the New Mexico statute as all-inclusive charges. These rates, 
which are several times higher than the usury laws would otherwise permit, 
have been placed at this relatively high level in order that fair returns can be 
made by legitimate lenders in view of particular problems inherent in the con- 
duct of the small loan industry. The legislature, in setting these all-inclusive 
rates at extra-usury levels, made its intent and reasons clear in paragraph (d) 
of section 1 of the small loan statute. In part, the legislature stated its intent 
as follows: 

“* * * to insure more rigid public regulation and supervision of those engag- 
ing in the business of making small loans; to facilitate the elimination of abuse 
of borrowers; and to establish a system which will more adequately provide 
honest and efficient small loan service and stimulate competitive reductions 
in charges. 

“The legislature expressly declares: That the charges which licensees may 
collect under provisions of this act * * * are, while inclusive of pure interest, 
recognized as inclusive also of adequate service fees to the licensees. 

“The legislature further declares: That the charges established by this act 
are limiting maximums, fixed after careful study of modernized, adequate, and 
efficiently functioning small loan statutes of other states, which will permit 
licensees hereunder to meet the expense and loss hazard incident to the making 
and servicing of small loans, to the end that licensees may be encouraged to 
establish and maintain supervised and regulated loan agencies, whose competitive 
operations, while stimulating reductions from maximum allowable charges, will . 
provide legitimate sources of loan credit to a large class of borrowers throughout 
the state, who can not otherwise obtain honest and lawful loan accommodations 
under the general laws of New Mexico governing money, interest, and usury.” 

It would appear, therefore, that any charge of any nature, made in connection 
with a small loan that is, in fact, in addition to the limiting maximum as set » 
forth in the small loan statute, and which returns, directly or indirectly, a 
pecuniary reward to the lender, would be contrary to the intent of the legislature 
and the philosophy of the small loan statute. 


D. ACTIVITIES UNDERTAKEN 


When I felt I had made reasonable progress in familiarizing myself with the 
background and philosophy of licensed small loan lending, two full-time exam- 
iners were hired whose experience admirably fitted them for the task of conduct- 
ing examinations of the various New Mexico small loan licensees, One examiner, 
Harry Warren, is a retired banker and former Securities and Exchange Commis- 
sion investigator; the other examiner, W. T. Baughman, is a registered public 
accountant. With this staff, each licensee in the State of New Mexico was 
examined.’ 

It should be noted that this was the first time that some of these licensees had 
ever been examined. 

In the course of the investigations I met with the small loan lenders in Al- 
buquerque on at least four occasions, and attended two meetings of the New 
Mexico Small Loan Lenders’ Association. A hearing on regulation 7, relating to 
the sale of insurance by licensees, was held in Santa Fe on May 4, 1954. 





1 With one exception. 
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In order to obtain as complete a picture as possible of loan transactions, we 
undertook to go out and visit with borrowers presently indebted to various 
licensees. We also were fortunate in having a number of borrowers come to us 
on their own volition to tell us of their personal experiences : 


E. FINDINGS 


As a result of these studies, investigations and interviews, we present the fol- 
lowing findings: 
I. Quality picture of the small loan industry in New Megvico 

The vast majority of the licensees are conducting their businesses in a manner 
that is at variance, in some manner or other, with the spirit and intent of the 
Small Loan Act. <A large minority are failing in some respect or other to meet 
the letter of the law. A substantial percentage of the licensees are so remiss in 
keeping books and records in accordance with sound accounting practices, or 
have kept their pertinent records in places so inaccesible to the examiner (usually 
out of the State) as to make thorough and revealing audits of the operations a 
difficult and trying experinece. 

For purposes of making a rough evaluation of the small loan industry in New 
Mexico, a classification of licensees by grades A to D has been made. Each class 
has been defined as follows: 


Class A. Excellent: 
1. No violations of lending laws. 
2. Sound lending practices observed. 
3. No concentration of lending in a specific or planned size of loan balance, 
4. Turnover of loans reasonably small with renewal balances, on the average, 
not excessively higher than original balances. , 
5. No insurance sold in connection with loans. 
6. Adequate bookkeeping records Kept in the office of licensee. 
Class B. Good: 
1. No violations of lending laws. 
2. Deficient in one or more of the categories (2-6) listed under class A but, 
in general, abiding reasonably well by the intent of the Small Loan Act. 
Class C. Character and fitness questionable : 
1. Tendency toward evasion of the law in one or more respects ; and/or 
2. Sharp lending practices when borrower is not alert to his rights and 
privileges ; and/or 
8. Small loan business a minor operation and used to refinance loans that 
have been reduced below $500. 
4. Violations of the usury laws. 
Class D. Lacking in character and fitness: 
1. Policy of sharp lending practices and use of subterfuges; and/or 
2. No sense of responsibility for the public character of the business or the 
social value of small loan lending. 
In grading 103° licensees according to the above classifications: 8 were found 
to be class A; 28 were found to be class B: 56 were found to be class C:; 11 were 
found to be class D. 


II. Types of small loan lenders 


A. Specialists in small average loan balances—usually under $50.—There 
appear to be only nine lenders in the State who clearly specialize in loans of 
$50 or less, although 21 lenders have average loan balances of less than $100 
and make a large percentage of their loans under $50. Seven lenders among 
the group of nine are making full use of every laxity in the State law and have 
taken advantage of the borrower with every trick of the trade. These firms are 
able to profit well in spite of the large number of very small loan balances 
because they are permitted under the statute: 

(1) To charge at the rate of 60 percent per year on original loan balances 

of $50 or less; and 
(2) To collect a minimum charge of $1 when the loan balance is low 
enough to prevent the collection of this amount under the statutory rates. 
The’ majority of these lenders also enhance their earnings through the tie-in 
sale of credit insurance from which they have been earning large commissions. 
Premiums on the insurance, in most cases, were found to be equal to 160 percent 


2 One licensee not examined. Another had been in operation too short a period to grade 
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of the average amount of money advanced when projected to a yearly simple 
interest cost. When the interest on these borrowed premiums was added to the 
premium cost, the total annual rate of charge on the average amount of cash 
used was more than 250 percent. On a typical $40 loan, for instance, the e¢al- 
culation, using rates and premiums as charged, is as follows: 


a in ce $40. 00 
enema er i Ce i nn cise nsetnicnoenis 20. 00 
arnt EE NO ie cee erin eee ieee &. 00 
a ne nn cmenhinieaias alien ibee > Reanwerm minnie 52. 92 
ca mais Deine oienbubaniaiaion 12. 92 
Presses On Spee: Denis... ....... 3-2. <- ee ees Re 51. 68 


Annual rate of charge on average balance, 258.4 percent. 


The turnover of loan balances by these firms was exceedingly high—a prac- 
tice encouraged by ‘tthe opportunity to sell short-term insurance policies, thus 
pyramiding balances and, in many cases, placing the borrowers under practical 
conditions of servitude. 

B. Specialists in larger loan balances—generally in the $250 to $300 bracket.— 
One cannot be so certain of the exact number of these lenders because many of 
them are borederline cases who could cast doubt on any flat statement that they 
specialize within a certain bracket of loan balances. A large group of these 
lenders, however, appear to make efforts to keep the bulk of their loans in the 
2 percent per month (24 percent per year) bracket in order not to have too large 
a percentage of their loan balances in the 1 percent per month (12 percent per 
year) bracket. By so doing they have large enough average balances, $150 to 
$300, to cover their loan costs adequately. Sixty percent of the lenders had 
average loan balances within the 2 percent month bracket. 

C. Specialists in financing of purchase contracts and refunding of large 
loans.—At least nine licensees are not emphasizing small loan lending to any 
great extent but are using their licenses primarily to finance purchase contracts 
at high rates of interest, or, as large loans are reduced below $500 balances, to 
convert these loans into small loans bearing 12 percent to 36 annual interest. 
These lenders are not performing as small loan lenders but are using the small 
loan license as a device to evade the usury laws. 

D. Lenders who offer a complete loan service.—The fourth type of lender is 
the one who offers a complete loan service—that is, one who makes the loan 
fit the needs and capacity of the borrower. He makes both signature and se- 
cured loans and conducts all business in his office in a legitimate and law- 
abiding manner. This type of company tries to grant loans that will serve the 
best long-range interests of the borrowers. He does not pursue a policy of en- 
ticing present customers to renew loans upon small provocation. In many in- 
stances we found that this type of lender was not charging the full rate per- 
missible under the law and, in some cases, was including credit life insurance 
on the borrowers at no cost to them. These were the eight class A borrowers 
grouped under section I. 


IIT, High pressure lending 


No industry in New Mexico, that has come to my attention, has placed greater 
emphasis on high pressure selling than has the small loan industry. The mer- 
chandising of money is promoted in all conceivable ways with an intensity that 
fosters unfortunate social results. This marketing of loans has reached a stage 
of pressure where deceit and enticement is as much the rule as the exception. 

Many lenders are not content to obtain volume simply by informing present 
and prospective borrowers that money is available where need and capacity 
to repay are present. Rather the emphasis is placed forcefully on the ease with 
which money can be obtained not only for original loans but the refunding of 
balances into larger loans as well. Frequently present borrowers are urged to 
bring in new customers on the promise of a cash payment reward for each new 
loan so originated. 

Advertising is designed to create a desire for credit and tends to entice the 
unwary of the low income group, particularly, into a financial web from which 
extrication may be nigh impossible. The following quotation taken from an 
interoffice memorandum of a chain of small loan lenders accurately speaks for 
the policy of a large segment of the industry : 

“All lines of business advertise a leader which is sold at cost, or at least with 
very little profit. They get you in to buy merchandise, sell you their leader, 
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then go to work to sell you something they want to sell which is profitable to 
them. We advertise quickness, cheapness, confidence, and large loans are made 
without security. That is our leader—our bait to get the customer to our of- 
fice.” (Italics supplied. ) 


IV. Fostering of high turnover of loan balances 


Many licensees show a very high rate of renewals in relation to original loan 
balances. These renewal loans are considerably higher in number than loans 
either to new customers or to those old customers who previously have paid off 
their debts in full. The stated policy of a number of companies is that the 
present customers should be the chief source of business and managers are in- 
structed, in many cases, to make as many renewals as they can. Loan renewals 
among lenders specializing in loan balances under $100 ranged as high as 97 
percent of total loans which, of course, practically excludes the making of new 
loans and indicates that borrowers are being kept in perpetual bondage. A com- 
mon figure for renewed loans, but still high enough to cause grave concern about 
the character and fitness of the lenders, was found to be 70 percent to 80 per- 
cent of total loans. Renewals of less than 60 percent of total loans among lend- 
ers who specialized in the smaller balances was rather uncommon. 

Even among the lenders of larger balances renewal loans were generally a 
high percentage of total loans. One such licensee, whose average loan balance 
in the first 6 months of 1954 was $270 had a 90 percent renewal rate. Another 
in the same general classification had a 72 percent renewal rate in 1953 and 75 
percent in the first 5 months of 1954. (This licensee has an admitted policy of 
seeking to renew any loan upon which six payments have been made.) It was 
not uncommon to find many rates of 50 percent or more which indicate a defi- 
nite policy of encouraging borrowers to renew loans without too much thought 
of the effect upon those people. 

We should, perhaps, let one lender speak for the many through one of his 
interoffice memorandums : 

“The initial advertising expense of obtaining business is very high. If we 
don’t make the most of customers already established, we lose the most im- 
portant potential of our business. Renewal business is the essence of succes- 
ful operation in the industry and represents 5 percent of loans made. If we are 
to maintain the average for the industry it is essential that we send advertising 
to all eligible open and closed accounts consistently. A former-borrower list is 
the most productive and inexpensive of all direct mail lists; therefore, we should 
make full use of it.” (Italics supplied.) 

Another lender who speaks more frankly—even viciously—needs to be quoted, 
not as an isolated example, but because the rate of renewal loans of lender after 
lender only verifies these words to be common policy of the industry: 

“If we are good merchants, when we get him in we don’t let him buy our 
leading, less profitable merchandise. We sell him what we know is most profit- 
able. Our most profitable merchandise is our $20 to $40 loan made on 3 or 4 
months’ terms. Payments are higher and it is paid off more quickly. We get 
our investment back to use over again. The payments are larger, possibly, than 
the customer can make easily. But he knows as long as he pays us he can always 
get more money from us to pay the things on which he is behind. So by selling 
most profitable merchandise we are at the same time increasing the demand for 
it in the future by creating a condition which makes the customer need more 
money. Our longer term, smaller payment, larger loan possibly serves the cus- 
tomer’s purpose better and frequently it may be necessary for us to make it, 
but a larger loan serves a greater purpose and tends to correct a customer's 
condition. Payment is smaller and can be more easily met out of his income. 
During the time it is being paid, he has more leeway to meet his other bills. 
The customer is conscious of the cost of the larger loan as it takes longer to pay 
it out, and he is reminded of the cost and how hard it was to pay the office each 
successive month. His account cannot be renewed quickly and he is given more 
money so that part of it is coming his way as well as our way. So you can see 
that our larger loan destroys the desire to purchase our merchandise again. 

“So the obvious thing for us to do is to sell the merchandise we know is most 
profitable : 

“First. Because we know that it makes our investment work more often 
and our collections come in quickly ; 

“Second. Because we can see that it increases the demand from the cus- 
tomer for continued purchases of our merchandise: 

“Third. Because it increases the customer’s desire to want to buy our 
merchandise. 
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“In all circumstances we cannot sell our most profitable merchandise, but we 
can try hard and Keep it more in our minds than we have in the past. That is 
the purpose of this letter. We have disclosed here a selfish merchandising 
policy in plain words, but it is not any more than any other merchant applies to 
his business, and it is one of the things of which we have lost sight.” (Italic 
supplied. ) 

A compelling incentive for this practice is the tie-in sale of high-premium life, 
health, and accident insurance coupled with a short rating of such policies when 
the renewed loan permits cancellation and the sale of a new policy. Permission 
to sell this insurance at a profit to the lender-agent, as well as use of the dollar 
minimum charge and a 60 percent per year rate calculation, has encouraged 
and fostered the making of loans not to exceed $50. It has also encouraged the 
setting of maturities of these loans at a date too soon for the typical borrower 
to be able to repay in full. Under such conditions lenders are able to “flip” 
borrowers into a pot of peonage with lucrative gravy returns to the lender. 

V. Tie-in sale of insurance 

Although there was great difficulty in finding the complete story on the sale 
of insurance by small-loan lenders because of a common refusal to allow the 
representative of the State bank examiner’s office to assume a function which 
they believed was the sole prerogative of the insurance commissioner, we were 
able to make findings of a rather conclusive nature. 

Many lenders have been selling the retrospective form of credit insurance by 
which about 85 percent of the premiums collected are allocated to the lender- 
agent for his commissions and claims. Claims on this type of insurance have 
amounted to about 16 percent of premiums collected. Profits to the lender- 
agent, therefore, are in the neighborhood of 69 percent of premiums loaned to 
borrowers. 

When we started our investigation we found one policy being sold at a cost 
to the borrower of $39 on each $100 of cash advanced for a_ period 
of 6 months. The $139 had to be paid back in six equal installments of $25.70, 
making the equivalent of a simple interest charge of 216 percent per annum on 
an average balance of $50, or equal, in fact, to approximately a 40-year charge 
at commercial banking rates on each installment loan of $100. This percentage 
charge was only slightly less than the earlier example cited of 258 percent for 
loans in the $40 to $50 bracket. 

Presumably, the borrower received something extra in insurance protection 
for which he paid this substantial, if not extortionate premium, but with claims 
approximating only 16 percent of premiums paid, it is more than certain that 
many borrowers have not been collecting their due because of reticence of lend- 
ers to sacrifice any earned premiums that can be hidden from the borrower. 
This seeming truth has been reenforced by the testimony of many borrowers 
who swore they had no knowledge of having had the protection of an insurance 
policv and had not known they were paying for one. Furthermore, many 
lenders, upon being questioned regarding the insurance terms of the policies they 
sold, were unable to describe what hazards were or were not excluded in the 
contracts. 

In many offices that sold such high-rate credit insurance, practically 100 per- 
cent of the borrowers were insured on individual policies. Where every bor- 
rower, or even a high proportion of borrowers, are insured at the borrowers’ 
expense, it is rather obvious that insurance has been used as a tie-in sale in which 
the borrower either takes the insurance or he does not get his loan. 

A recent development within the industry, and one which has been adopted 
by several lenders in New Mexico, is the furnishing of group life insurance to 
all borrowers at no extra cost to them. The lender absorbs the cost within 
the all-inclusive rate of charge permitted in the small loan statute. 

VI. Property insurance 

Instances were found of abuse in the sale of casualty insurance by small-loan 
lenders. Although rates are more standard and better regulated in this field 
than in that of credit life, health, and accident insurance, a number of instances 
were noted of licensees requiring collateral of little value to be insured for 
amounts considerably exceeding the market value of the collateral. A transac- 
tion that clearly points out this evil in its worst form follows: 

On a note of $180, cash was advanced in the amount of $111.65, insurance 
premium $68.35. Forty-five days later, note was renewed rebating only $12.65 


53615—60——51 






























794 CONSUMER CREDIT LABELING BILL 


insurance and advancing additional cash of $101.66 and insurance premium of 
$162.83, making a total cash advance of $213.31 and insurance in net amount 
of $218.53. Regulation No. 8 and order No. 9 was issued to prevent this delib- 
erate abuse. ‘ 
VII. The customer's attitude 


During the course of the investigation over 100 interviews were made with 
individual customers of small loan companies concerning the details of specific 
loans they had with certain licensees. 

In addition to the specific information needed as already presented in this 
report, the examiner made observations along the following lines: 

A. Borrowers’ attitudes toward particular loan companies and loan companies 
in general,—In the case of every borrower interviewed, the opinion was expressed 
or implied that the loan company with which that particular borrower was doing 
business was charging more for interest than the law allowed. The borrower in 
4 st cases evidenced a feeling of guilt at having put himself in the position of 
borrowing from the small loan company. His conclusion was that since he had 
done wrong in mishandling his financial affairs to such an extent as to borrow 
from the loan company in the first place, he could not “cast the first stone” 
against the small loan company, particularly since the firm had been nice enough 
to lend him the money when, as often occurred, some other licensee had turned 
down his loan application. 

Therefore, although most were cooperative in giving information, many were 


reluctant to commit themselves to say anything that might cause trouble for ° 


the small loan company. They realized or thought that the small loan com- 
pany was not abiding by the law, but they felt that they could not harm those 
who had befriended them. 

The feeling expressed or implied by all the borrowers was that, although 
there were some lenders who loaned money at the legal rate, the particular small 
loan companies with which they did business loaned money at a high, illegal 
rate. They had accepted such a lot because they decided that they were poor 
financial risks and thus had to pay illegal rates of interest in order to get the 
money they needed. 

B. Borrower's understanding of the contract he signed with the small loan 
company.—All of the people interviewed had only a very sketchy idea of what 
was included in the contract that they had signed with the small loan com- 
pany. Most felt that if they questioned any of the terms of the contract, they 
would offend the lender and might not get the loans they sought or would not 
be able to get future loans. Besides, most evidenced an inability to understand 
the provisions of the contract even when the examined explained them. 

Over 75 percent of those interviewed knew only the amount of their pay- 
ments and the date on which the payments were due. They did not know how 
many payments they were to make; how much the rate of charge was; or the 
nature or amount of the insurance they had in connection with the loan. Most 
of this group did not know for certain whether or not they had insurance. 

Over 50 percent of those interviewed evidenced an inability to read, write, or 
speak the English language. Many of these possessed one or two of these skills 
but not all three. 

C. Attitudes of borrowers toward small loans and the effects of the small loan 
upon them.—Almost without exception, the borrowers interviewed were perma- 
nent customers of at least one small loan company. That is, they were con- 
stantly in debt to at least one small loan company and in many instances to 
several small loan companies at one time. 

Most of the interviewees view the small loan as a drug which once started 
cannot be dispensed with. They see no way of escape, but only a life chained 
to the opium of the small loan. Many, as a matter of fact, have no desire to 
break the habit since it is so easy for them to get the small loan and so diffi- 
cult for them to plan their finances so that they might do without. Almost with- 
out exception, the small loan was used as a permanent means of financing rather 
than to satisfy a temporary need for cash. No borrower would admit that 
such was the case when asked why they had borrowed the money. All gave 
specific reasons, although it was evident to the examiner that in many instances 
the reasons were made up on the spur of the moment. 

Many were aware of the fact that the high rates of interest paid for the use 
of the money constituted a heavy drain on their income—more than they could 
afford, but few held any hope that someday they could release themselves from 
their eternal bondage. 
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VUI. Other businesses in same office with small loan 

We found that many licensees, who also were dealers in discount paper, 
have arrangements with furnishers of installment paper to write installment 
contracts or to bring purchasers to their offices for small loans whichever course 
would bring the licensees and finance companies greater returns. 

Since issuing regulations 7 and 8, we find a greater proportion of deals under 
$500 now are written as dealer contracts with insurance in amounts and under 
conditions now prohibited by regulations 7 and 8. 

Flipping of direct loans and installment loans into small loans for greater 
returns is a common practice in many offices. When an installment contract is 
“flipped” into a small loan, the previous interest charges are included in the 
new principal. Little, if any, of these installment charges are returned to the 
borrower in the process of refinancing, and never at a greater return than per- 
mitted under the rule of 73—a method of short rate cancellation used in insur- 
ance. By such a practice the licensee gains a discount profit advantage which 
burdens the customer. The bank examiner's office is forced, with these findings, 
to critically examine the policy of each office in these matters as such practices 
tend to evade the Small Loan Act. As in the case of the business of selling 
insurance, this business of purchasing installment paper in the same office, also 
permits an alluring chance to profit through abuses and methods of operation 
unbecoming to a licensee who has fitness and character sufficient to retain a small 
loan license. 


IX. Double ups 


Our findings further noted that many borrowers are obtaining multiple loans 
through more than one lender. It was not intended under the philosophy of 
the Small Loan Act, I believe, that a borrower should have three loans at $150 
each paying 36 percent interest on each $150 loan when one loan of $450 would 
have done the same amount of good for him and he would have been paying a 
much lower rate or charge. 

The problem of multiple loans to borrowers is receiving very serious thinking 
on the part of small loan supervisors throughout the United States. It is felt 
in many quarters that a borrower should receive his loans from one company 
where his overall problems will be more completely understood and where he 
will receive under one loan limitation a lesser rate of charge. 

The lenders in Albuquerque, when I first met with them, were divided on the 
number of loans that should be granted each borrower. Some were adamant 
in their contention that whatever number of loans an individual incurs is no- 
body’s business, including that of the State, except that of the lender and his 
customer. Others were of a more liberal point of view and thought that perhaps 
only two loans should be granted in the aggregate to a customer. 

We succeeded on a voluntary basis to establish a lenders exchange which puts 
a limit of three loans in the aggregate on any one borrower and prevents doubling 
up of any collateral, including the guarantee of a cosigner. All the licensees in 
Albuquerque have not joined this exchange—some feeling that it is an invasion 
of their right to exploit the individual borrower to any extent agreed upon by 
the borrower. 





X. Rate of charge and volume 

The Small Loan Act in its preamble states clearly that the rate of charge shall 
be sufficient to compensate a licensee for the hazards of lending to persons of 
unestablished credit possessing unsubstantial collateral. Some lenders, however, 
do not agree that the permissible rates are high enough to accomplish this ob- 
jective. It has been pointed out to me that, generally speaking, neighboring 
States have a higher rate than New Mexico (none, however, have legalized a 
60 percent per year bracket). They argue, therefore, that I should recommend 
an increased rate of charge for New Mexico. I am told that because the rate 
is insufficient, subterfuges are used to develop additional profits and that the 
practice of tie-in sales of insurance is, simply, the modern technique to gain 
greater profit from each borrower in order to overcome a deficiency in legitimate 
income. 

In an effort to seek out whatever substance there might be for such an argu- 
ment, I have examined offices rather minutely to ascertain what factors are 
most responsible for an adequate return on used and useful assets. My findings 
indicate that volume of outstanding loan balances is the all-important factor in 
attaining reasonable profits with maximum benefits to borrowers. No company 
can keep its overhead from eating away its possibilities of profit unless one 








796 CONSUMER CREDIT LABELING BILL 


of two approaches to the problem occurs. Wither volume, which only ean be 
attained at reasonable rates, is emphasized; or relatively small outstandings at 
high rates and surcharges are sought with high profits per loan. 

In one New Mexico city, we have a clear picture of the influence that volume 
plays on net return by comparing the records of two partnerships with con- 
trasting lending policies. One had an average outstanding in 1954 of $575,000; 
used no tie-in sales of insurance to boost profits; used the 60 percent bracket 
sparingly; and offered a complete loan service. This company showed no 
tendency to overload individual borrowers or to continually pressure borrowers 
to enlarge their loans. Its net profits were $84,000. 

The second company had an average outstanding of $53,000 (less than one- 
tenth the former example) with an average size loan of approximately $64, 
The average loan life was 70 days and, as the size of the average loan indicates, 
the company operated almost exclusively in the 60 percent bracket and made 
wide use of the $1 minimum charge. This company used tie-in insurance sales 
to boost returns. In spite of the 60-percent interest charge it was unable to 
profit by more than a scant figure—$121—from interest charges. Yet the 
company showed a profit of $21,000 on its insurance sales. Without volume 
even exhorbitant rates will not yield a profit. 


XI. Available liquid assets and volume 

Many lenders are without sufficient capital to permit a lending operation on 
a large scale. They are tempted, therefore, to supplement their own liquid 
assets with heavy borrowing from banks and other sources. Examples were 
found of some licensees paying as high as 15 percent for these supplementary 
funds. Unless a licensee is well-financed with his own equity funds, there can 
‘be little hope of preventing him from seeking devious ways of evading the lend- 
ing laws, or from taking advantage of the borrower at every opportunity. 


XII. Rates of charges and loss ratios 


The hypothesis that higher rates rather than lower will solve this problem, as 
some of my informants have put forward, is equally fallacious as shown in an 
analysis of the loss ratios permitted by those lenders who specialize in the 
60-percent bracket. 

A standard optimum ratio of bad debts to outstanding loan balances, in a 
high proportion of offices, is a precalculated determination. The credit policy 
tends to be liberal or tight depending on the level of losses below or above this 
standard. The standard, on the other hand, tends to be higher whenever a 
company chooses to specialize in loans of small balances permitting higher 
rates of charge. In other words, little effort is made to screen loan applicants 
when high rates, such as the 60 percent per year bracket, are permitted. 
Rather the lender will be liberal in accepting loan applications, expecting to 
assume large losses, relying on legal measures—garnishments and other writs— 
to reduce his losses. Sound lending practices have been discouraged by rela- 
tively too high rates rather than too low. Our findings would indicate that, 
as a result high profits per loan have been emphasized rather than a fair 
return based on volume and reasonable rates of charge. 


XIII. Collection policies 

Emphasis upon high profits per loan, with little thought of sound lending, has 
lead to collection policies that are inimical to the philosophy of the Small Loan 
Act. Undesirable collection and garnishment activities by some of the lenders 
in New Mexico, I believe, equal any to be found in the United States. During 
the first 6 months of 1954, there were 512 garnishment proceedings filed in Al- 
buquerque by small loan licensees. Over half of these were brought by two 
lenders who specialized in high rate, high turnover, and short-period loans, 
The majority of remaining garnishment proceedings were divided among most of 
the other 60 percent per year lenders. The huge majority of garnishment actions 
did not comply with the provisions of the garnishment law but many borrowers 
did not know their rights and allowed themselves to be badgered into miserable 
situations. 

The lenders in many States have banded together and adopted a code of ethics 
and standards of conduct that specifically prohibit unconscionable practices ex- 
cept against perpetrators of fraud and against those who willfully refuse to pay. 
I quote, as an example, the code of ethics and standard of conduct voluntarily 
drawn and agreed to by small loan lenders in the State of Iowa. 
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To the end that the principles incorporated in the code of ethics shall be 
applied in the management and operation of the small loan business and with a 
view of establishing uniformly acceptable operating practices, the following 
standards of business conduct are adopted as binding upon the members of the 
Iowa Association of Small Loan Companies. 

(1) Members will explain fully to customers the actual cost, terms, and con- 
tractual obligations of loan transactions. 

(2). Members will use in all loan transactions written instruments as simple, 
Jucid, and unambiguous as circumstances will permit and will draw such instru- 
ment with a view to the bona fide application of these standards of business 
conduct. 

(3) Members will transact all business in such a manner as to merit the respect 
and confidence of customers and the public. 

(4) Members will resort to legal process for collection only in the event of 
misrepresentation, fraud, or willful refusal to comply with the terms of the 
contract. 

(5) Members will adhere to generally accepted standards of business deport- 
ment in competitive relations, in advertising, and in their dealings with the 
public. ‘ 

(6) Members will cooperate with supervising officials and other public authori- 
ties in the enforcement of laws and regulations, and will seek to secure universal 
observance of these standards and principles throughout the small loan business. 

Unethical lending practices create conditions that cause borrowers to fall 
behind in their payments. In 1 day in the month of November 1954, one em- 
ployer was served with four garnishment proceedings on a single employee. The 
cost to this employee, who was already overloaded with charges was more than 
$25 in court costs that week. The employer of this man stated that if proceed- 
ings continue the employee can—in fact, must quit and go to some other locality 
where his family can have part of a weekly check to subsist on. 

The Small Loan Act specifices that licensees shall have experience sufficient to 
be able to determine if a given loan will be an aid or a detriment to the bor- 
rower—that he shall have the character to make only those loans that are 
advantageous to the borrower. This provision and intent of the law has been woe- 
fully disregarded in New Mexico, and the social consequences wrought upon the 
community have been considerable. 

Areas saturated with licensees have been found to harbor the greatest number 
of sharp practices including reckless and callous collection practices. In such 
communities employers look with much disfavor upon the small loan industry. 
They see their employees in financial trouble for what appears to be extraordi- 
nary interest rates augmented by garnishment, and other costs. Instinctively 
employers blame an industry which permits such unwise loans to have rendered 
them ineligible for such a public trust. 


XIV. Environmental causes of abuse: Customer does not shop for credit 


One of the reasons that such conditions as we have described are not self-cor- 
recting is that small loan borrowers are prone to accept credit at the first es- 
tablishment that is willing to extend it. The main and determining considera- 
tion, as far as the borrower is concerned, seems to be whether the monthly pay- 
ment requested is within his immediate means. Whether he will ever be able 
to extricate himself from the lender’s contract is generally secondary or of no 
importance. 

The aggressive selling practice of lenders aids in making it difficult for the 
borrower to get out of debt or to change companies. In one of our saturated 
New Mexico cities, we have two licensees operating businesses not more than 
50 feet apart. One company operates a high rate, high turnover, high insurance, 
tough collection office. The other, only a few doors away, offers a complete loan 
Service, and charges legal rates with no use of subterfuges to boost profits. in 
the latter case there is no flipping of loans to increase the cost to borrowers and 
the company uses no collection methods frowned upon by reputable members 
of the industry. A casual observation indicates that the customers of the first 
company seem to be unaware that they are paying six times more in average 
gross charges than is being paid by customers of the second company or, as they 
grow aware, their obligations have been so pyramided as to make it impossible 
for an ethical lender to bail them out. 

This situation, I believe, as well as others in New Mexico, clearly highlights 
the mood of people when they are in emergency need of credit. They do not 
shop. They take the first hand that is proffered. 








OS CONSUMER CREDIT LABELING BILL 


XV. Environmental causes of abuse: Oversupply of licensees 

The second factor working against any self-correcting conditions is the failure 
of the State to prevent or alleviate the oversupply of licensees in some communi-. 
ties. The average loan balances outstanding per licensee in 1953 was approxi- 
mately $85,000—a figure far below the amount needed to conduct a small loan 
business profitably under fair and reasonable rates. When one considers that 
this average outstanding is made up of many lenders who operate with much 
smaller average loan balances, there can be little doubt that the chief cause 
of the many violations of the Small Loan Act, together with the sharp lending 
practices that have been prevalent, is the oversupply of lenders. The fact, too, 
that the typical customer does not shop for his credit makes it possible for the 
undercapitalized, shoestring lender to exist by unethical practices next door to 
a well-financed licensee whose practices may be above reproach. 


AVI. Annual license 


The Russell Sage Foundation studied the lending of small sums of money 
for many, many years. It incorporated into the uniform Small Loan Act cer- 
tain provisions that it considers indispensable to a well regulated law operating 
in the public interest. Chief among those designed to eliminate trouble at the in- 
ception were: 

(1) Convenience and advantage to the community. 

(2) Fitness and character of applicant. 

(3) Experience of applicant sufficient to handle business in public interest. 

These three trouble saving provisions were automatically abrogated by the 
grandfather clause provision included in the 1!47 act passed by the New Mexico 
Legislature. Every person then licensed under the 1939 Service Fee Act was 
given a license regardless of his fitness and character, experience, or conven- 
ience, and advantage to the community. In addition to this, his license had an 
automatic continuation from year to year depending not upon a moral tone of 
publie service, but only upon payment of a $75 annual license fee. 

The bank examiner was faced immediately with the nevessity of court con- 
troversy as the only method of overcoming an unwise provision of the law. The 
proper application of this widely adopted Russell Sage Foundation Act con- 
templates that each licensee, after the law becomes effective, receive a license 
only after an exhaustive examination to determine conclusively his fitness, char- 
acter, and experience to operate a loan business in the public interest and after 
determining that the granting of a license will be to the advantage of the 
community. 

The licensees today are adamant in their determination that the presently 
licensed lenders remain in their very favorable position free of any accountancy 
to determine annually if they can meet the three basic requirements set forth 
above. The State can weed the undesirable lenders out of the loan business over 
the years only after many court tests and great outlays of money. All the time, 
however, the small borrower, whose temperament and mood is described else- 
where in this report, it taking abusive treatment on the chin. The law was 
passed, and this the lenders agree, for the protection of borrowers who are sub- 
ject to great exploitation. And yet the law, by an unwise grandfather clause, 
has perpetuated for practical purposes, the licenses of the amoral elements in 
the small loan industry. 

To illustrate let me point out one of our current experiences. 

The bank examiner gave notices pursuant to sections 8(a) and 8(b) of the 
act of hearings to be held before him upon contemplated suspension and revo- 
eation of three licenses held by one licensee whose license was issued under the 
“erandfather clause.” Before the day set for the hearing he was served with 
an injunction issued by the District Court of Santa Fe County in Cause No. 
271355, entitled “J. H. Taylor and P. E. Leake, Plaintiffs, vs. Alfred W. Kaune 
and Lilburn Homan, Defendants,” in which it was alleged in paragraph 26 
of the complaint as one of the grounds for the injunction as follows: 

“26. That the matters and things stated and referred to in paragraph (f) of 
the aforesaid notices are false in their entirety but. even if true, are insufficient 
to justifv or sustain a revocation of these Plaintiffs’ licenses as threatened by 
said notices for the reason that these licenses were issued under and pursuant 
to the provisions of section 22 of the Small Loan Act and therefore the provi- 
sions of sections 8(a)(2) and section 5(b) are not applicable to said licenses 
further for the reason that said paragraph (f) does not contend. charge or as- 
sert in relation to the allegations based upon paragraph 8(a)(3) that any of 
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such purported facts would have clearly justified the examiner in refusing to 
issue said licenses, for the further reason that said licenses were issued under 
and pursuant to section 22 of the aforesaid act and therefore the provisions of 
paragraph 8(a) (3) are not applicable to these licenses, * * *. 

In other words, it is contended that since the licenses were issued under sec- 
tion 22 (the grandfather clause), the examiner’s authority of suspension and 
revocation upon the ground of violation of the act or regulations or upon the 
ground of lack of fitness and character was not applicable and could not be ex- 
ercised as to those particular licenses. 

XVII. Inadequately financed regulation 

The small loan supervisor's office, a division under the authority of the State 
bank examiner, is woefully underfinanced. The oflice, under its present budget 
cannot begin to audit the licensees of the State on an annual basis as the law 
contemplates. Nor are there funds available for fighting through the court cases 
that have arisen because of the unfortunate grandfather clause in the Small 
Loan Act. 

Under the present law an annual license fee of $75 is required and an annual 
audit fee is payable on the basis of $10 per day with a maximum charge of 
$50. The maximum income that the small loan supervisor’s office can receive 
with the present 105 licenses is only slightly more than $13,000. 

Correction of the legion of abuses that are being perpetrated upon a weak 
and defenseless class of borrower is hopeless if regulation is to be supported with 
such meager finances. 

RECOM MENDATIONS 


The small loan law was passed with a number of unwise provisions, which 
have greatly influenced types of lending practices that are not in the public” 
interest. The 1949 insurance law that has been interpreted in effect to amend 
the all-inclusive rate charge has had devastating effects upon large numbers 
of borrowers of small amounts. The 1953 law apparently deprived the bank 
examiner from supervising insurance tie-in sales and created an area of activity. 
unsupervised by either the insurance commissioner of bank examiner, much to 
the damage of the trusting borrower, who to a large extent was an unknowing 
or unwilling purchaser of insurance. 

The law pertaining to small loans should be amended in the following par- 
ticulars: 

(1) The 5 percent per month and $1 minimum charge brackets should be 
deleted. 

(2) The percentage per month statement of charge should be amended to a 
more understandable yearly percentage rate of charge. 

(3) The law should specifically state a prohibition against more than one 
loan to an individual borrower in aggregate. 

(4) A provision should be placed in the law requiring the naming of a statu- 
tory agent upon whom service may be brought to be filed with application from 
an out-of-state partnership, individual, trust, or association. 

(5) A prohibition against the licensee making a cash payment to anyone 
who brings in a new customer should be included. 

(6) The section of the law regarding advertising should be strengthened to 
prohibit any false, misleading, or deceptive statement or representation with 
regard to any aspect or conduct of the small loan business. 

(7) A yearly license provision should be inserted in lieu of the continuing 
license provision or a proviso that the examination record of each office should 
be used as the determining factor in renewing a license. If no complaints and 
no noted violations show on the record for the past year, the license may be 
renewed only upon filing written application containing such information as 
may be required by the examiner. upon payment of fee and upon affirmative 
showing that the licensee has been complying with the spirit as well as meet- 
ing all other provisions of the law. If, however, complaints of a customer 
or customers, or the findings of the examiner indicate the licensee has not con- 
ducted his office properly, then the burden of proof should be upon the licensee 
to show that the office is being and has been operated in the public’s interest 
and within the spirit of the law before a renewal license may be issued. 

(8) Cost of credit life, health, and accident insurance should be specifically 
included in the all-inclusive charge section of the law. 

(9) Secured loans up to $1,000 should be permitted but should have a rate 
structure more favorable to the borrower. On secured loans property insur- 
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ance, if charged to borrower should be in nature of a monthly policy with a 
monthly cost assessed and paid for at the time of each payment, thus saving 
borrower cost of interest on any portion of premium. As a rate structure on. 
secured loans I would suggest simply interest charges of 24 percent per year 
to $200, and 12 percent per year between $200 and $500, and 10 percent per year 
on that range between $500 and $1,000. 

(10) Violations of the general usury statutes by licensees or affiliated organi- 
zations in connection with financing operations or loans outside the scope of 
the small loan law should be specifically made grounds for cancellation of small 
loan licenses or of refusal to renew, upon the ground that such violations ad- 
versely affect or indicate lack of fitness to conduct a small loan business. 

(11) A separate section should be added to the Small Loan Act specifically 
listing prohibited practices. 

(12) One of the specific prohibitions should prohibit the participation in 
profits, or ownership of any interest in the license or the business conducted 
under the license, by any person not specifically named in the license as being 
financially interested. 

(13) The purchase on a discount basis under an agreement with the seller, 
the transfer or refinancing as a Small loan, of loans originally made outside of 
the small loan field by financing organizations not licensed, but affiliated with, 
or operating out of the same office location of a small loan licensee, after the 
loan has been paid down or reduced to less than $500 or after a sales con- 
tract is executed by buyer and seller, should be strictly regulated. 

(14) Income tax returns filed by persons deriving income from a small loan 
business or any other business conducted in the same place of business should 
specifically be defined as books, records and papers of the licensee or of persons 
engaging in the small loan business that are subject to examination and in- 
spection by the State Bank Examiner and should be specifically exempted from 
the secrecy provisions of the State income tax law and made available to in- 
spection and examination by the State bank examiner. 

(15) It should be specifically provided that the license grants a_ privilege 
only to a licensee and that any person applying for and accepting the privilege 
granted by the licensee should be deemed to have consented to be bound by all 
of the provisions and restrictions contained in the act, and regulations issued 
by the bank examiner. 

(16) The State bank examiner should be specifically authorized to order sep- 
aration of the small loan business from any other business conducted in the 
same office unless the applicant or licensee affirmatively establishes to the satis- 
faction of the bank examiner that such other business does not help or tend to 
conceal evasions of the declared spirit, purposes, and provisions of the Small 
Loan Act. 

(17) All office manuals, interoffice communications, or statements of policy 
or directives to office employees or managers now in effect or hereafter issued 
by any license containing statements of general or specific loan policies to 
be followed in the conduct of such small loan business should be required to 
be kept on file at all times in the office of the licensee where they may be in- 
spected and examined by the State bank examiner, or preferably they should 
be required to be filed with the State bank examiner. 

(18) The annual license fee and examination fee should be increased to pro- 
vide a yearly budget sufficient to afford two full-time examiners and a full-time 
supervisor. With the present number of licensees, an annual license fee of $200 
and an examination fee of $100 for the first examination and $385 per day for 
any additional examinations would be required to furnish such a budget. 

(19) A pawnbrokers law and an installment purchase law should be enacted 
and the usury law should be strengthened. None of these laws can be effective 
unless rigorously policed by the State. 

(20) A minimum capital requirement of $20,000 should be inserted in lieu of 
the present $2,000. 


BANK EXAMINER'S REGULATIONS AND CONDUCT OF HIS OFFICE 
A large part of the small loan abuses could have been, and can be, prevented 


by more effective regulation by the State. My recommendations for the State 
approach in this regard are: 








for 


the 


at et a 


th a 
Ving 


e on. 


year 
year 


yani- 
e of 
mall 
3 ad- 


ally 


n in 
cted 
eing 


ler, 
e of 
ri th, 

the 
con- 


loan 
yald 
sons 

in- 
rom 
» in- 


lege 
lege 
all 
ued 


sep- 
the 
itis- 
i to 


nall 


licy 
ued 
; to 
| to 

in- 
uld 


»ro- 
ime 
200 
for 


ted 
ive 


| of 


ted 
ate 


CONSUMER CREDIT LABELING BILL 801 


(1) Every applicant for original license or renewal should pass a rigid test 
for fitness and character using past operations as a criteria. 

(2) The State must not issue any license unless convenience and advantage to 
the particular community is affirmatively established by the applicant. 

(3) The bank examiner should set up a standard of advertising that should 
be followed by all licensees. 

(4) Each office should be examined not less than twice a year. 

(5) Collection practices, especially garnishment, should be scrutinized. The 
use of garnishment should not be allowed, except strictly within the law, and 
service should be only upon those who have given fraudulent information in ob- 
taining a loan or upon those who willfully refuse to pay. 

(6) The State should prescribe minimum requirements to be met in the mat- 
ter of records to be kept in each office. A uniform system of accounts should 
be prescribed by the State bank examiner. Willful underlending or overlend- 
ing that might suit the lender's purposes but not serve best interests of bor- 
rowers should be considered a serious reflection on the character and fitness of 
the licensee. Each licensee should provide a complete loan service and not be 
allowed to specialize in any particular loan size. The annual report of earn- 
ings should be checked for accuracy of items. 

(7) A high renewal rate of loans for the purpose of obtaining greater earn- 
ings through either higher rates or higher volume should be considered a re- 
flection upon the fitness and character of the licensee. 

(8) The State must correct the present excessive number of licensees in 
Albuquerque and Santa Fe, a situation that has created regretful conditions for 
a large number of borrowers and for the public. Many of these lenders do not 
have fitness and character to operate in the public’s interest. 

(9) Present legal actions now in progress should continue and further such 
actions should be instituted to cleanse these two cities and the State of all sharp 
practices. 

(10) An understanding of the small loan business requires much study and 
extensive experience. Such an understanding would be greatly accelerated if 
New Mexico examiners could be sent to other States to learn more of the tech- 
niques used by experienced supervisors. 

(11) The small loan supervisor’s office should be vigilant in the public interest 
at all times, while making aggressive efforts to encourage licensees to adopt and 
be bound by a code of ethics of such nature as to raise the industry to a status 
of acceptability and dignity. 


INDEPENDENT BANKERS ASSOCIATION, 
12TH FEDERAL RESERVE DISTRICT, 
Pleasanton, Calif., March 9, 1960. 
Hon. PAUL DOUGLAS, 
U.S. Senate Office Building, 
Washington, D.C. 

DEAR SENATOR DovuGiAs: We will not be able to be present and testify on 
S. 2755, but at our executive council meeting held in San Francisco, February 28, 
we discussed the bill and this letter may be entered of record if you so desire. 

We are in accord with the purposes of 8S. 2755 (interest disclosure bill) and 
hope that with its enactment procedures can be developed that will not entail 
any great burden of work upon either lenders or the enforcing agency. 

Cordially yours, 
Harry J. HARDING, Honorary President. 


STATEMENT OF ROBERT M. JENNINGS, SCHOOL OF ADMINISTRATION, DUQUESNE 
UNIVERSITY, PITTSBURGH, PA. 
A NOTE ON SIMPLIFICATION OF INSTALLMENT INTEREST 
The great majority of installment obligations are purchased on a prescribed 
agreement to repay which extends usually from 1 year to 8 years. Again, in 


the great majority of cases repayments are made in equal monthly installments 
over the entire length of the agreement. Because of the constancy of repayment 
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and the tendency to write the agreements in terms of 1-, 2-, or 3-year repayments 
a simplified method of determining the relationship between stated interest and 
true interest is available. The simplicity of this method is that it requires only 
some logical development and a thorough knowledge of elementary arithmetic. 

The basic difference between interest as stated, and interest as effectively 
charged to a customer lies in one fundamental fact. This fact is that interest as 
stated is applied as a percentage charge to the dollar amount being financed. 
By virtue of a constant repayment agreement, however, the customer reduces the 
average amount of the obligation being financed by a considerable amount. This 
reduction does not benefit the customer though because he is charged on the 
original amount of the loan at the stated interest rate. The large discrepancy 
between the interest amount as computed and the interest amount as it should 
be calculated creates the difficulties inherent in these figures. To illustrate the 
differences between these methods let us use as a starting point the formula for 
the calculation of interest as presented in most elementary arithmetic textbooks. 
This formula states simply that I= PRT where I represents interest, P represents 
principal (or amount borrowed), R represents the stated interest rate as a 
percentage and T represents the time interval for which the percentage interest 
rate has been stated. If the principal amount is.outstanding for the entire time 
then a calculation in the above fashion will yield the correct amount of interest. 
Regardless of repayment of principal this is the basis for most calculations of 
installment loan interest. The validity of this method (and stated rate of in- 
terest) resides in the assumption present in the formula that P, R, and T will 
stay constant over the particular period. Constant reduction of the principal 
throughout the period invalidates the stated interest rate. The effect of the re- 
duction in the principal upon the interest rate can be easily traced by returning 
to the elementary formula and examining its components and their relationship 
to each other. I=PRT. I has already been calculated and is a fixed dollar 
amount, but P, in actuality, is less than originally stated in the interest caleula- 
tion because it has been constantly reduced by regular payments. Since P (effec- 
tively) has declined in amount then either R or T must have increased to offset 
the Cecline in P. However T cannot have changed because it is a stated time 
interval. R, the percentage rate, must be the variable which moved upwards 
(opposite to P) in order to offset the decline in P. 

Consider the following sample illustration. If a fixed amount of principal 
repayable in twelve equal monthly installments is considered then the original 
amount of principal outstanding can be expressed simply as (12%monthly in- 
stallment). For purposes of simplification the monthly installment can be 
designated by the letter “i”. This yields a beginning principal of 12 i which will 
be reduced by one i each month of the contract. The schedule of the principal 
amount outstanding during the life of the agreement is as follows: 


Original amount of principal___- 


aetna i cca naa eh MEE 
Amount of principal after 1st installment paid_______ aeons 11i 
Amount of principal after 2d installment paid : es Se 
Amount of principal after 3d installment paid______-~ eis oe ee ocate Lae 
Amount of principal after 4th installment paid____- Pe oie Si 


Amount of principal after 5th installment paid Seber e cadets eae al Ti 
Amount of principal after 6th installment paid___________- 6i 
Amount of principal after 7th installment paid_____________ eet cet bono Se 
Amount of principal after Sth installment paid___________- eae eses 4i 
Amount of principal after 9th installment paid_________-_ Seti OTe 37 Bea eaten Ne 3i 





Amount of principal after 10th installment paid____________ Sebati ice 2i 
Amount of principal after 11th installment paid______________ iPass Maeno li 
Sh Air IDURD URN i oe 7T8i 


The sum of outstanding balances (78i) when divided by number of balances 
scheduled (12) gives an average outstanding balance of 6.5i. The original 
percentage rate was applied to the entire principal amount of 12i and should 
have been applied against an average outstanding balance of 6.5i. Therefore 
the original stated rate of interest should be multiplied by the ratio of 12i to 
6.5i, to determine the true effective charge to the customer. If the original 
stated rate had been 6 percent the effective charge to the customer is actually 
(12+6.5) times 6 percent or approximately 11.07 percent. An interest rate 
stated as 5 percent has an effective charge to the customer of 5 percent times 
(12+6.5) or approximately 9.23 percent. On a year’s duration of an install- 
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ment contract repaid in equal monthly installments then the effective charge 
to the customer can be calculated by multiplying the stated interest rate times 


12 


6.5. 


Sometimes the reverse situation is encountered, A customer or rate-setting 
agency might ask, ‘“‘What stated rate of interest will yield an effective rate of 
a certain percent?’ In the case of a 1-year obligation, again repaid in equal 
monthly installments the previous analysis, slightly altered, will fit the situa- 
tion. If an effective rate of 6 percent was desired the analysis would proceed 
in this manner. An effective rate would bear the same relationship to a 
stated rate as the total principal outstanding bears to the average principal 
outstanding. Substituting the total principal and average principal in this 
relationship along with the effective rate of 6 percent, the calculations would be: 


6 percent 12% 


stated rate 6.5%. 


By solving this ratio the stated rate is found to be 3.25 percent. The actual 
calculation of interest under these circumstances can also be proved since 3.25 
percent interest on an original balance of 12i is equivalent to 6 percent effective 
interest on an average balance of 6.5i. 

The analysis of similar samples for periods of time other than 1 year can 
be illustrated by using another example. This time the analysis can exclude 
some of the longer computations from the 1-year case. Consider a 2-year in- 
stallment contract repayable in 24 equal monthly installments: the average 
principal outstanding in this case will be 12.5i calculated as follows: summa- 
tion of 24i down thru 1i (total 300i) and division of 300i by 24 (the number 
of balances scheduled). The charge was based on a principal of 24i but 
average principal outstanding is only 12.5i. Effective rate charge to the cus- 
tomer then becomes stated rate charge times 


24 


(12.5). 
If the rate is stated as 6 percent its effective charge is 6 percent times 
24 
12.5 


or approximately 11.52 percent. There is no substitute for actual working 
experience with these types of calculations but the above paragraphs may offer 
a simplified approach or solution for the individual who is stunned by the 
variety. of apparently complicated formulas found in most textbooks in this 
area of study. 


STATEMENT OF GEORGE KATONA,’ SURVEY RESEARCH CENTER, UNIVERSITY OF 
MICHIGAN, ANN ARBOR, MICH. 


S. 2755, submitted to Congress in January 1960 by Senator Paul H. Douglas, 
which requires the disclosure of finance charges in connection with extensions 
of credit, cannot be discussed without analyzing the function of installment 
buying in our society. The Survey Research Center of the University of Michi- 
gan has collected information on installment buying in surveys conducted over 
the last 10 years. Part 1 of this paper summarizes the findings obtained; in 
part 2 the author, who directed the studies, draws his personal conclusions from 
the data. 

The information to be presented is characterized by the following features: 

1. The information is obtained from American consumers through nationwide 
sample interview surveys. Consumers’ opinions about and attitudes toward in- 


1The author is director of the economic behavior program, Survey Research Center, 
and professor of economics and psychology at the University of Michigan. 
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stallment buying are examined. The studies are motivated by the conviction 
that people’s opinions and notions influence their actions and are therefore of 


great importance, whether they are objectively correct or whether they repre- . 


sent misconceptions or prejudices. 

2. The information relates to the purchase of large durable consumer goods, 
primarily automobiles, on the installment plan. Other forms of consumer bor- 
rowing are omitted from consideration in this paper. 

3. The information is restricted to recent findings most relevant to the prob- 
lem. Older findings are mentioned briefly, and references are made to earlier 
publications.* The newest findings, obtained in November 1959 and not previ- 
ously published, are emphasized. 


PART 1. FINDINGS 
I. Consumer attitudes toward installment buying 


In repeated surveys conducted over several years the study of attitudes toward 
installment buying began by asking representative samples of consumers (each 
sample being selected independently) the following simple question: “Do you 
people think it is a good idea or a bad idea to buy things on the installment 
plan?’ Following this question the respondents were asked: “Why do you 
think so?” 

These questions elicited extensive answers on the part of most people. The 
answers revealed that people in general are familiar with installment buying, 
interested in problems connected with it, and have quite definite opinions about 
it. The enclosed tablets 1, 2, 3, 4, and 5 present the answers received after they 
were classified in a few broad categories.* 

‘The findings reveal that very many people see important advantages in in- 
stallment buying. The following is a summary of the major findings presented 
in the tables: 

1. The majority of people think that buying on the installment plan is a good 
idea. Yet a substantial minority is opposed to installment buying. 

2. The proportion of people with favorable attitudes toward installment buy- 
ing has increased during the last few years. 

3. The lowest and the highest income groups think least favorably of install- 
ment buying, the middle and upper-middle income groups—families with an 
annual income between $3000 and $10,000—most favorably. It is also true that 
the lowest and the highest income groups less frequently buy on the installment 
plan than the middle and the upper-middle income group.* 

4. People who at any given time have no installment debt think less favor- 
ably of installment buying than those who have such a debt. It may be that 
people who do not have favorable attitudes refrain from borrowing; it may also 
be that those who do not need to borrow tend to have unfavorable attitudes to- 
ward installment buying. 

5. Younger people have the most favorable attitudes toward installment buy- 
ing (especially young married couples with children) ; old people think least 
favorably of it. 

6. Favorable attitudes toward installment buying are usually explained by 
saying that one could not buy many necessary or important things except for 
the installment plan, or that it is good to use the commodities while paying for 
them. 

7. Intermediate attitudes toward installment buying are usually expressed 
in the following ways: Installment buying is a good idea provided one is not 
too deeply in debt and the payments are not too burdensome: whether or not 
installment buying is a good thing depends on who buys and what he buys. 

8. Opposition to installment buying is expressed (a) by people, representing 
about 10 percent of the population, who think that debt is morally wrong or 
that going into debt should be avoided under all circumstances; (b) by people 
who think that installment buying makes for excessive spending; and (c) by 
people who think that installment buying costs too much. 


2 An extensive discussion of consumer attitudes toward installment buving can be found 
in the author’s book, ‘‘The Powerful Consumer,” published by McGraw-Hill, New York, in 
March 1960. 

%Among earlier publications in which findings obtained to the same question were 
reported, see George Katona, “Attitudes Toward Saving and Borrowing,” in pt. IT, vol. 1, 
of “Consumer Installment Credit,”’ published by the Federal Reserve Board in 1957. 

*See “Survey of Consumer Finances” in the Federal Reserve Bulletin of July 1959, and 
J. B. Lansing and others, “Factors Associated with the Use of Consumer Credit,” in the 
volume on “Consumer Installment Credit” previously cited. 
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9. When people are asked to discuss the advantages and disadvantages of in- 
stallment buying and are not specifically asked about its cost, approximately one 
out of every six people refer spontaneously to the high cost of borrowing. 


II. Buying on installment when cash is available 


Is installment buying seen by most people as something questionable or even 
evil, which, however, is accepted because it is necessary? If this were the es- 
sence of consumer attitudes, then people who have the necessary cash and could 
avoid borrowing would not buy on the installment plan. Yet the “Surveys of 
Consumer Finances” have repeatedly shown that every year a substantial hum- 
ber of people purchase large durable goods on time even though they have suf- 
ficient money in savings or checking accounts to pay for the respective articles.’ 
In order to shed light on this behavoir and on positive motives for installment 
buying, the Survey Research Center studied people’s attitudes toward a con- 
sumer who bought a car on time even though he had enough cash. 

In November 1959, survey respondents were asked the following questions: 

“Speaking of buying a car on time, Mr. Smith has just done so although he has 
enough money in the bank to pay cash; why do you think he bought the car on 
time? What kind of a man is he?” 

The answers are presented in tables 6 and 7 and show that only a small 
proportion of people failed to understand the behavior of Mr. Smith or char- 
acterized him as a stupid or foolish man. According to table 7 derogatory re- 
marks about Mr. Smith were made by 17 percent of all people, neutral remarks 
or inability to express an opinion about Mr. Smith by 31 percent (this propor- 
tion includes, of course, many poorly educated people who could not express 
their thoughts), while complimentary statements about Mr. Smith were made 
by 52 percent. 

Similarly, we find in table 6 that no fewer than 68 percent of people could 
find a meaningful reason which explained to their satisfaction why Mr. Smith 
bought his car on time even though he had enough money in the bank to pay 
cash. The most frequent of these reasons was, of course, that the money in the 
bank was earmarked for something else. Liquid reserves in the form of bank 
accounts are regarded primarily as reserves for a rainy day; therefore, they 
should not be used for paying for the car. Bank accounts should be kept intact, 
so very many people said. Of interest are three further arguments attributed 
to Mr. Smith. One is that by buying on the installment plan one establishes 
credit; another is that by buying on credit rather than paying cash one gets 
better service, sometimes even that one gets a better price; and finally, 5 percent 
said in essence that it is difficult to replace savings. In other words, after pay- 
ing cash for a car one is not under pressure to replenish the depleted bank de- 
posits. But after buying on installment one must make the monthly payments 
out of income so that after a couple of years one owns a car on which there is 
no debt and still has one’s untouched liquid reserves. 

The data clearly indicate that these reasons attributed to Mr. Smith are 
viewed and approved by the majority of people as sufficient for his action. A 
person who chooses to buy on the installment plan is commonly characterized 
as intelligent, as informed, as one who plans ahead, or as cautious and conser- 
vative. He is seldom called a spendthrift or one who does not know how to 
manage his money. 

The attitudes just described permit us to draw a definite conclusion which is 
supported by numerous older findings. Of the two alternatives, buying a large 
ticket item on the installment plan or delaying the purchase for several months 
until the necessary cash is accumulated, very many people choose the first. 
They do so because installment credit is considered the proper method of paying 
for large expenditures out of income. Savings and reserve funds in banks or 
securities have, in the opinion of most people, a different function. 


IIT. Consumer information about the cost of installment buying 


It has been reported before that only relatively few consumers complain about 
the cost of installment buying when they discuss its advantages and disadvan- 
tages. Is this the case because most people consider the costs reasonable? 
Studies directed toward answering this question make a different explanation 
more probable. People in general are not well informed about how much in- 
stallment credit costs—and are less interested in these costs than in certain 
other aspects of installment buying. 


5 See, for instance, Federal Reserve Bulletin, July 1959, supplementary, table 19. 








SO6 CONSUMER CREDIT LABELING BILL 


Survey respondents, after expressing their opinions about installment buying 
. . . , - - 9 

were asked this question in November 1959: 
“Do you happen to know how much interest or carrying charges one has to 


pay to buy a car on time; suppose you need a thousand dollars which you would | 


repay monthly over two years; about how much do you think the interest or 
carrying charges would be each year?” 

The question was asked in terms of buying a car on time and respondents were 
given a specific example. Some people answered by expressing the costs in 
dollars—in the tables these answers were transformed into percentages—many 
more gave costs in percentages. In either case, attention was paid to obtaining 
the annual charges. No attempt was made in the survey to separate interest 
charges from service charges, and no question was asked as to whether the per- 
centages relate to the amount originally borrowed or to the unpaid balance, 
In view of how the question was asked and in the light of how some people 
replied to the question, it is probable that the percentages given by most people 
represent proportions of the debt incurred at the time the car was bought. 

The findings are reported in tables 8, 9, 10, and 11. As can be seen from the 
tables, 39 percent of all people did not give an answer from which a precise 
estimate of the cost of installment credit could be derived. Many of these people 
simply said they did not know, while some others gave such wide ranges as, for 
instance, “Oh, between 5 and 15 percent a year” which could not be used. These 
people are most frequent in lower income groups, among people who have no 
debt, among people with little education, and among Negroes. Yet even among 
people with incomes over $10,000 the proportion who confess that they do not 
know how much installment credit cost is as high as 32 percent, among people 
who are making large monthly payments it is as high as 24 percent, and among 
people with a college degree it is as high as 28 percent. 

As can be seen in table 8, 61 percent of the sample made fairly specific esti- 
mates of the cost of installment credit: 23 percent said that the cost is 6 
percent per year or less, 22 percent placed the cost between 7 and 12 percent, 
and 16 percent at 18 percent or higher. Obviously many people believe that 
the cost of installment buying is lower than it actually is. Are these well- 
founded opinions? 

On practically any item of knowledge or information we have studied, we 
find that high-income people, people with college education, and people with 
personal experience in the matter studied are better informed than other people. 
But this finding is not sustained on the item of cost of installment credit. We 
find that 31 percent of people with more than $10,000 income, likewise 31 per- 
cent of people with a college education, and likewise 31 percent of people who 
make monthly payments of over $100 place the cost of installment credit at 
6 percent or under. On the whole, various population groups have quite similar 
notions about the cost of installment credit. The one exception perhaps is that 
on the average Negroes place the cost of installment credit higher than whites. 

The relatively great frequency with which costs of 4 or 5 and especially 6 
percent were mentioned may be interpreted as a carryover from other informa- 
tion. Especially better educated people dislike to confess to an interviewer 
that they do not know the answer to a simple question. Other studies conducted 
a few years ago showed that the rate of interest paid on U.S. Government savings 
bonds is well known (3 percent or “about 3 percent” was the common answer) 
and the same is true of the interest rate obtained on savings accounts. Most 
people also know that borrowing costs more than what one gets on savings. 
On the basis of these pieces of information, some people appear to have surmised 
an answer to the question of cost of installment buying. They mention some 
percentages with which they are familiar and which seem appropriate to them. 
Actually, their answers are uninformed guesses. 

If consumers are uninformed about the cost of installment credit even though 
they buy on the installment plan, it is probable that cost is not the crucial 
consideration for them. This conclusion is justified because in many other 
respects people are very well informed about everything connected with purchas- 
ing an automobile. Very many people believe that the advantages of buying 
on time are so large that a few dollars difference resulting from higher or lower 
interest rates do not matter. According to these findings, then, the use of 
installment credit is fairly insensitive to fluctuations in the interest rate. (On 
the other hand, mortgage credit, and house buying in general, was found to be 
retarded by rising interest rates. ) 

How can people be uninformed, or misinformed, about the cost of borrowing 
even though they actually pay the charges? (See table 9.) That the borrower 
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is not told how large the charges are does not suffice as an answer. In many 
other instances buyers shop around and compare prices and charges while, 
apparently, many people make no inquiries about the cost of installment credit. 
The difference in this case is that people are attracted to installment buying for 
reasons that are powerful irrespective of costs and that people are primarily 
interested in an item of information other than costs. This item of information 
is, of course, the size of the monthly payments. Repeated studies have shown 
that the size of monthly payments is well known (well remembered and correctly 
reported to interviewers) and is often carefully figured and budgeted. 

It does not follow that many consumers are careless because they concern 
themselves with the size of monthly payments rather than with the true cost 
of borrowing. Whether the interest rate is 1 or 2 percentage points higher or 
lower could hardly influence the decision to buy or not to buy a car or a wash- 
ing machine; how large the monthly payments are does influence that decision. 

Survey findings indicate that buying on the installment plan is often associated 
with the practice of budgeting family expenditures, and even that installment 
buying is one of the foremost budgetary devices used by the American people. 
What may be called contractual obligations—the mortgage payments of home- 
owners or the rent, taxes and social security payments, life insurance premiums, 
the monthly installment payments, ete.—are figured by many families and com- 
pared with their income. When asked whether it would be easy or hard for 
them to buy Some large items on the installment plan, people often refer to such 
calculations and explain that their contractual payments are already so large 
that they cannot be increased further or, alternatively, that they are not too 
large and could be increased easily. 

Interviews have revealed not only that some people use installment buying 
as a budgetary device but also that they like this system. After having bought 
their home with a large mortgage and many other greatly needed and highly 
cherished durable goods on installment, they spend their income on these neces- 
sities and on food rather than fritter it away on less necessary things. Instal- 
ment buying often makes for discipline in handling finances. Many people feel 
that, if it were necessary to put money in a savings bank for later cash pur- 
chases of durable goods, they would not have the fortitude to accumulate 
enough. i 

Nevertheless, interest rates and the cost of installment buying play a role in 
a different context. While the size of finance charges is of little importance 
in the first major decision (should I, or should I not, buy?), it is a significant 
factor in a second decision: Where shall I make the arrangements for time 
payments? Recent studies indicate: 

1. The majority of consumers are well informed about where one can ar- 
range for the financing of the purchase of a car. (The majority say—at a bank 
or at a dealer through a finance company.) 

2. The majority of consumers are capable of discussing the respective ad- 
vantages and disadvantages of making the financial arrangements at different 
places. (People answer such questions in terms of convenience, service, treat- 
ment in case of default, as well as in terms of interest rates.) 

3. The majority of consumers believe that the cost of installment credit is 
substantially higher if one makes the credit arrangements through a car dealer 
rather than with a bank. 

It appears then that interest rate differentials are important. People want 
to pay as little as possible for the necessary and valuable service of financing 
their purchases. Recent advertisements of banks about the advantages of financ- 
ing car purchases through them have been noticed and recalled in interviews. 

Is there a contradiction between the two findings reported in this paper, 
namely, that most people are not concerned with the cost of installment credit 
and that they are concerned with cost differentials? Instead of answering this 
question directly, we report an analogous finding from a related area. 

Studies carried out both in 1957 and 1959, that is, at times when interest rates 
were rising substantially, indicated that: 

1. The great majority of upper income people knew that interest rates 
were rising ; 

2. Hardly anybody among these informed people was aware of any new 
or additional motive for saving; and 

3. Even when asked directly, very few people conceded that higher in- 
terest rates induced them to save more. . ; 

At the same time, however, interest differentials duced very many people 
to shift their savings or reserve funds to those forms of saving where somewhat 
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higher interest rates were obtainable. (In 1957, primarily to savings and loan 
associations; in 1959 the story of public participation in the 5 percent Govern- 
ment notes is well known.) In other words: Higher interest rates do not stimu- 
late people to increase their rate of saving (because the saving-spending deci- 
sion hinges on other more powerful considerations), but interest differentials 
do induce people to shift their reserve funds. Similarly, the rate of installment 
buying does not appear to be much influenced by a small increase in interest 
charges, but people’s notions about differences in interest charges influence their 
choice of the institution from which they borrow. 


Appendix: On the methods used 


The findings reported here have been derived from surveys conducted by the 
Survey Research Center of the University of Michigan. It is not possible in this 
paper to describe the methods used in these surveys and to discuss the reliability 
of survey data. It may suffice to refer to such publications as ‘Methods of the 
Survey of Consumer Finances,” in Federal Reserve Bulletin of July 1950; Re- 
search Methods in the Behavioral Sciences, edited by Festinger and Katz, Dry- 
den Press, New York, 1953; part V of George Katona’s Psychological Analysis of 
Economic Behavior, New York, McGraw-Hill, 1951: and Katona and Mueller, 
Consumer Expectations, Survey Research Center, 1956. These publications de- 
scribe the methods used and present data on sampling errors. The surveys 
utilized in this paper are based on small representative samples (1,500 to 3,000 
families for each survey) selected by probability methods. Because of the sam- 
ple size only substantial differences between subgroups are significant. (For in- 
stance, only differences of 6 to 8 percentage points between data obtained for 
two income groups are statistically significant at the 95 percent probability level.) 
In general the surveys do not present precise data, but rather the order of magni- 
tude of the data. Great stress is placed in the surveys on the avoidance of 
interviewing or reporting errors. 





































PART 2. CONCLUSIONS 





I. Regarding the introductory section of S. 2755 

The introduction to the bill correctly refers to the prevailing lack of apprecia- 
tion of the cost of consumer credit and concludes: ‘The excessive use of credit 
results frequently from a lack of awareness of the cost thereof to the user.” 
This statement does not appear to be justified if it is means to imply that lack of 
awareness of the cost of credit is a major factor which makes consumers use in- 
stallment credit, and to use it excessively. As shown in this paper, there exist 
powerful reasons which during the past years induced the American consumers 
to make great use of installment credit; cost considerations are not among 
these reasons, 

Has installment credit been used excessively? The term “excessive use” can- 
not be defined adequately and therefore the question cannot be answered. It 
may suffice to say that optimism, feeling of security, and what has been called 
thing-mindedness have been among the powerful motives of purchases of durable 
goods, for cash as well as on the installment plan.® 

In the last decade young Americans have decided that they want babies and 
other good things of life at the same time. More specifically they have decided: 
(1) to marry early, (2) to have several children in the early years of marriage, 
(3) to bring up their children in a nice neighborhood (with a back yard, far from 
juvenile gangs), and (4) to have a car, a washing machine, a TV set, and in- 
numerable other things. 

How have millions of families accomplished this? To some extent it seems 
that not only do expenditures depend on income but income also depends on con- 
sumer needs. Needing and wanting expensive things, people have worked hard 
for higher incomes. Millions of husbands have held second jobs and millions of 
wives have returned to work as their children grew up. Most importantly, how- 
ever, installment buying has helped raise consumption levels. 

The size of installment debt they can afford, most people figure on the basis 
of their current income and sometimes also on the basis of their expected income. 
It follows then that if income declines, and also if optimistic income expectations 
fail to materialize, installment debt may be burdensome. But even a sizable in- 
crease in installment debt may have no dire consequences if income continues to 
grow as the debts are repaid. The following conclusion by D. D. Humphrey is 











6 For further data regarding the ideas expressed in this section, see G. Katona, “The 
Powerful Consumer,’ McGraw-Hill, New York, 1960. 
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fully supported by Survey Research Center data: “Installment debt is likely to 
become an important problem only after income falls; it is a reinforcing in- 
fluence, rather than an initiating cause of instability.” ' 

“To assist in the promotion of economic stabilization’—this is how the pur- 
pose of bill S. 2755 has been stated. It must therefore be asked: Has install- 
ment buying contributed to economic fluctuations and made our economy less 
stable? Once, between the end of World War II and the present time, this 
may have been the case. In 1955, when installment maturities had been length- 
ened and the automobile models were most favorably received, there was a 
sharp increase in the use of installment credit; this led to an automobile boom 
which could not be maintained. But in the 3 or 4 years prior to 1955 the use 
of installment credit served to stabilize the economy, and again in 1956 and 1957 
the American people on the whole used installment credit prudently. The in- 
creased use of installment credit in 1959 helped substantially in overcoming the 
recession Of 1958. No final judgment can be made. But the conclusion that in- 
stallment credit has contributed to making America prosperous during the 14 
years after the end of World War II and has also helped in maintaining that 
prosperity without unduly large fluctuations may be closer to the truth than 
the statement “installment credit has been an unstabilizing factor.” 

It may, of course, happen that a sharp increase in the use of installment 
credit threatens economic stability. Should it then become necessary to con- 
trol installment credit, then methods other than those incorporated in bill 
8. 2755 would have to be used (e.g., raising downpayment requirements or short- 
ening the repayment period). 

We do not know whether or not this will be necessary. What we do know 
is that a further expansion in the use of installment credit is needed in the 
sixties. There are good reasons to expect such an expansion because in a few 
years family formation will increase greatly (the “war babies” will marry), and 
young couples are the greatest users of installment credit (and need installment 
credit most.) The expansion of installment credit should not be impeded— . 
though it should not be “excessive.” 


II. Major arguments in favor of the bill 


1. Senator Douglas ealls bill S. 2755 a truth bill. Disclosure of the truth is 
a worthy objective, as is the prohibition of deception. No service should be 
offered without acquainting those who make use of the service with the price 
charged for the service. 

2. The bill may result in driving some lenders out of the market, namely, 
those who charge substantially more than the majority of lenders. This would 
be most welcome, especially because those lenders probably find their customers 
among minority groups or the underprivileged. 

3. The bill may result in increased price competition. The less expensive lend- 
ers would gain business at the expense of the more expensive lenders. 

(If, then, the more expensive lenders reduced their charges the result would 
be very advantageous. Of course, it is possible that the less expensive lenders, 
getting more business than they can accommodate, would raise their charges.) 


III. The major argument against the bill 

The most potent argument against the bill consists of the possibility that there 
would be a shock effect following its introduction. The “announcement effect” 
of a new measure often differs from the permanent effect of the measure. I 
believe that the bill, if enacted, would not depress the volume of installment 
buying permanently (because, as explained before, the motives for installment 
buying are powerful and are not dependent on costs). Nevertheless, the dis- 
closure of the true cost of borrowing might result in an unexpected shock for 
some would-be purchasers of durable goods with adverse consequences on the 
rate of automobile purchases in the period immediately following the enactment 
of the bill. 

It has been shown before that many present-day users of installment credit 
believe that the finance charges amount to 6 percent or even less. If these 
people were given a document in which a percentage twice or three or four 
times as high is shown, they will be surprised, disappointed, and resentful. 
This will probably be the case even though the percentages consumers have in 
mind relate to the original amount borrowed, and the newly disclosed percent- 
ages to the unpaid balance. 


7D. D. Humphrey, “Installment Credit and Business Cycles,” p. 6 of the volume, ‘“Con- 
sumer Installment Credit,” cited before. 
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Whether or not the shock would result in would-be purchasers giving up or 
postponing some of their discretionary purchases, we do not know. Pending 
further studies, however, the possibility must be taken into account that the im- 
mediate effect of the introduction of bill S. 2755 would be unstabilizing. : 

I believe that recession and unemployment are much greater evils than creep- 
ing inflation. Fighting inflation in a manner which might promote recession 
does not appear justified. 

IV. Conclusions 


It appears, then, that the bill is in the public interest, were it not for its one 
possible adverse effect. What conclusion should be drawn? Obviously more 
needs to be learned about the probability of an adverse announcement effect, 
If it could be shown that disclosure of finance charges would not shock prospec- 
tive borrowers, the bill should be passed. The same would be the case if it were 
possible to devise such a method of disclosing finance charges which would not 
have a shock effect. Finally, if the bill were to go into effect at the time of a 
runaway boom, when reduction in the use of installment buying and of auto- 
mobile purchases is called for, the objections to the bill would be much less 
weighty. 

I am not aware of any development which makes the enactment of the bill 
urgent at the beginning of 1960. I therefore recommend intensive study of the 
problem before a solution is attempted. 

The following question applies to tables Nos. 1, 2, 3, and 4: “As you know, 
many people buy things on the installment plan these days. Do you people think 
it is a good idea or a bad idea to buy things on the installment plan?” 


TABLE 1.—Attitudes toward installment buying 





| 
January- November- | November 
Installment buying is February August 1956 December | 1959 
1954 1957 
Percent Percent | Percent Percent 
Good idea. __-_... = cl a eS 5O | 51 55 60 
Pro-con, don’t know aoate ; “e 10 15 Q 7 
Bad idea ions 37 33 35 32 
Not ascertained. ate patie 2 —_ 3 1 l l 
a aii kadde ave okt 100 100 100 100 


TABLE 2.—Attitudes toward installment buying, by income 
NOVEMBER 1959 


{Percent] 





Income 


All | : i y “ 
Under $3,000- $5,000 $7,500- $10,000 
$3,000 $4,999 $7,499 $9,999 and over 


Installment buying is 
Good idea 60 55 64 | 63 | 62 | 


56 








Pro-con; don’t know 7 10 | 5 | 6 | 5 8 
Bad idea_. ; be 32 33 | 30 31 | 32 36 
Not ascertained am 1 2 | l (‘) 1 (’) 
att. cena cmtvenmes 4 100 100 100 100 100 100 
AUGUST 1956 
Installment buying is— 
Good idea 51 49 5O | 55 58 44 
Pro-con; don’t know 15 14 | 14 14 | 16 | 19 
Bad idea____- é 33 | 36 | 35 | 30 | 26 36 
Not ascertained -__- 1 1 1 | 1 | 3) | 1 
anette. a 100 100 100 | 100 100 100 
| | 
‘sins ihm ii eateries nati tial 


1 Less than } of | percent. 
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TaBLe 3.—Attitudes toward installment buying, by size of debt 


NOVEMBER 1959 


{Percent] 


Size of monthly payments 








None ll nae 
Under $50 $50-$99 | $100-$499 
jment buying is 
100d idea oe . i ies viicbea as abu iO 7 71 | 64 
! on; don’t Know. .-_--.--- ; 8 5 9 | 8 
jad idea 41 20 20 28 
Not ascertained. __..._--- Stee l 1 re) 
Total somiaiaans mibaee 5 100 100 100 | 100 
AUGUST 1956 
| | Size of installment debt 
eT PERI ; l 
Under $100} $100-$499 $500-$999 | $1,000 and 
| over 
! 
a - ———_—_— —| — —— -— eS bs ' anileiatibe 
iment buying is | 
Good idea J Oazihoannien ee 40 64 64 65 68 
Pro-con; don’t know 7 suet 16 15 13 16 15 
Bad idea nas 43 20 | 23 19 17 
Not ascertained scales 1 l | ( 
Tee. fee rae 100 100 100 100 ! 100 
Less than 14 of 1 percent. 
TABLE 4.—Atfitudes toward installment buying, by age 
NOVEMBER 1959 
[Percent] 
Age 
18-24 25-34 35-44 45-54 55-4 65 and over 
tallment buying is | | 
100d idea | 64 | 64 67 62 60 37 
Pro-con; don’t know | 6 6 7} 9 5 11 
Bad idea | 30 | 29 25 | 29 33 51 
Not ascertained - (1) 1 1 I 2 l 
rotal | 100 | 100 100 100 100 | 104 
| 
JANUARY-FEBRUARY 1954 
eee re — . = — 
Installment buying is— | | 
(j0ad idea ‘ 57 59 | 54 52 43 34 
Pro-con; don’t know 10 8 11 | 10 10 | 10 
Bad idea___- al 31 30 | 33 | 35 | 43 | 52 
Not astertained_-- ‘i 2 3 2 | 3 4} 4 
Total 100 | 100 | 100 | 100 | 100 | 100 





) Less than 42 of 1 percent. 


The questions were: “As you know, many people buy things on the installment 
plan these days. Do you think it is a good idea or a bad idea to buy things on 
the installment plan? Why do you think so?” 
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TABLE 5.—Reasons for attitudes toward installment buying 


[Percent] 





January-Feb- August November- November 
ruary 1954 1956 December 1957 1959 
Favorable factors 
Can’t buy without borrowing, can use 
goods while paying 37 45 43 48 
Helps establish credit 5 5 3 4 
Helps save 3 2 2 l 
Better service if you still owe money 3 2 1 l 
Depends 
On how deeply you are in debt, whether 
you can make the payments 14 18 17 14 
On what you buy or on who buys 5 5 4 4 
Unfavorable factors: 
Costs too much 16 16 14 15 
Likely to buy too much S 16 10 10 
Don’t believe in debt ll 1] y 9 
Total = (4) ( 


1 AC i is to more than 100 percent beca' ause respondents could me ntion more th: in 1 reason, 


The following questions apply to tables 6 and 7: “Speaking of buying a car on 
time, Mr. Smith has just done so although he has enough money in the bank to 
pay cash. Why do you think he bought the car on time? What kind of a man 
is he?” 


TABLE 6.—Reasons attributed to person who buys on the installment plan 
although he has sufficient cash 


[Percent] 





Income 





All | 
Under $3,000 $5,000 $10,000 
$3,000 to $4,999 to $7,499 |} and over 
ee -_ semi a spenapemmcnan ere | —— aig = dieticians 
To keep bank account for | | 
emergencies intact__. 42 40 41 47 51 | 35 
Wanted cash for something | | 
a aa es 9 9 | 11 | 7 | 9 | 12 
Difficult to replace savings__- 5 2 | 5 | 6 | 8 | 7 
To establish credit_..-...-..-- 6 4 6 7 | 8 | 6 
Better service; better price.._-.| 5 2 4 | 8 | 5 | 5 
Use car while paying._...___- 1 (1) 1 | 1 | 1 | (1) 
Other . 9 | 7 | 10 | 9 6 | 22 
Only derogatory statements; 
DN bets kchircmn eons 7 | 8 | 3 | 2 
Don’t know. -.._...-- 14 25 | 12 8 | 7 
Not ascertained__ 2 : 2 2 | 4 


Total 





1 Less than % of 1 percent. 
TABLE 7.—Description of person who buys on the installment plan although he 
has sufficient cash 


[percent] 


Income 


Under 3,000- $5,000- $7 ,500- $10,000 
$3,000 $4,999 $7,499 $9,999 | and over 











Intelligent; informed; plans ahead-_-_ ____-_-| 30 | 2: 










2 28 33 40 35 
Wise guy; smart; shrewd. capi 11 Ss 15 11 6 12 
Cautious, conservative__.__._- epeacesiaet 11 7 8 | 15 | 17 | ll 
Impatient: impulsive; extravagant _. 1 | 1 1 | l 1 | l 
Does not calculate; not good with mone v; | 
poorly informed_ .-_-- sels de tk a 4} 4 4 | 4 | 7 7 
Stupid; unwise; foolish; cr: wy Poe 12 | 13 14 ll a 9 
Other, average, ordinary -- i 10 | 10 8 12 g 13 
Don’t know Suktwes ee ateeace ‘ 15 27 15 x 7 | 7 
a : j 7 5 | 5 
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The following question applies to tables 8, 9, 10, and 11: 


813 


“Do you happen to 


know how much interest or carrying charges one has to pay to buy a car on time; 
suppose you need a thousand dollars which you would repay monthly over 2 
years; about how much do you think the interest or carrying charges would be 


each year?” 




















TABLE 8.—Estimate of interest on $1,000 repaid monthly over 2 years 
[In percent] 
Income 
Estimate of interest per year All ar ee cee an sas 
Under $3,000 | $5,000 | $7,500 | $10,000 
$3,000 | to $4,999 | to $7,499 | to $9,999 | and over 
| } 
— ee a a a a a a a a 
OO as eae aaa 2 1 | 3 | 3 | 1} 1 
£198....- Cag = a 21 7 | 21 | 26 | 38 | 30 
acc aaiancs gkthe son cetiuiain cocoa eens 9 6 10 10 | 13 10 
cnet sebcatahie 13 10 14 | 14 | 17 14 
13 to 15__- . eile Gariteenteekcnten amr eeal 3 | 2 3 | 5 } 2 3 
16 to 20. _- 2 LE al 6 | 5 | 7 | $1 5 8 
NE NN sin oni eeaabichs Guinan ns nbs | 7 |} 9 8 | 6 | 5 2 
Don’t know or uncodable answer. ---| 31 | 52 24 | 21 | 3 22 
ies OUNeNENINOE non eee oa 8 | 8 10 | 7 | | 10 
5 ica seniilacbviasts | 100 fe 100 


| 100 | 


100 | 100 | 


_ 
S 
SS 





Taste 9.—Estimate of interest on $1,000 repaid monthly over 2 





Estimate of interest per year 


years, by size 


of debt 
[In percent] 


Size of monthly payments 








Under $50 | $50-$99 | $100 or over 

RN I Scintchch te bins skts nite cies aa eoebeended oeneaaioe 1 | 2) 2 | 4 
Ook so isigin dae eeuuli een oat eed 17 22 | 34 | 27 
a a a a aa a eet a el nd chili | 8 | 9 | 12 13 
nee st snide theta s 14 10 | 13 22 
7) ee SR ET ET 3 3 | 4 | 1 
ees 6 7 | 8 | 4 
21 and over _-- eee 6 9 | 8 5 
Don’t know or uncod: able answer ____---------- | 35 31 13 20 
en SR 8 hos oo cen cee cnch nie | 10 a 6 | a 

Wioket et 2 ne ee ee ee a 2 100 100 | 100 | 100 

| | 








TABLE 10.—Estimate of interest on $1,000 repaid monthly over 2 


2 years, 


by education 


{In percent] 

















| Education 
Estimate of interest per year | 
Grade Some Completed Some College 
school; high high al college degree 
none school school | 
Se ——- — sc calaciceaiili (dined 4 ee male 
ies Miers oe its | 1 | 3 | 3 | 1 | 
ne oe ne a < 11 | 24 27 | 25 | 
aS a ee 7 6 | 8 11 | 15 | 
NDR cts tugea Aeron st Dee Bek am 12 11 13 18 | 
13 to 15.___- SORhS eer By 2 | 4 3 | 3 | 
SR ees i 6 | 7 | 7 | 7 | 
21 and over________- sue ee 8 | 8 6 | 5 | 
Deets oc sy 46 25 | 23 16 
een Macereeinead . ................ ae eae s 10 | 7 
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TABLE 11.—Estimate of interest on $1,000 repaid monthly over 2 years, by race 
[In percent] 
Race 
Estimate of interest per year a = 43%] 
All White Negr 
Under 4 sacl . : > pene ‘ 2 - $ 
4to6 . : . aoa 21 22 I 
7toY9 P ee ae 9 10 
10 to 12 . . te : 13 13 9 
13 to 15 se guiees . . ao 3 ' 
16 to 20 tate 4 ‘ ae ; i 4 a ( b 6 
21 and over : ' icici a 5 eaked Saas ; . 7 ‘ 13 
Don’t know , 31 29 $4 
Not ascertained. aba pavaassioanbaie 8 9 5 
eee a c a a oe ed rs 100 100 LO 


STATEMENT OF MoRDECHAI E. KREININ,’ MICHIGAN STATE UNIVERSITY, 


East LANSING, MICH. 
IMPORTANCE OF CONSUMER CREDIT 


In spite of the rapid growth of consumer credit over the past 40 years, its’ 
total is still relatively small by comparison to other relevant aggregates in the 
economy. In 1955, total non-Government debt amounted to $367 billion, of 
which $127 billion was owed by consumers. However, only $39 billion of that 
was in the form of nonmortgage consumer credit, consisting of $29 billion in 
installment and $10 billion in non-installment debt. By the end of 1959 total 
consumer credit rose to $52 billion, of which $39 were in the form of installment 
debt. It thus appears that nonmortgage consumer credit forms about 10 percent 
of total private debt in the economy. In 1955 it amounted to 14 percent of liquid 
assets held by consumer.” In terms of its impact on economic stability, most 
studies * undertaken thus far indicate that while installment credit tends to 
aggravate economic fluctuations, it is not an initiating factor of business cycles. 

But the aggregative figures presented above tend to hide more than they reveal. 
Cross-sectional d»ta * show that the incidence of consumer credit is widespread. 
Sixty-three percent of all car buyers and 55 percent of durable goods buyers in 
1958 used credit to finance some or all of their purchases. At the beginning of 
1959, 60 percent of all consumer spending units owed some consumer debt. And 
the incidence of such debt was particularly widespread among the middle and 
upper-middle income brackets. 

Any legislative action in the field of consumer credit is thus likely to affect 
wide segments of the population. And it is this effect with which we are here 
concerned. The present inquiry is not to examine whether or not consumer 
credit controls would help stabilize aggregate economic activity. Rather it is 
to determine whether the users of consumer credit need additional information 
about the financing terms which they assume. 


THE COST OF CONSUMER CREDIT 


Three factors constitute the terms of installment credit: The amount of 
downpayment, the duration of the loan and the financing charges. While all 
three factors are interrelated, it is the last one in which we are presently 
interested. 

Of the three methods used to calculate financing charges on installment credit, 
the “add-on” method is the most common one in contracts involving purchases 
of durable goods. The finance charges are added on to the amount the customer 
wishes to borrow, and the resulting figure is divided by the number of months 


1T am grateful to Prof. C. Larrowe for helpful comments. 

2 Currency, demand and time deposits and Government bonds. These figures were derived 
from recent Federal Reserve Bulletins. 

3 See the various studies published in “‘Consumer Installment Credit,”’ Board of Governors 
of the Federal Reserve System, Washington, 1957. 

* Based on the University of Michigan surveys of consumer finances. 
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for which the credit is extended to obtain the amount of monthly payments. 
Typical add-on rates in 1956 were 6 percent for new cars; 8-12 percent on used 
cars; 5-7 percent on new trailers; 7-10 percent on household appliances; and 
6 percent on home improvements. 

When converted to annual rates as a percentage of the unpaid balance, most 
financing charges emerge well in excess of 10 percent. A 6 percent add-on rate 
for 1 year, for example, would yield close to 12 percent on the unpaid balance.® 
These are very high charges. Yet there is considerable evidence that most bor- 
rowers are not sensitive to variations in the cost of credit. The demand for 
consumer installment credit is highly inelastic with respect to finance charges, 
even though it is elastic with respect to the downpayment requirement and the 
length of the contract. 


CONSUMER AWARENESS OF FINANCING CHARGES 


This insensitivity is generally attributed to two reasons. First, substantial 
changes in finance charges have a relatively small effect on the size of the 
monthly payments which is the main interest of most borrowers. Second, con- 
sumers are generally unaware of the actual financing rates that they are pay- 
ing. Financing charges are almost invariably quoted on an add-on basis and 
are further disguised by variations in insurance charges, delinquency penalties, 
investigation fees, ete. Conversion of this information to a percentage of the 
unpaid balance is beyond the ability of most consumers. Furthermore, evi- 
dence from surveys suggests that consumers are frequently ignorant even of the 
dollar amount of their finance charges, let alone the percentage rate. 

Is it important that borrowers be made aware of their finance charges? The 
answer is definitely in the affirmative. Full information is a prerequisite to the 
eflicient functioning of any market. In the consumer credit market the removal, 
or at least the lessening, of ignorance will have several beneficial effects. 

To begin with, it could make the market more competitive with respect to the 
cost of credit. At present most finance companies tend to charge the maximum 
rates permitted by State regulations, and seldom to vary their rates. There is 
also some evidence that these charges are too high.® Increased competition may 
reduce rates to the benefit of consumers, and eliminate some of the “economic 
rent’ reaped by lenders. 

A second and perhaps more important effect of fuller information is the 
opening of new alternatives to the consuming public concerning the amount to 
be borrowed and the source of funds. Data about the financial position of 
borrowers indicate that many of them have considerable leeway in making such 
decisions. Although consumer debt and liquid asset ownership are inversely re- 
lated, many debtors have substantial amounts of liquid assets as well as rela- 
tively high incomes. Table 1 shows that 36 percent of the spending units with 
income in excess of $7,500 and liquid asset holdings of $2,000 and over owe 
personal debt. The median debt of debtors in this category is $960—well below 
their asset holdings. A glance at other cells in the lower right-hand section of 
table 1 indicates that personal debt is widespread among spending units whose 
income-asset position would permit a substantial reduction of such debt. Table 
2 provides a somewhat more accurate picture. Forty percent of all spending 
units have no personal debt. One third of the debtors (19 percent of all spending 
units) have sufficient liquid assets to pay off their debt. Of the 24 percent of 
all spending units whose liquid assets fall short of their personal debt, 11 per- 
cent have an income of over $6,000, suggesting a reasonably strong financial 
position. (This statement should be modified by adding a family size variable to 
indicate financial need, before it can be made conclusive.) On the other hand, 
close to half of all debtors (28 percent of all spending units) are in a weak 
position. They either own no liquid assets, or their asset holdings fall short of 
their debt and their incomes are relatively low. On balance, at least half of all 
borrowers are in a strong enough position to have considerable leeway in choosing 
the amount they want to borrow, the lending institution, and other terms which 
affect the cost of credit. 





* Because the obligation is repaid in installments, on the average the debtor has the use 
of only about half of the original amount of the credit over the life of the contract. The 
rp annual finance rate on the declining unpaid balance is thus roughly twice the 
add-on rate. 


: — the comment by W. P. Mors, “Consumer Installment Credit.” op. cit., pt. IT, vol. 1, 
). & 
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TABLE 1.—Personal debt* within liquid assets? and income groups, 1959 


Income 


Laiuid Under $3,000 $3,000-$4,999 $5,000-$7,499 $7,500 and over 
assets eis 5 


| 


| Per- |Amount)Cases| Per- |Amount|Cases| Per- |Amount|Cases} Per- | Amount|Cases 


cent cent cent cent } 
None 61 $200 | (510) 81 | $325 | (184) 80 $900 (77) os oe (3) 
$1, to $499__...| 59 190 | (228) 83 600 | (298) 88 7) | (312) 89 1,400 | (134) 
$500 to $1,999..| 25 180 | (151)| 46 360 | (135)) 65 500 | (188)| 75 860 | (193) 
2,000 and 
aceon 13 150 | (119 25 270 | (121) 35 300 | (148) 36 960 | (281) 


| 
{ 


! Personal debt includes installment and noninstallment credit but excludes mortgage debt. 
? Liquid assets include bank accounts and Government bonds. 
3 Too few cases. 


Figures in each cell indicate: 
Proportion of debtors within cell. 
Interpolated median dollar amount owed by debtors within cell. 
Number of cases on which figures are based (in parentheses). 


Source: Based on the 1959 Survey of Consumer Finances. 


TABLE-2.—Relation of personal debt to liquid assets.and income,-1959 « 


Income , 
All ae 
groups | | 
Under | $2,000- $4,000- $6,000- $10,000 
| $2,000 $4,000 | $6,000 $9,999 and over 








| Percent | Percent | Percent | Percent | Percent | Percent 

Has no personal debt ee Ba: a 40 | 2 10 7} 7 “ 
Liquid assets exceed personal debt____.__- 19 1 | 4 6 6 2 
Personal debt exceeds liquid assets_______- 24 | 1 | 4 | 8 9 | 2 
Has no liquid assets but has personal debt 17 7 | 6 | 3 | 1 0 
one cite ete ee eee aE ea re PA See. |S 

= — = = —_—|—=— — —! ——— 

San 3, 100 630 | 748 | 729 727 | 266 
Weighted percent of sample aca 100 | 20 2 24 24 | 8 


Source: Based on the 1959 survey of consumer finances. 


Knowledge of financial charges as percent of the outstanding balance would 
enable prospective borrowers to compare effectively the interest rate which they 
undertake to pay with the rate earned on their liquid assets. In most cases.their 
earnings per dollar would amount to only one quarter of the cost of debt. Given 
the relatively strong financial position of many consumer goods purchasers, they 
may be induced to increase their downpayment and reduce the amount to be 
financed. At present, consumers are known to incur personal debt and ac- 
cumulate liquid assets at the same time. In part this can be traced to such at- 
titudinal variables as a desire to remain liquid in anticipation of possible emer- 
gencies. While better knowledge of rates paid on consumer loans would not 
eliminate such attitudes, it may induce many censumers to reexamine their as- 
set-debt position, and perhaps to lower the amount of debt incurred. This would 
minimize misallocation of borrowers resources resulting from decisions which 
are not based on full information. 

In many cases, larger downpayments are associated with smaller financing 
charges. Since many consumers possess the financial ability to increase their 
downpayment, better knowledge of the cost of credit may result in direct saving 
on financing charges. 

Finally, ability to make effective comparisons of costs as between alternative 
lenders may direct consumers to the lower cost sources and at the same time in- 
crease price competition in the field. Banks, for example, are known to charge 
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less (on direct loans) than other lenders, but to require higher credit standards. 
Inasmuch as many consumers are able to meet these standards, they may be in- 
duced to borrow from banks at lower cost. 


CONCLUSION 


Consumers are frequently unaware of the dollar amount of financing charges 
they pay in connection with consumer loans. They are almost invariably 
ignorant of the percentage of the outstanding balance paid in such charges. Yet, 
given the financial position of many borrowers, knowledge of that percentage 
is essential for making sensible decisions regarding the amount borrowed, and 
for comparing the cost of borrowing from various sources of funds. A require- 
ment of lenders to disclose the financing charges as a percentage of the unpaid 
balance, suggested in this bill, is long overdue and urgently needed. Since this 
information is usually available in the case of mortgages the bill should be 
confined to nonmortgage consumer credit. Regulated by the Federal Reserve 
System, it would make possible a better allocation of consumer resources. 


COMMENTS ON A STATEMENT BY PROF. THEODORE N. BECKMAN CONCERNING LEGIS- 
LATION PROPOSED IN §. 2755 


(By Mordechai E. Kreinin, Michigan State University, East Lansing, Mich.) 


Professor Beckman, see page 279, approaches the bill to require disclosure of 
financing charges on consumer credit from the viewpoint of its effect on 
economic stability. On page 10 of his paper he argues: “It would appear that 
the concern of the sponsor and the cosponsors is with the overall effect upon 
the economy, upon which the measure must of necessity be based, rather than 
with individual cases of abuse”; and on page 31: “The question is whether lack 
of such knowledge is harmful to consumers to such an extent that it has an 
adverse effect on our economy and on the major objectives of full employ- 
ment, economic stability, and essential growth.” He therefore devotes a large 
portion of his statement to Showing that consumer credit has no strong adverse 
effects on aggregate economic activity, making the proposed legislation un- 
necessary. 

While the avowed purpose of the bill may be microeconomic in nature, I 
do not feel that this is the issue at hand. The purpose of the bill is not the 
adoption of standby authority for credit controls to help stabilize aggregate 
economic activity. Rather it is to provide users of consumer credit with addi- 
tional information about the financing terms which they assume. The fact that 
such information is badly needed is attested to by Beckman’s own statement on 
pages 26-27. In my view this is a microeconomic problem in the area of con- 
sumer choice. It is to acquaint consumers with their alternative opportuni- 
ties, thus enabling them to reach more rational decisions. 

Once this approach is adopted most of Beckman’s arguments become irrele- 
vant. The claim that financing charges will become part of the price may or 
may not be true and no evidence was introduced in its support. Its validity 
may be examined at least in part by observing the experience of automobile 
dealers in the past 2 years; did they change significantly their sales practices 
(e.g., the amount offered on trade-ins) once they were required to exhibit the 
suggested retail prices? While the analogy to our problem is far from com- 
plete—some inferences may be drawn from this experience. 

But whatever the burden of evidence on this claim, it could not be used as 
an argument against the bill if the latter is viewed in its proper microeconomic 
setting. Raising the price charged on a good would not be sending the finance 
charges “underground.” To the contrary, it would give the credit user a more 
accurate picture of what he is actually paying for the article. If the dis- 
closure bill would result in different prices charged for cash buyers than for 
credit buyers, I would consider this effect entirely favorable. 

The arguments introduced on pages 27-29 of Beckman’s statement are also 
immaterial. Regardless of whether the financing charges represent interest or 
other costs, what matters to the consumer is knowledge of the comparative 
total cost of cash versus credit purchases and of alternative sources of credit. 
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SURVEY RESEARCH CENTER. 
UNIVERSITY OF MICHIGAN, 
ANN Arpor, Micu., March 14, 1960. 
Hon. PauL DovuGLas, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR DouGLas: I have read with interest the copy of S. 2755 which 
you sent to me with your letter of February 19. <A similar letter, I find, was 
sent to Prof. George Katona. He has assembled and sent to you data collected by 
the survey research center which is relevant to the bill. I shall confine myself 
in this letter to some brief comments intended to supplement those which he is 
sending you. 

Consumers increasingly want to use credit and are willing to pay for it. The 
basic argument which they advance for using credit is that it forces them to 
save money. In effect, many people are willing to pay the consumer credit in- 
dustry for putting them in a position in which they are forced to save. I think 
it doubtful, therefore, that passage of the bill would result in any substantial 
reduction in consumer credit in the long run. 

A more probable consequence is that by informing consumers more adequately 
of the price which they are paying for credit the bill would stimulate price com- 
petition in the industry. The forms in which consumer credit is offered have 
been proliferating in recent years and the industry has kept growing very rap- 
idly. A period of consolidation seems to be beginning. It seems reasonable 


to expect that as the industry matures, price competition will become increas- - 


ingly important. In my judgment the bill can serve a useful purpose by helping 
this process along. 

A topic which is not covered by the proposed legislation is the question of 
what happens to people if they do not fulfill the terms of the contract as orig- 
inally drawn. People are poorly informed on this matter. The bill should be 
amended to require that lenders add to the contract to be signed by the prospec- 
tive borrowers a clear and simple statement of what rights the borrower has if 
parments are missed and what risks he runs. 

Since the major usefulness of this legislation would be in the field of con- 
trolling competition in the consumer credit industry and channeling it into forms 
in which it is likely to work out ultimately in the public interest, it is not clear 
that this legislation should be administered by the Federal Reserve Board. 
The Federal Trade Commission would be an equally logical administrative 
agency. 

There is one technical weakness in the bill which no doubt will be called to 
your attention by people in the industry. There has been an amazing prolifera- 
tion of different types of credit in the last few years. It is not.clear exactly 
what types of credit are meant to be covered by the act. For example, would 
it eover 30-day charge accounts? How about 60-day or 90-day charge accounts? 
How about the various forms of rotating credit offered by retail stores? 

T am in sympathy with Professor Katona in his concern as to the possible 
shock effect, as he describes it, of bringing to peoples’ attention the substantial 
charges which they are now paying for credit expressed as what will often ap- 
pear to be very high interest rates. A possible way of reducing this initial im- 
pact might be to permit lenders to proceed by stages. They might begin by 
clearly separating the cash price from the credit price and indicating the ab- 
solute total amount of the cost of credit without expressing it as percentage. 
After this had been done for a period of time, the lenders might be required to 
add to this the calculation showing interest in the form prescribed in the bill. 
but they might be permitted to show interest both in the form now contemplated 
in the bill and in the form, which is more usual in the industry at the present 
time, of charges as a percentage of the original loan. Uitimately, lenders might 
be required to show only the calculation on the basis of simple interest as con- 
temnlated in the bill. 

I hope these comments will be of assistance to you. 

Sincerely, 
Joun~n BRB. LANSING. 
Program Director. 
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MASSACHUSETTS CUNA ASSOCIATION, ING., 
Boston, Mass., March 31, 1960. 
8. 2755. Douglas’ truth-in-lending bill 
Hon. LAURENCE CURTIS, 
House Office Building, 
Washington, D.C.: 


The board of directors of the Massachusetts CUNA Association, at their 
February 1960 meeting, went on record in support of this bill. Massachusetts 
CUNA, affiliated with the Credit Union National Association, represents some 
350 State and federally chartered credit unions in the Bay State embracing 
200,000 individual credit union members. 

It has been our experience, in working with the citizens of our State, to find 
that they are not aware of the cost of credit. Often, they pay a higher cost 
for the credit they use simply because they are not able to compute the actual 
cost and compare the charges offered by different lenders. 

We believe this bill is presently before the Production and Stabilization Sub- 
committee of the Senate Banking and Currency Committee and that there will 
be further hearings on April 5, 6, and 7. Representatives of the Credit Union 
National Association are presently scheduled to testify April 7. If, therefore, 
you can see your way clear to do so, we earnestly solicit your active support 
in favor of this bill, for we feel it would greatly benefit the average citizen of 
the Commonwealth and of the Nation. 

We would appreciate receiving information as to your view on S. 2755. 


WILLiaM F. Martin, 
Managing Director and Secretary, Board of Directors. 


STATEMENT OF WALLACE P. Mors, CHAIRMAN, DIVISION OF FINANCE, BABSON 
INSTITUTE OF BUSINESS ADMINISTRATION, BABSON PARK, MASS. 


My remarks are directed to the bill only as its affects the field of consumer 
installment credit. * 

There are at present two main general methods of stating interest or finance 
costs in the consumer installment credit field. They are the monthly simple in- 
terest method on the one hand and the annual add-on or discount method on 
the other. 


SIMPLE INTEREST METHOD 


The monthly simple interest method is required of consumer finance (small 
loan) companies in all but a few of the 43 States with operative small loan laws, 
of credit unions in virtually all States, and of banks in a few States. Under 
this method the lender comptes the interest charge on installment cash loans 
as a monthly percentage of the unpaid balance at the end of each month. The 
quoted rate per month is the actual rate per month. 

The Russell Sage Foundation worked hard to establish this method in the 
small loan field in the years prior to World War I. Why? Because the foun- 
dation felt that (1) consumers should know the true rate they are paying, and 
(2) rate should be expressed in monthly terms because consumer borrowers 
generally repay installment loans on a monthly basis. Credit union pioneers 
adopted the simple interest method in the years prior to World War I for similar 
reasons. The simple interest method thus has a long history and is an integral 
part of small loan and credit union lending practices. 

The simple interest method has one other important characteristic. It is an 
all-inclusive rate method, as a rule. The Russell Sage Foundation and credit 
union pioneers stressed this characteristic as a means of preventing lenders 
from making extra charges and profiting therefrom. 

The simple interest method does on a monthly basis what S. 2755 proposes on 


an annual basis. The annual rate a borrower pays is 12 times the monthly 
rate. * 





7 My remarks are based entirely on my previous knowledge and experience. not on any 
results of a study of consumer finance on which I am currently engaged for the National 
sureau of Economic Research. 

°The effective annual rate to the lender is somewhat more than 12 times the effective 
monthly rate if monthly compounding is assumed. 
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THE ADD-ON OR DISCOUNT METHOD 


The add-on or discount method is used by most banks in making consumer in- 
stallment cash loans and by banks, installment sale finance companies and in- 
stallment sellers in extending retail installment credit. According to Federal 
Reserve figures, these agencies held over four-fifths of all consumer installment 
credit outstanding at the end of 1959. Consumer finance companies and credit 
unions held less than one-fifth. 

With the add-on method the creditor computes the interest or finance charge 
as a yearly percent of the original loan. He then adds that charge plus, in 
many cases, investigation and other charges to the loan. The sum of the loan 
and the charges is repayable in an agreed-upon number of monthly installments. 

The discount method is a lesser-used variant of the add-on method. Here 
the charges are deducted from the original loan instead of being added to them. 
The borrower repays the original loan in an agreed-upon number of payments. 

Under the add-on method, the true annual rate is roughly double the add-on 
rate if no extra charges are made. The true rate is more than double the add- 
on rate if extra charges are made. An accurate determination of the true an- 
nual rate requires the use of annuity formulas. These formulas are too com- 
plex to be applied by consumers. A reasonable approximation can be obtained 
by use of the constant ratio formula. I explain this formula and its use in the 
appendix of the attached pamphlet called Consumer Credit Facts For You 
and incorporate that pamphlet by reference here. The constant ratio formula 
is much easier to use than the annuity formulas but even so is probably: beyond 
the range of most consumers. There is thus no easy way by which consumers 
can determine the monthly or annual percentage cost of installment credit when 
the creditor uses the add-on (or discount) method to compute the interest or 
finance charge. 

RATE STATEMENT PROBLEM 


There has been a long-standing controversy in the consumer installment credit 
field over this question; which is more important to consumers, the interest or 
finance charge in dollars or the interest or finance charge as a true monthly or 
annual percentage rate? Those who have advocated a percentage rate have 
argued that it would enable consumers to do a more effective job in shopping 
among creditors for the best credit bargain. They have not, however, felt 
that it would have much, if any, influence on the amount of credit which con- 
sumers use. Put in other words, they have felt that the demand for consumer 
installment credit is inelastic with respect to price (interest rate). 

The main stated objective of S. 2755 is to prevent excessive use of credit. 
Accurate rate statement is a questionable way to achieve this objective if the 
demand for credit is interest inelastic. 

The Senate Committee on Banking and Currency. may wish to consider the 
bill in terms of its effect on facilitating consumer shopping among creditors for 
the lowest interest or finance charge. As I have already noted, there is a long- 
standing controversy on this subject. Empirical evidence is lacking on which to 
base an incontestable decision. Several points can be made, however. 

First, the annual percentage rate proposed by S. 2755 does not conform to 
present practice anywhere in the consumer installment credit field. Consumer 
finance companies and credit unions use a monthly percentage rate while banks, 
installment finance companies and installment sellers use an annual discount or 
add-on rate In view of this, it might be worthwhile to consider two alterna- 
tives to an annual percentage rate. One is a monthly percentage rate and the 
other is the dollar cost per year per $100 of credit extended. Either method 
should, of course, be all-inclusive, i.e., include all charges except insurance 
premiums. 

Second, a percentage rate may cause serious problems under existing laws 
and court doctrine in certain States. These States fall in several classes. 
One class includes Arkansas and Texas. These two States have constitutional 
interest limits of 10 percent a year simple interest. Requiring all consumer 
creditors to state charges as a true percentage rate might make these trans- 
actions illegal when such rates exceed 10 percent. This would certainly be true 
of installment cash lending and might be true of retail installment selling if 
eourts construe such transactions as the loan of money because they are ex- 


8 A true monthly percentage rate is, of course, one-twelfth of the equivalent true annual 
percentage rate. 
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pressed in terms of a percentage rate. Any such interpretation would seriously 
disrupt the installment sale of durable goods in these States. 

A second class includes States with usury laws but without bank installment 
loan (or personal loan) laws. States with bank installment loan laws specifically 
permit banks to charge an add-on or discount rate equal to or lower than the 
usury limit on installment loans. States without bank installment laws do not 
specifically say that banks can use the add-on or discount method in connection 
with installment loans, Banks which do so may be in technical violation of the 
usury laws. This technical violation may become an actual one if banks are 
required to express a true percentage rate which is in excess of the usury limit. 

A third class includes States with retail installment financing laws. Many 
such laws set maximum annual add-on or discount rates. Under the time-price 
doctrine, these ceilings are not considered to be maximum interest rates for the 
loan of money but maximum prices for the sale of a commodity (installment 
paper). Retail installment transactions thus do not come within the scope of the 
usury laws. Any requirement that the cost of retail installment credit be 
expressed as a true percentage rate might lead courts to consider such credit 
as a loan of money. This would make many such transactions of questionable 
legality under the usury laws and might weaken or reverse the trend toward 
constructive retail installment financing legislation by States. This would be 
unfortunate for experience shows that rate statement by itself is not sufficient 
to keep interest and finance charges within reasonable limits.‘ 

In view of these complexities it might be well to make any law which Congress 
passes effective as of, say, a year or two after date of passage. This would 
give States time to bring existing legislation into conformity with Federal law, 
thereby preventing a weakening of the constructive legislation which now exists 
in many States. 

COVERAGE AND ADMINISTRATION 


There seems to be little need for including business and mortgage credit in 
§. 2755. Businessmen usually know what interest rates they are paying and 
mortgagees usually state the actual annual percentage rates which they charge. 
Administration of S. 2755 would seem to be more properly with the Federal 
Trade Commission than with the Federal Reserve System. For basically the 
bill is concerned more with promoting fair competitive practices than it is with 
regulating the volume of credit. 


STATEMENT OF THOMAS F. ApporTt, JR., CHAIRMAN, NATIONAL AFFAIRS 
COMMITTEE, NATIONAL AUTOMOBILE DEALERS ASSOCIATION 


We wish to express our appreciation for the opportunity to express our views 
on 8S. 2755. 

The National Automobile Dealers Association, comprising more than 21,000 
franchised new car and truck dealers has, since its inception in 1917, endeavored 
to make certain that all its policies, programs, and activities are conducted in 
the interests of the automobile owning and motoring public. 

In its declaration of policy, NADA points out that the magnitude of the new 
car and new truck retailing industry, the number of customers it serves, and the 
number of people it employs gives it a heavy economic, political, and social 
responsibility. 

Its success in carrying Out this responsibility rests basically on mutually 
satisfactory relationships between each dealer and his customers, and it is 
essential that each dealer understand his responsibility and that he maintain 
high business standards and ethics in the conduct of his business. 

Therefore, it is the purpose of NADA, the franchised dealer's national trade 
association, to provide leadership to its members in establishing high business 
standards and ethics so as to merit public confidence and respect. 

To that end, each NADA member is required to sign the association’s code 
of ethics, one principle of which clearly states that he will “furnish the lowest 
finance and insurance charges consistent with sound business,” as well as “‘ac- 
curately represent and advertise” his merchandise and services. 





*What is a reasonable limit is a complex matter for lending costs vary with such 
factors as loan size, credit standing of borrowers. and efficiency of lenders. For a discus- 
sion of the relation between loan size and cost of lending see p. 12 of my pamphlet, 
“Consumer Credit Facts For You.” 
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NADA is strongly in favor of disclosing in readily understandable terms to a 
purchaser all details pertinent to the sale of an automobile or truck. It is on 
record to this effect. 


Moreover, NADA and the various State dealer associations have been instru- 


mental in establishing model finance laws in 33 States, and NADA will continue 
to work for and actively support similar model financing laws in the remaining 
17 States. 

The National Automobile Dealers Association’s opposition to this legislation 
is based upon four principal grounds. They are: 

1. There has not been any demonstrated need for such legislation as it applies 
to the automobile retail business. 

2. If we concede, solely for the sake of argument, there is an unmet need, then 
we contend this need can and should be met by the individual States and not the 
Federal Government. 

3. The object of the legislation as set forth in the preamble to the bill, namely, 
promotion of economic stabilization, would not be achieved as it pertains to the 
sale of automobiles. 

4. The requirements of S. 2755 are contrary to established business practice in 
the sale of automobiles and would impose artificial features which would be 
chaotic to the industry. 

First : There has not been any demonstrated need for Federal legislation dealing 
with this subject as it applies to the sale of automobiles. 

The purpose fo this bill is stated to be “to assist in the promotion of economic 
stabilization by requiring the disclosure of finance charges in connection with 
extensions of credit.” 

Without projecting ourselves into a field in which we do not profess to be 
expert we, nonetheless, invite the committee’s attention to a statement appearing 
in the Wall Street Journal on Monday, March 28, 1960: 

“As for the danger that use of consumer credit will become excessive, it does 
not differ from the danger of excessive use of credit of any other kind. Protec- 
tion against that, at least theoretically, is afforded through the credit manage- 
ment powers of the Federal Reserve System. 

“Consumer credit does not represent the large portion of the nation’s debt 
structure that the frequency of attacks upon it would suggest. It amounts today 
to $50 billion, or only one-tenth of the total individual and corporate debt now 
outstanding. And its record in the past is better than that of other kinds of 
debt including home mortgages and corporation debts. In the depression of the 
1930's losses on installment debt totaled extremely small percentages. No huge 
governmental rescue loans were needed in this field.” 

The question naturally arises, if there is any truth in this quotation, where 
is there any lack of economic stabilization in this area which requires Federal 
legislative assistance at this time? 

Now, With respect ot our second objection to S. 2755. 

If we concede, solely for the sake of argument, there is an unmet need, then we 
contend this need can and should be met by the individual States and not the 
Federal Government. 

Buying and selling an automobile involves a sales contract. If the terms and 
conditions of such a sales contract are considered to involve features which should 
be regulated by law this is a matter properly within the province of the individual 
State. 

Thirty States have felt such a need with respect to the sale of automobiles 
and have enacted laws addressed to the subject. Three other States have statutes 
which accomplish the same result although differently classified. If. any of the 
remaining 17 States desire laws dealing with this matter, they may enact them. 
There is no prohibition against doing so. If a particular State feels there is no 
need for legislation, then why subject that State toa Federal law on the subject? 

The Federal Trade Conmnission, after extensive hearings in the early 1950's, 
promulgated rules and regulations governing the sale of automobiles—what 
should be disclosed to the customer, and how. The industry has been success- 
fully operating under these procedures since that time. Why add Federal 
regulation upon Federal regulation ? 

It should also be brought to the attention of this committee that the subject 
of financial disclosure is the object of careful study by a Committee of the Na- 
tional Conference of Commissioners on Uniform State Laws. The purpose of the 
study is to design a uniform law dealing with this matter which may be enacted 
by each State on an individual State basis. This, we believe, to be the better 
approach to this problem than enacting S. 2755. 
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As to the 33 that do have statutes, what virtue is there in superimposing upon 
a satisfactory State statute a Federal Statute dealing with the same matter? 

Each one of the 114,000 new automobile and truck salesmen in the country 
would be required to acquire, transport, and maintain for use in conjunction 
with each sales transaction, a book of charts or tables which would run into 
thousands and thousands of pages to enable business to be conducted according 
to the terms of this proposed legislation. 

We would like to summarize our opposition to the enactment of S. 2755. We 
contend there is no established need for this legislation as it pertains to the 
sule of automobiles. There is ample and adequate disclosure of all costs involved 
in the sale of an automobile. Those States desiring laws affecting the sale of 
automobiles have enacted them, others may if they so desire. This is not a 
proper subject for Federal legislation. The enactment of S. 2755 will constitute 
an unwarranted burden upon the merchandising of automobiles. This will have 
an adverse impact upon the economy of the Nation. 

It is recognized that our industry, just as in the case of every walk of life, 
has a few unscrupulous, dishonest members. Their number is a very small 
percentage of the whole. This class of person cannot and will not be governed 
by law. Regardless of what you legislate, they will cheat. They are violating 
various laws how. What is needed is proper enforcement of existing laws, not the 
passage Of additional laws which will go unenforced. 

As to the vast majority of new automobile dealers, the proposed legislation is 
unneeded. It will be a burden to comply with and the results produced will not 
justify the expense and effort to be exacted of us. 

We, therefore, sincerely urge that S. 2755 not be enacted into law. 

It is our hope that the views we have expressed may be of assistance to the 
subcommittee in its consideration of S. 2755. 


STATEMENT OF NATIONAL ASSOCIATION OF RETAIL CLOTHIERS AND FURNISHERS, 
Louis RoTrHscHILD, EXECUTIVE DIRECTOR 

For nearly 50 years, the National Association of Retail Clothiers and Furnish- 
ers has been the recognized national trade association of merchants selling 
men’s and boys’ wear. With a membership of 2,700 merchants, our organization 
is representative of this great retail industry. The men’s wear retail trade 
is truly typical of small independent businessmen. 

Our trade strongly opposes the principle and provisions of 8. 2755. 

Large scale distribution of men’s apparel on extended credit terms is a com- 
paratively recent development in merchandising. Prior to this development, 
extended credit in the sale-of men’s clothing was limited to so-called credit 
clothing stores, many of them operating on a “dollar down and dollar a week 
basis” selling largely inferior merchandise to the lower strata of society. Ac- 
cording to reports from Better Business Bureaus and similar organizations these 
stores often operated on questionable ethical standards. 

The practice of these stores in those days was to often claim “no charge 
for credit” and their price was the same for credit as for cash with practically 
all of their business done on credit. Obviously the cost of the credit and their 
expensive collection system was included in the price and such stores operated 
on mark-ups much higher than those charged by the so-called ethical type of 
men’s apparel store. 

Obviously, the provisions of S. 2755, if enacted into law, would have no ill 
effect on retailers operating on this basis but to the contrary they would obtain 
a competitive advantage over the other type of men’s wear merchant who still 
operates at his historic low margin but in order to accommodate customers 
wanting extended terms makes a reasonable service charge which is usually 1 
or 114 percent per month on the unpaid balance of the account. 

In the past 5 years there has been a spectacular growth in the selling of 
men’s apparel on extended credit. This has obviously been the result of the 
growing demand among American consumers to be better dressed and to raise 
their standards of living. Another contribution to this economic phenomena, 
has been the recognition of thousands of reputable retailers of men’s apparel 
that there is an opportunity for larger business volume in supplying consumer 
demand for credit over a longer period than the historic 30-days charge account. 

While there is no uniformity, a growing number of men’s wear retailers are 
making service charges on unpaid balances. Others are collecting service 
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charges on overdue accounts. This latter occurs when a customer on a 30-day 
charge account does not pay the bill in the time agreed upon and takes more 
time in making payments. The collection of these charges helps offset the re 
tailers cost in the operation of a credit and collection department. : 

A lesser—but still substantial—number of retail clothiers are now operating 
revolving charge accounts or plans commonly known as “optional credit plans.” 
These plans give the customer the option of paying the account at the end of 
thirty days without a service charge or of paying over an extended period, 
with service charges made by the retailer varying as to the length of time 
taken by the customer at his option. 

It is quite obvious from these facts of the men’s clothing retail trade that 
to fix the service charges in “simple annual interest” as would be provided 
by S. 2755 is extremely difficult if not impossible. This has been brought out 
before this committee by many retail spokesmen and is particularly true ag 
to our trade. Many small retail stores selling men’s wear have neither the 
facilities nor the experience to figure accurately the “simple annual interest,” 

On behalf of men’s wear retailers, the National Association of Retail Clothiers 
and Furnishers opposes S. 2755 for these specific reasons : 

(1) The passage of the bill might result in abolition of service charges which 
with the increased use by the consumer of extended credit would result in 
higher costs for men’s apparel. The cost of extended credit is a charge for 
which the retailer must be reimbursed and it would be easier to hide it in higher 
mark-up than to attempt to caleulate “simple annual interest.” A byproduct 
of this result is that the cash customer would in effect be paying the cost of 
the credit customers purchases. 

(2) The passage of the bill would give a competitive advantage to those 
credit clothing merchants who claim, often inaccurately, “no charge for credit.” 

(3) Those merchants who attempted to comply with the bill, if passed, would 
be faced with increased consumer resistance because of the psychological reac- 
tion to the consumer of any interest rate in excess of the theoretical 6 percent. 

(4) Bascially, men's wear retailing is small business, strictly intrastate in 
eharacter. As such, in accordance with the U.S. Constitution, it is not subject 
to either control or regulation by the Federal Government. The passage of 
S. 2755 would be to enact legislation of doubtful constitutionality and a direct 
encroachment upon State rights under whose jurisdiction local retailing right- 
fully belongs. 

For these and other reasons, most of which have been enumerated before this 
committee by spokesmen of other retail groups, the National Association of 
Retail Clothiers and Furnishers urges this committee to reject S. 2755. 


NATIONAL ASSOCIATION OF SUPERVISORS OF STATE BANKS, 
Washington, D.C., April 11, 1960. 
Subject: S. 2755. 
Hon. A. WILLIs ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DeAR Mr. CHAIRMAN: This letter reflects the views of the legislative committee 
for the National Association of Supervisors of State Banks on 8. 2755, relating 
to the disclosure of finance charges in connection with extensions of credit. 

The association’s interest in this proposed bill arises from the fact that 
member supervisors in most States are presently charged with effectuating 
State legislation designed to protect the consumer through the disclosure of 
finance charges. 

As you are aware, the protection of consumers through adequate disclosure 
of the cost of credit has received intensive consideration by the States in recent 
years. Over half of the 30 States which presently have legisiation on consumer 
instalment sales enacted such legislation within the past 3 years. During 1959, 
over 1,000 bills dealing with instalment selling were introduced in State legis- 
latures. A number of other States which do not have such legislation are 
conducting investigations preparatory to developing a statutory pattern. 

We are sure you will agree that the regulation and control of consumer credit 
transactions can be handled more efficiently on the State and local level than 
by an agency of the Federal Government. 
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We believe you will also agree that remarkable progress has been made by 
the States in this area in a very short period of time. They are obviously 
aware of the problem, and are seeking to enact effective legislation. 

Therefore, it would seem to us that primary focus should be on the encourage- 
ment of effective legislation by the States, rather than on the injection of the 
Federal Government into the picture. For example, a broad dissemination of 
the information developed at this hearing will certainly stimulate the enactment 
of powerful State legislation. 

If your committee believes that Federal legislation is appropriate—a position 
in Which we do not concur—there are two points we believe you should explore 
in order that the mutually desirable objective of full disclosure of finance 
charges may be reached: 

First, before the adoption of any particular procedure of finance charge dis- 
closure, such as the expression of finance charges in terms of simple annual 
interest, there should be a study of the practical operation of existing State 
legislation in this field to determine the practicality of such an approach. The 
information derived from such a study will then form the basis for effective 
legislation. 

Secondly, it appears that if this bill were to be passed in its present form 
it might negate State legislation which has proven reasonably effective. 

Therefore, it would appear that any Federal legislation should specifically 
recognize the power of the States to operate in this area. In this way, existing 
State legislation which frequently has broader provisions than 8S. 2755 will con- 
tinue to be effective. 

Respectfully, 
RosertT L. MYERs, Jr., 
Chairman, NASSB Legislative Committee, 
Seeretary of Banking, Pennsylvania. 


[Edueational Pamphlet No. 1, Bureau of Business Research, Western Reserve University ] 
CONSUMER CREDIT Facts FoR You 
(By Wallace P. Mors) 
REASONS FOR USING CONSUMER CREDIT 


Consumer credit is a permanent and important part of our economy. More 
than half of the Nation’s families use billions of dollars in consumer credit 
each year. These families cut across all age groups, income levels and occupa- 
tions. They use credit for one or more of the following reasons: meeting 
emergencies, buying goods and services on time, paying old debts, and making 
shopping more convenient. 

Weeting emergencies 

All families face emergencies such as unemployment, illness, death and prop- 
erty loss at one time or another. Whatever their nature, emergencies have 
one thing in common, They result in an unexpected and sudden need for cash, 

The easiest way to meet emergency cash demand is from savings. Studies of 
the Federal Reserve Board show, however, that most people have their savings 
in a form which cannot readily be converted into cash without risk of loss. 
They have bought homes, life insurance, stocks, automobiles, and household 
equipment having considerable value. Less than half of all families with in- 
comes of $100 a week or less have cash assets equal to a month's income. 

Families who cannot tap savings when emergencies hit have two alternatives— 
credit or charity. Most families are unable to get charity, or, if available, prefer 
to avoid charity, except as a last resort. 

Families in need usually seek credit in the form of cash loans. They arrange 
to pay back these loans either on the installment plan or in a single payment. 
The installment method is the more common and continues to increase in popular- 
ity because payments can be arranged to fit the borrower’s income schedule. 

Some families handle emergencies by using charge accounts as a substitute 
for cash. If they fail to pay for their credit purchases soon after the bill for 
them is received, retailers and service establishments have a difficult decision 
53615—60——_53 
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to make. They can either carry the accounts with or without penalty or they 
ean withdraw the chargeit privilege. Statistics show that retail concerns 
which pursue too lenient a credit policy often fail. This is particularly true 
in lower income neighborhoods. ; 


Buying on time 

The Jones family wants a television set costing $240. Mr. Jones earns $400 
a month. Food, clothing, and other necessary current expenses, life insurance 
premiums, social security and income taxes require $370 a month. There is 
only $30 left to apply toward the set. 

The cheapest way for the Jones family to buy the set is to save $30 a month for 
8 months and pay cash. Perhaps Mr. Jones lacks the self-discipline needed to 
save cash for 8 months. Or perhaps he possesses the needed self-discipline but 
simply wants the television set now. In either event he can get it now by buying 
on credit. Credit costs money. The choice then comes down to this: pay less 
and wait or pay more and avoid waiting. 

Mr. Jones is not an unusual example. Each year millions of Americans face a 
similar choice in connection with purchases of high-priced, durable goods. These 
commodities are important in contributing to our rising standards of living. 
They include automobiles, radios, television sets, phonographs, ranges, refrigera- 
tors, sewing machines, vacuum cleaners, washing machines, furnaces, air 
conditioners, pianos, and furniture. 

If Mr. Jones buys the television set on credit, a typical arrangement is some- 
what as follows. Mr. Jones makes a cash down payment, for example, $30. 
This leaves a balance of $210. The retail seller adds a charge for the use of 
the credit, say, $18. Mr. Jones then arranges to pay back the $228 in monthly 
installments over a period of time. If the period chosen is a year, each monthly 
installment becomes $19, which is well within the amount available. 

Installment credit obtained directly from a retail seller, as Mr. Jones does in 
the above example, is called installment sale credit. Mr. Jones has another aler- 
native. He can obtain an installment cash loan from a lending agency and pay 
“ash to the television retailer. This method is being actively promoted by lend- 
ing agencies and is growing in popularity. 

The charge which a seller or lender makes for extending credit has these 
varing names: interest charge, finance charge, financing charge, and carrying 
charge. When expressed in percentage terms the charge is usually called an 
interest rate or a financing rate. 

Up to this point we have ignored an important possibility. Suppose Mr. Jones 
has available savings with which to buy the television set. Will he use his 
savings for that purpose? Not necessarily. He may wish to hold his savings 
for emergencies. Or he may think of his savings in terms of some future need— 
educating his children for instance. Figures show that many families with avail- 
able savings are users of installment credit. 


Paying old debts 


It is not unusual for a family to be carrying several time payment accounts 
for the purchase of a number of items like a car, a washing machine, or a 
refrigerator. As long as the pay checks keep coming in regularly all goes well, 
but there is trouble if income stops temporarily as happens at one time or 
another in every family. Debts then have an uncomfortable way of accumulat- 
ing. Paying them must be faced, usually the sooner the better. The simplest 
and most direct approach is to: (1) cut your expenses to the bone, (2) compare 
your reduced expenses with your income, (3) use any excess income to work 
out a specific plan for payment of creditors, (4) show the plan to your creditors, 
ask their cooperation, and if they agree, follow your plan until all of your debts 
are paid. 

One or more creditors may refuse to cooperate or may insist on being paid 
faster than a family’s financial position permits. The family may feel that it 
has too many creditors to deal with conveniently. In such situations, an emer- 
gency loan plus experienced help in getting out of trouble may be worth many 
times its cost. The lending agency will set up a schedule of regular monthly 
payments. It will try to adjust the loan period so that each monthly install- 
ment is not an undue burden on the family. Generally, this is well under 10 
percent of the family’s monthly income. Some lenders go further and suggest 
wavs in which a family can reduce expenses and assist by setting up a workable 
budget. A borrower benefits financially from such service. His monthly pay- 
ments are reduced so that over 90 percent of his paycheck is left to meet current 
living expenses. 









































hey 
rns 
rue 


400 
ince 
2 is 


for 
1 to 
but 
ying 
less 


cea 
hese 
ring. 
rera- 

air 


ome- 

$30. 
se of 
ithly 
ithly 


es in 
aler- 
| pay 
lend- 


these 
rying 
d an 


Jones 
e his 
vings 
eed— 
Avail- 


ounts 
or a 
well, 
ne or 
nulat- 
aplest 
npare 
work 
litors, 
debts 


r paid 
hat it 
emer- 
many 
onthly 
nstall- 
der 10 
uggest 
rkable 
Vv pay- 
irrent 





CONSUMER CREDIT LABELING BILL 827 


Others also benefit. The borrower’s employer benefits because the employee’s 
mind is relieved of money worries, thus making him more efficient and less 
susceptible to accidents. Local merchants benefit by having their bills paid 
promptly. The community benefits because the family’s morale and good stand- 
ing are maintained. 

Some people get so heavily in debt that further borrowing would only make 
matters worse. Federal bankruptcy laws provide two ways out of such a situa- 
tion. Under the first, any wage earner whose income is below $3,600 a year 
“an submit a plan to a Federal court showing how he proposes to pay his debts. 
It may or may not call for scaling down some of them. The plan goes into 
effect if approved by the court, the secured creditors, and a inajority of the 
unsecured creditors. This method has several advantages. It is not considered 
going through bankruptcy. The debtor has court protection from property or 
wage attachment as long as he lives up to the approved plan. 

The second way out is open to debtors of all income levels and involves going 
through bankruptcy. The debtor turns over to a bankruptcy court all of his 
assets except those few which are exempted by law. A court order “discharg- 
ing’ the debtor frees him of his debts and allows him a fresh start. Debtors 
should not regard bankruptcy as an easy way of wriggling out of debts they 
could pay if they tried. Bankruptcy may harm a debtor’s credit standing for 
many years. 

Convenience 

Most people regard charge accounts and service credit primarily as a con- 
venience. The typical charge account works somewhat as follows: purchases 
are made from retailers throughout the month and paid for after the close of 
the month, usually by check. Service credit operates in much the same way 
and includes credit extended by doctors, dentists, utility companies, and others 
who sell services to the public. 

Charge account and service-credit users feel that using the “charge it” privi- 
lege is easier and safer than carrying cash and paying directly for each pur- 
chase. If they use the charge-it privilege merely as a convenience and nothing 
more, they spend about the same amount each month whether they charge or 
pay cash. ; 

DEFINITION AND GROWTH 


We are now in a position to define consumer credit. In general it is credit 
which consumers (1) use to buy goods or pay debts and (2) agree to pay back 
within a relatively short period, say, up to 2 years as a rule, but not more than 
5 years as a maximum. 

Consumer credit outstanding has grown markedly over the past 20 years 
from about $7 billion in 1989 to over $45 billion at present. The accompanying 
table shows that about three-fourths of all consumer credit is installment credit. 
Over two-fifths of all installment credit consists of automobile credit. 


Consumer credit outstanding, by type, Dec. 31, 1958 


Dollar Percent of | Percert of 
Type } amount cons mer | installment 
in billions) credit credit 
Noninstallment.._-_-- te ee $11.2 | 24.9 
Installment: 
Automobile. -- : ’ 14.1 | 31.3 41.7 
Other consumer goods- - -- ‘ | 9.0 20.0 26. 6 
Personal loans | 8.6 | 19.1 | 25. 5 
Repair and modernization loans | 2:2 4.7 6.2 
Total installment. aay ‘ 33.9 } 75.1 } 100.0 
Total consumer credit 


Pome 5.1 100.0 


Source: Board of Governors, Federal Reserve System. Noninstallment credit includes charge 


accounts 
($5 billion), single payment loans ($3.5 billion), and service credit ($2.6 billion) 


Origin of modern consumer credit 

The rise of an industrial economy in the United States, occurring over most 
of the last century, set the consumer credit stage. It brought increased in 
comes and rising living standards. It stimulated our appetites for additional 
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goods. Seeking improved living standards became an accepted social goal. 
Credit became an increasingly popular means of advancing this goal. 

Industrialization affected many consumers in another way. It took them out 
of intimate community groups and placed them in the impersonal setting of 
large cities. Emergencies no longer called forth the friendly aid of neighbors. 
Each family was on its own. Families hit by emergencies instinctively sought 
aid through credit. But the average family found to its dismay that it could 
obtain no credit, or could secure it only under intolerable conditions. 

This seems strange to us, when we consider the many sources of credit avail- 
able today. Commercial banks, whose consumer loan departments are happy to 
lend to consumers today, would not do so then. They would make unsecured 
loans to wealthier families. They would also lend to persons who had ade 
quate security in the form or real estate, stocks, and bonds. Only a very small 
percentage of consumers could meet these requirements. 

Some borrowers were able to obtain credit from remedial loan societies which 
made loans to wage earners on a semicharitable basis. These organizations 
were the real pioneers. They led the way in showing the public that con- 
sumer lending was needed and was here to stay. Their organizers recognized 
the need for higher interest rates than those allowed under the usury law, and 
obtained special State charters permitting higher charges.’ The first society 
was founded in Boston in 1859. Other societies followed slowly but never be- 
came sufficiently numerous to meet more than a small part of the demand. 

The vast majority of borrowers were forced to turn to the only other com- 
mercial source then readily available—illegal lenders. As the demand for 
credit increased in the post-Civil War years these lenders multiplied. Their 
rates were often excessive, and their collection practices were often harsh. 

As borrowers grew in numbers, the harsh treatment they received from illegal 
lenders drew public attention. Remedies were suggested. One was stricter 
enforcement of the usury laws which prohibited interest of more than 8 or 10 
percent a year. This was as futile then as it is today. As we shall show Iater, 
consumer loans require higher interest or financing rates than those permitted 
by usury laws. In fact, this was one—not the sole—reason why banks initially 
frowned on consumer lending. Furthermore, the usury laws have few teeth in 
them. They are not effective in preventing violations in the case of consumer 
loans primarily because their enforcement depends on action by the borrower. 
He seldom has the knowledge or the resources to take legal action. There is little 
incentive for him to do so, since the usury laws generally provide only that 
the lender shall forfeit the excess interest collected. 

Special legislation adopted 

About 1907 the Russell Sage Foundation began a thorough study of lending 
conditions and then started a vigorous campaign to bring illegal lenders under 
State control. Some lenders offered their cooperation. Massachusetts was the 
first to pass a workable law in 1911. By 1915 five States had legislation regulat- 
ing consumer lending. 

Experience under these laws led to the drafting of the Uniform Small Loan Act 
in 1916. This is a model bill. It permits lenders who obtain Licenses to charge 
interest rates higher than usury-law limits. In return, lenders must conform to 
its rigid provisions and submit to State supervision. About four-fifths of the 
States now have workable small loan laws, patterned in whole or in part after the 
Uniform Act2 Illegal lenders still flourish in States without workable small loan 
legislation. 

Credit union laws are another example of specialized legislation. Massachn- 
setts chartered the first credit union in 1909. Most other States and the Federal 
Government (1934) have since passed credit union laws. 


MAIN SOURCES OF CONSU MER CREDIT 


Consumer finance companies 

Consumer finance or small loan companies operate in all States having work- 
able small loan laws. They were created by these laws, the origin of which has 
just been described. 

1Usury laws set maximum interest rates which may be charged in the absence of 
specific legislation permitting higher rates. All but four of the States have such laws. 

2'These laws are fully described in pamphlet No. 2 of the Bureau of Business Research 
called “Small Loan Laws.” 
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Consumer finance companies make installme 
size is provided by State law. Maximums ran 
S900, S600, $1,000 or more in other States. 
monthly Percentage on the unpaid balance o 
clusive and nay not be compounded. Present maximum allowable 
with workable small loans laws senerally vary from 21 
loans of $300 or less. In States where loans above $300 are permitted, the max- 
imum rate is lower (usually 14 to J percent a month) on the part above S300. 
Consumer finance companies have higher maximum rates than banks and are 
able to make smaller loans and loans involving more risks than banks. They 
are, in fact, the main available source for many consumers needing loans, 
| Statistics from 14 States With loan maximums of $500 Or more show that the 
number of loans made by consumer finance companies breaks down roughly as 
| follows: From 5 to 20 percent are under $100 ; from 25 to oO percent are between 
$100 and $300: from 40 to 60 percent are over $800. In the few States With a 
loan Maximum ot $300, the humber of loans under $100 is between 10 and 20 per- 
cent of the total] humber made. 
Many consumers who borrow from consumer finance comps 
no tangible security. The lender places his confider 
ter of the borrower, and expects payments to be made out 6f the borrower's in- 
come. Such loans are called character or signature loans. When lenders fee] 


that Security is hecessary, they usually ask for a chattel mortgage on the bor- 
rower’s household property. In some States, rrower to 


the lender asks the bo 
sign a wage or Salary assignment Which enables the lender to collect from the 
borrower's employer if the borrower fails to pay. 
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r maximum 
W States to $400, 
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f the loan. These rates are all-in- 
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Credit unions 


The credit union is a cooperative. It encourages thrift and makes the group's 
Savings available to its own members in need of loans, Credit unions have 
costs than commercial lenders because of donated services, intimate 
of loan applicants and free oftice space. Their exemption from F 
and excess profits taxes on corporations has also been important in recent years 
of high tax rates. Although credit unions have enjoved Steady growth since 
10), they account for but «small fraction of total consumer loans. 

Credit unions have achieved their sreatest success in Closely knit groups. Ex- 
amples are employees of a business and members of a SOvernmental unit, trade 
union, club or church sroup. Large humbers of people who could join credit 
unions prefer hot to use their service, They may be influenced by several] factors. 
One is that many persons do hot want fellow employees or fellow members to 
know and handle their financia) affairs, 

Credit unions are subject to Federal or 
bernitted to charge a maximum rate 
the allowed maximy 


unions Sometimes , 
dividends are adde 
Smaller loans 
signature of the borrower. 
Security being endorsers 
more additional 
does not. A pled 
ind other hig 


lower 
knowledge 
ederal income 


State Supervision. 
higher than usury limits. 
month on the 1 
the allowed 


In return they are 
For the most part 
Mpaid loan balance, Credit 
maximum. Net profits after 
Dividends are kept relatively low. 

unsecured. That is, they are ade solely 
Larger loans must be secured, the usual 
and property. In the Case of endorsed 
Persons sign the loan and ‘gree to repay it, if 
ee of property is Common on loans sranted to buy 
her priced durable goods. Most loans are repavable 
Industrial banks 


In 1910 a Virginia lawyer 
making consumer loans, originally Without spx 
or industrial-bank plan works ean bes 

Mr. Smith Wishes 
interest a ve 
to S30. 
interest 


im is 1 percent a 
‘harge rates below 
“l to loan funds. 
are usually 
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forms of 
loans, one or 
the borrower 
automobiles 
in installments. 


hamed Arthur Morris developed 


‘cial legislation. 

t be shown by example, 

4 loan of $500. The industria} bank charg 

ar, figured on the original face tunount of the lo; 

If Smith were permitted to keep the entire $500 for 

rate would equal the quoted interest rate. 

requires. that Smith buy investment Certificates or make deposits in 12 equal 

monthly amounts Which add up to the total of the loan. This means that Smith 

does not have the entire $500 for a full vear. A little arithmetic Will show that 

the average amount he sets to use is about One-half of $500. The actual 

rate Which Smith Pays is thus about double the quoted rate. 
Industria] banks usually make the full interest char 

investigation fees and fines for delinquency are 


‘another plan for 
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rates may be two or more times those fixed in usury laws when interest and 
other charges are made in advance and repayments are made in equal install- 
ments. The rates charged are not as high, however, as rates permitted by many 
small loan laws. So industrial banks tend to restrict their lending to the larger 
loans—on which the dollar amount of income is higher. 

To keep credit risks down, industrial banks also carefully screen borrowers, 
They did this originally by requiring endorsers or comakers on all loans. Many 
customers cannot obtain acceptable endorsers. Others can but are not willing 
to doso. They may feel shy about asking for such favors. Or they may not wish 
others to know of their financial affairs. Industrial banks now make all types 
of secured loans as well as unsecured or signature loans. 

There has always been some question of the legality of Mr. Morris’ idea. 
To clarify the question some States have passed special laws governing indus- 
trial bank operations. 


Commercial banks 


Virtually all commercial banks now engage in some form of consumer credit 
activity. Many banks started by making home repair and modernization loans, 
These loans are insured by the Federal Housing Administration under a program 
which was first set up in 1984. Most banks have since branched out in one or 
more of the following directions: Making installment loans for the purchase 
of automobiles and household durables, purchasing automobile and other install- 
ment paper from retailers, financing charge accounts either directly or indirectly 
through retailers, extending personal loans, and offering check-credit plans. Bor- 
rowers use the proceeds from personal loans and check-credit plans for any pur- 
poses they wish. 

Check-credit plans are the most recent innovation and are being established by 
many banks. Such a plan is basically a “line of credit” form of personal loan 
and works somewhat as follows: A bank designates the maximum amount 
which it will lend to a consumer—usually either 12 or 20 times the amount of 
an agreed-upon monthly repayment. The borrower receives checks which he 
‘an cash as he chooses up to the established line. He starts paying interest 
only when he begins cashing checks. 

Practically all commercial banks use the industrial-bank method of charging 
ig advance and requiring payment in installments. Commercial banks also 
eneourage larger loans and follow strict credit standards. Thus, they compete 
to only a lesser degree with consumer finance companies and credit unions. It 
is probable that the proportion of customers of consumer finance companies 
whom banks could accept is not large. Some students have placed the overlap 
at 5 to 10 percent. 

Commercial banks occupy a dual role in the consumer credit field. They have 
been important suppliers of funds to consumer finance companies, installment 
sales finance companies and retailers since as far back as World War I. Since 
the 1930’s they have also become the most important direct source of credit to 
consumers. At present they account for over one-third of all consumer credit 
outstanding. 


Other sources of cash loans 

Life insurance policies with a cash surrender value can be used as security 
in obtaining loans from banks and other sources. Such loans are easy to obtain 
and low in cost. They should be since the lender assumes no risk. The cash 
value of the policy equals or exceeds the amount of the loan. It can be collected 
from the insurance company without expense if the borrower fails to pay. 

Pawnshop loans are based on the pledge of jewelry and other salable per- 
sonal property. As a rule, pawnshops loan from 60 to 90 percent of the auction 
value of the pledge. They require that the loan be repaid within a stated 
period of time and charge interest rates ranging from 24 to well over 100 percent 
a year. Pawnshops are the only available source for some families in the 
lower income groups. 

Remedial loan societies make pledge, unsecured, comaker and chattel mortgage 
loans at rates ranging from 1 to 2 percent a month on unpaid balances. The 
peak number of societies was 41 in 1915. Only some 21 are left, the remainder 
having either dissolved or converted into consumer finance companies. 


Retailers 
Retailers extend four types of credit. One is charge accounts. Charge ac- 
count credit is normally payable shortly after the end of the month in which 
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credit purchases are made. Retailers who extend the charge-it privilege usually 
make no separate charge for the credit as such. The cost of the credit is in- 
cluded in the price of the goods. (Service establishments handle service credit 
in much the same manner.) 

The second and third types of retail credit are budget accounts and revolving 
charge accounts. A budget account permits the credit purchaser to pay his 
“charge account” over a more extended period, such as 3 or 6 months. A re- 
volving charge account is basically a “line of credit” arrangement. The pur- 
chaser can make purchases up to a given maximum and agrees to pay whatever 
he owes in monthly installments. Whenever the monthly installments reduce 
the account below the maximum, the purchaser can again make purchases up 
tothe maximum. Hence the name “revolving.” 

Revolving charge accounts are a more recent innovation than budget accounts. 
Both have become increasingly popular in recent years. Retailers usually charge 
from 1 to 1% percent a month on balances in revolving charge accounts. An 
increasing number are also beginning to make a comparable charge on budget 
account balances and on charge account balances which are not paid within 
30 days after monthly statements are rendered. There was a time when most 
retailers made no separate charge on budget account balances. 

Installment sale credit is the fourth type of retail credit. It is usually ex- 
tended in connection with the sale of relatively high-priced goods, usually 
involves a relatively large amount of credit, and is usually repayable in monthly 
installments over a period of several years. The installment buyer is almost 
always required to sign a conditional sale, lease, or chattel mortgage install- 
ment contract. Under this contract the seller retains title to the goods and 
reserves the right to repossess them until the buyer has paid in full. 

Department stores, mail-order houses, automobile dealers, appliance stores 
and most other retailers usually make a separate charge for installment sale 
credit. As we noted earlier, this charge is called such varying names as interest 
charge, finance charge, financing charge, and carrying charge. 

Installment selling of automobiles and household goods became increasingly 
important during the 1920’s. Most sellers adopted fair practices. A minority 
made excessive charges, used harsh collection tactics and pursued such generally 
unsatisfactory policies that States were forced to step in. Three-fifths of the 
States now have retail installment financing laws. Most of these laws have 
been adopted since the end of World War II. A few were adopted earlier, 
starting with Indiana in 1934. 

About one-half of the laws govern all installment selling and the other half 
apply only to installment selling of automobiles. Most of them provide for rate 
control. Although the laws vary widely, they have established the trend toward 
regulation. The next step is more uniform and more effective regulation in all 
50 States. 


Installment sales finance companies 


As the use of installment credit increased after World War I, many retail 
sellers found they had too much capital tied up in installment notes receivable. 
This was particularly true of automobile dealers whose installment contracts 
called for payments extending over as much as 24 months or more. 

Dealers originally sought bank loans secured by installment contracts. When 
banks refused the loans because of doubts concerning their soundness, dealers 
turned to discount companies. These companies were soon doing so much install- 
ment financing that it became a major part of their business and they became 
known as installment sales finance companies.* After a period of time, practi- 
cally all automobile dealers and many other retail sellers began to turn over 
their installment contracts or paper to sales finance companies as soon as the 
sale was made. These companies advance cash to the retailer and collect money 
in installments from the buyer. Since they acquire such a large proportion of 
the installment paper in some fields of retailing, sales finance companies often 
exert considerable influence on the nature of the installment contract between 
those who sell and buy at retail. 

Commercial and industrial banks now compete with sales finance companies. 
Some do so directly by purchasing installment contracts from retail sellers. 
Most banks compete more indirectly by urging consumers to borrow cash and 
use the cash to buy autos and household durables outright. 





*They are also called “finance companies,” “sales finance companies,” “commercial 
finance companies,” and ‘installment finance companies.” 
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ARE CONSUMER CREDIT CHARGES EXCESSIVE? 


Many people feel strongly that interest rates above a given level are excessive. 


The reasons for this goes back centuries and result from the once-held belief 


that to make any charge for the use of money is socially undesirable. When 
business developed in the Middle Ages, businessmen needed money to expand. 
They were willing and able to pay interest for its use. Borrowing money for 
businss purposes became acceptable. 

Society, however, insisted on placing a maximum on the interest rate which 
could be charged. The maximum gradually stabilized in the area of 6 percent a 
year. Why? Because this was though to be the typical maximum rate which 
business borrowers paid. It is no accident that people naturally feel the sanctity 
of a 6-percent maximum. 

But is such a rate a typical maximum in business lending? The answer is a 
clear, No. Surveys show that during recent years banks have charged business 
borrowers rates varying from approximately 2 to 14 percent a year. If other 
types of lenders were included, the maximum probably would be even higher. 
Rates vary with the grade of loan. Loans vary in grade depending on size, type 
of collateral, nature of company, and other factors. A loan to a company just 
getting started is a different (and usually lower) grade loan than a similar 
loan to a well-established concern. 

Thus, no one absolute minimum standard applies even within the business 
lending sphere. Much less can a single, standard rate be applied to all types 
of lending. We have mentioned current consumer credit rates at several points 
in the preceding section. In States with adequate legislation these rates, in 
terms of simple interest, vary up to 48 percent a year. In States without ade- 
quate laws to protect consumers, rates under many disguises range as high as 
1,000 percent or more a year. 

Nature of lending costs 

Financing agencies, like other business firms, exist to make a reasonable profit. 
To do so, they must charge interest rates which cover their costs. Costs, then, 
are an important first consideration in determining interest or financing rates." 
Costs of credit extension (“lending costs” for short) can be classified in a num- 
ber of ways. The one chosen here is convenient for our purposes. 

1. Investigation.—If a financing agency loaned to everyone who applied, bad 
debt losses would soon drive it out of business. Each agency must spend con- 
siderably money and effort investigating credit applicants. Only those who 
meet its tests are granted credit. Poor credit risks are weeded out. On secured 
loans, investigation includes verifying the property to be pledged and making 
sure the title is in order. Any necessary documents must also be prepared, filed, 
and recorded. 

2. Collection.—Collecting accounts owed involves several steps—sending bills, 
receiving payments, issuing receipts, recording payments in the books and follow- 
ing up on slow payers. The greater the number of payments, the larger the 
collection costs. Installment credit is thus more expensive to collect than single 
payment accounts. 

5. Bad debts—The creditor can spend added money trying to collect delin- 
quent accounts or he can write them off as bad debts. Either way. his costs 
rise. Some accounts prove uncollectible even with the utmost effort. Every 
creditor must allow for some bad debts. 

In the case of secured credits, lenders may try to reduce or eliminate bad 
debts by repossessing and reselling the property pledged. Repossession costs 
are, in a sense, a special extension of collection costs. 

4. Capital——To extend credit requires capital. Acquiring capital always costs 
something. Consumer finance companies, sales finunce companies, and retailers 
depend on a number of sources—sale of stocks, bonds, and commercial paper: 
reinvested earnings: and bank loans. Banks obtain most of their capital from 
deposits; credit unions from shares sold to members. As a general rule, de 
posits and member shares represent cheaper sources of funds than other 
alternatives, 

Loan size and costs 


Investigation and collection costs have a very important characteristic. They 
do not vary much in dollar amount from one consumer loan to the next. It 
*We need to recall at this point that the terms “interest rate’ and “financing rate” are 


interchangeable and refer to the interest, finance, financing, or carrying change expressed 
in percentage terms. 


RRR RRR 


sive. 
belief 
When 
pand. 
y for 


vhich 
‘ent a 
Vhich 
ictity 


risa 
siness 
other 
igher. 
, type 
y just 
milar 


siness 
types 
woints 
es, in 
r ade- 


gh as 


profit. 
then, 
rates," 
num- 


1, bad 
1 con- 
» who 
cured 
aking 
filed, 


bills, 
ollow- 
or the 
single 


delin- 
costs 
Every 


e bad 


costs 


; Costs 
ailers 
maper; 
| from 
le, de- 
other 


They 
rt 


te” are 
yressed 


CONSUMER CREDIT LABELING BILL 833 


costs just about as much to investigate a credit applicant whether he wishes 
to borrow $100 or $500. Similiarly the collection cost per payment is not much 
affected whether he makes monthly payments of $10 or $50. 

Suppose investigation and collection costs for a given lender are about $20 


per loan, for a loan paid off in 12 monthly installments. Stated as a_per- 
centage of the original principal amount of the loan this amounts to: SO per- 


cent on a $25 loan: 40 percent on a $50 loan: 20 percent on a $100 loan; 10 per- 
cent on a $200 loan; 5 percent on a $400 loan; and 2 percent on a $1,000 loan. 

Since the average amount outstanding during the life of a loan is about 
one-half the original loan, these costs of $20 per loan amount to about: 160 per- 
cent of the average outstanding on a $25 loan; SO percent of the average out- 
standing on a $50 loan; 40 percent of the average outstanding on a $100 loan; 
“”) percent of the average outstanding on a $200 loan; 10 percent of the aver- 
age outstanding on a $400 loan; and 4 percent of the average outstanding on a 
$1,000 loan. 

Smaller loans must carry a higher percentage charge than larger loans. 
A consumer finance Company with an average loan balance of $300 must charge 
a higher rate to recover its operating costs than a bank with an average loan 
balance of $500 or S750. 


Credit selection—Policy and costs 


Bad debt and capital costs vary more directly with the size of the loan. 
A loan of $1,000 obviously ties up more capital than a loan of $200. Similarly 
an uncollectible loan balance of $1,000 is a greater loss than one of $200. The 
policy for selecting customers is, thus, the important factor controlling both 
the amount of capital needed and the rate of bad debt losses. 

If credit standards are low, more risky loans are made and more capital is 
needed. Eventually the amount of bad debts rises. The reverse is true when 
credit standards are high. This does not mean that strict credit standards are 
necessarily the best. Too strict a selection policy will reduce volume so much 
that profits are cut. What lenders strive for is a happy medium. 
idequate service at a reasonable profit 

We now see why consumer loans require higher average rates than busi- 
ness loans. The major reason is their smaller size. In business lending, loans 
of $10,000 and more are Common. Many run up to $1 million or more. Con- 
sumer loans on the other hand are usually under $1,000. Most of them, in 
fact, fall below $500. Thus, all forms of consumer credit require a rate which, 
by most standards, is high because the average transaction is small and because 
repayment is on an installment basis. 

We can now give a tentative answer to our main question: ‘‘Are consumer 
credit charges excessive?” -They are not excessive if the lender charges an 
interest rate which covers his cost and allows no more than a _ reasonable 
profit. To give a final answer, we need to take a second look at loan costs— 
this time in connection with loan practices. 

The preceding page has an example showing the effect of loan size on 
costs. It is convenient to expand that example here. Assume again that a 
given lender's collection, investigation and other overhead costs approximate 
$20 per loan. Assume further that bad debt losses, capital costs and allow- 
ance for a reasonable profit add up to 6 cents per dollar loaned. Under these 
conditions the following would be true: 


Loan 


Average 
loan 
balance 


Dollar cost 


Required 

rate ipplied 
to original 
loan (percent 


Required 

rate applied 
to average 
balanee (per- 


per year cent per year 
$25 $12. 50 $21. 50 86 172 
$50 25.00 | 23. 00 46 92 
$100 50. 00 26. 00 26 52 
$200 100. 00 32. 00 16 32 
$500 250. 00 50. 00 10 20 
$1,000 500. 00 80. 00 8 16 


If lenders regarded each loan separately, they would 


of interest rates. 


In the above example this scale would 
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run from 172 percent 
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on a $25 loan down to 16 percent on a $1,000 loan. Very few, if any, consumer 
lenders make full adjustment for differences in costs. Usually they charge 
only moderately higher interest rates on the smallest loans than on the largest, 
Under this policy the larger loans bring higher profits than the smaller ones: 
the small ones are often made at a loss. Is this fair to the borrowers of 
larger sums? <A practical answer is that other lines of business follow a 
similar policy. Many retailers, for example, make sufficient profit on higher- 
priced items to enable them to sell lower-priced items near or below cost. A 
relatively level rate policy is also easy to administer and explain. 

Its basic justification, however, lies in the nature of credit granting. The 
public feels strongly that interest rates above a given level are excessive. A 
half century of educational effort has gradually raised the standard for deter- 
mining what is excessive to something above, say, 6 percent. There is still 
a limit beyond which the public (and legislators) won’t go. Experience makes 
it clear, for example, that State legislators are unwilling to grant rate maxi- 
mums high enough to allow loans of $25 to pay their own way. Yet legislators 
and the public expect lenders to make smaller as well as larger loans. 

The relatively level-rate policy offers a workable compromise. Lenders can 
make loans of various sizes to all persons who qualify as adequate credit 
risks. They are in a position to charge enough on all their loans to cover 
their combined costs and make a reasonable profit on the assets which they 
employ in lending. Lenders can increase their profit margins, of course, by 
eoncentrating on the larger, high-profit loans and ignoring the smaller ones. 
But competition, the force of public opinion and, in some cases, supervision by 
State administrative agencies operate to encourage lenders to offer a well- 
rounded loan service. Further, smaller loan customers often grow to larger 
loan customers as the years go by. This makes it good business to cultivate 
the smaller borrowers. : 

Two somewhat technical considerations need to be brought in at this point. 
The first concerns costs. Some lending costs exist whether there is any busi- 
ness or not. These include rent, light, heat, and salary of a minimum staff. 
They are called fixed costs. Others, called variable costs, occur only if loans 
are made, and vary with the volume of loans. If any loan more than covers 
its variable costs, the excess helps to absorb fixed costs. Thus we reach the 
seemingly contradictory conclusion that in some cases a lender may lose less 
by making very small loans than by not making them. 

The second point concerns the relatively level-rate policy itself. We have 
stated that each lender has a relatively level rate which he charges on all 
loans. Actually some lenders divide loans into several broad classes, usually 
by type of security, and charge a different rate in each class. An example of 
such a class is loans for the purchase of new automobiles. Since classes are 
broad, their existence does not change our general conclusions. 

Now, a more confident and meaningful answer can be given to our question: 
are consumer credit charges excessive? They are not excessive under the 
following conditions: 

1. Interest rates need to be adequate to cover all costs and to allow 
lenders a reasonable profit. 

2. The rates allowed the type of lender who make the smallest and most 
risky loans must be high enough to make such lenders willing to extend 
loans of various sizes to all persons who can qualify as adequate credit 
risks. 


RATE MAXIMUMS AND LENDING PRACTICES 


The legal maximum rate under which a financing agency operates has a very 
important bearing on its lending practices. The higher the maximum, the 
greater is the lender’s freedom in making smaller loans and relaxing credit stand- 
ards. Setting proper maximums is an important task and has far-reaching 
effects on lenders, borrowers, and society in general. 

In the previous section, we pointed out that some lenders must be able and 
willing to make all sizes and types of loans. It is not essential that all types of 
lenders be in such a position to secure satisfactory results. In the United States, 
only consumer finance companies operating under small loan laws, and at rates 
whose maximums are sufficient, can make the small and more risky loans. 

Banks operating under bank consumer loan laws are usually subject to lower 
rate maximums. They have been able to operate profitably under these lower 
rates by eliminating small loans and enforcing strict credit standards. Many 
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panks, for example, have a general policy of refusing, or at least not promoting, 
loans under $100. This is particularly true of banks located in the larger 
population centers. 

The accompanying table shows that consumer credit users pay a wide variety 
of rates. Several things need to be kept in mind when studying the table. They 
are grouped under the four headings which follow : 

1. Legislation has an important influence on maximum rates.—About one-half 
of the States set maximum rates on automobile or all retail installinent financ- 
ing transactions. In these States the maximum rate varies from 24 percent on 
new cars to 43 percent or more on used cars. Evidence collected by legislative 
bodies indicates that corresponding maximums in uncontrolled States are at 
least 120 to 275 percent. This parallels conditions in the cash lending field in 
States without adequate small loan legislation.’ Illegal lenders exist in these 
States and charge rates reported to run as high as 1,200 percent. Seven States 
have no limit on the rate which commercial banks may charge—California, 
Colorado, Connecticut, Louisiana, Maine, Massachusetts, New Hampshire. 

2. Maxvimum rates vary among States having legislation.—The table shows a 
maximum of 42 percent for commercial banks. Actually this applies only in 
New Mexico where some banks are operating under the small loan law. Rhode 
Island permits a maximum rate of 30 percent and Missouri of 27 percent. About 
half of the States have special laws which permit maximum bank charges be- 
tween 12 and 18 percent. The remaining States limit bank charges to usury-law 
maximums ranging, in the main, from 6 to 12 percent. Banks commonly inter- 
pret the usury law as permitting a charge in advance equal to the amount 
loaned times the usury rate. 


Installment credit rates* 


Range of legal 


Financing agency or type of loan ;Common rate} maximum 


| rates 
A. Cash lenders: 
Credit unions. - peli ween ae aebet ws abn ob 12 | 12 
Commercial banks— pe rson: ‘all loans... i SAT dia 12 12-42 
Consumer finance companies—under small loan laws_______- ero 30 2448 
Illegal lenders___--- | 2 42-1200 
. Retail installment financing in 24 States with rate legislation—12-month 
contract: 
New cars_... mai umnlaatsipesahpiecatdaminen ak patinebieninned 12 12-24 
Used cars under 2 years old_ <a ebuaea see Ses -| 3) 18-31 
Used cars over 2 years old . 3 3) 18-43 
©. Retail installment financing in States w vithout rate legisle ition—12-month 
contract: 
> : A 4 oe ; : te 12 | 12-120 
Used cars. __- ee ae 5 GP ERT IES gis cand ses 3) 2 19-275 


The rates shown represent the equiv: lent percent per year on ana balance. 
2 There is no legal maximum here. The figures shown give the range of actual rates reportedly being 
charged. 
3 Information is not available. 


Michigan and Pennsylvania have a 12-percent maximum on new car installment 
financing. The other States with rate control have new car maximums ranging 
from 14 to 24 percent. 

Only Alaska has a 48-percent maximum small-loan rate. Maximums in the 
other workable small-loan laws vary from 24 to 42 percent. 

3. States change maximum rates from time to time.—Most of the States with 
small-loan laws fall in this category. Many of them have also raised loan limits 
above $300 in recent years. These States provide an excellent social laboratory 
in which to observe the effects of rate changes on lending practices. Practically 
all of them set a lower maximum rate on loans over $300 than the maximum 
permitted on loans under $300. A few of these States have also lowered the 
maximum rate on loans under $300. In spite of reduced rates, consumer finance 
companies have continued to make all sizes of loans. This record is the more 
remarkable since operating costs have risen sharply under the impact of infla- 





’They are: Alabama, Arkansas, Delaware, Georgia, Mississippi, North Carolina, South 
Carolina, Tennessee, and Texas. The District of Columbia needs also to be added. For 
more detailed discussion see pamphlet No. 2 of the Bureau of Business Research on 
“Small Loan Laws.” 
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tionary pressures. These same pressures are the primary factor which has led 
States to increase loan limits. The $300 limit was satisfactory in 1916 when 
the uniform small-loan law was drafted but became too low following the sharp 
rise in prices after World War IT. 

What happens when a maximum rate is lowered too far? New Jersey’s 
experience provides a graphic answer. Between 1914 and 1929 the State's 
small-loan law allowed a maximum interest rate of 8 percent a month on unpaid 
principal balances. Consumer finance companies made loans of all sizes from 
$10 to S300 during this period. In 1980 New Jersey reduced the maximum 
to 144 percent a month. Consumer finance companies could not afford to do 
business at that rate and many closed up soon thereafter. A few hung on for a 
time longer but only by restricting loans to $100 or more.  Tllegal lending became 
widespread. In 1932 New Jersey raised the rate to 242 percent a month. Con- 
sumer finance companies returned and once again granted loans of all sizes up 
to $300. 

4. Not all financing agencies and retailers charge maxrimum rates.—The com- 
mon rate column in the table shows that rates which consumers pay are often 
below the maximums which they could legally be asked to pay. Financing 
agencies and retailers may reduce rates to increase volume, build good will, or 
for other reasons. 

The reader may well ask at this point: Why so many maximums? Wouldn’t 
one maximum serve for all financing agencies? What is a fair maximum? In 
answering these questions one important fact must be kept in mind. To prevent 
illegal lending, at least one type of financing agency must be in a position to 
make all sizes of loans to qualified credit risks. In our society this agency is 
the consumer finance company operating under small-loan laws. These com- 
panies have been in existence a long time. Their experience is thus valuable 
jin helping to determine a fair maximum. ; 

When the uniform small-loan law was adopted in 1916 the maximum rate was 
usually a flat 3% percent a month and the maximum loan $300. Subsequent 
experience has shown that an average of 5 percent is adequate in those areas 
in which consumer finance companies can develop sufficient loan volume to 
introduce operating economies. We have already mentioned that many States 
have raised loan limits above S300 in recent years. Maximum rates have been 
successfully lowered to 2144 percent a month in some of these States. 

Many States have abandoned flat rates in favor of multiple rates. Ohio’s 
small-loan law serves as an illustration. It provides the following monthly 
maximums on unpaid balances: 3 percent on that part of any loan balance be- 
tween SO and $150: 2 percent on that part of any loan balance between $150 and 
$300: two-thirds percent on that part of any loan balance between $300 and $1,000. 
Thus, on several illustrative loans, repaid in 12 equal monthly installments, the 
monthly payments, the maximum total interest charge, and the true monthly 
interest rate, are as follows: 


| Total monthly | Total annual rue monthly 

payinent interest charge | interest rate 
On a 12-month loan of percent 
$100____- bai ; ‘ $10. 07 $20. 84 3. 
$310 __ on . 29. 68 56. 16 2 
S500 = 48.00 76. 00 2.2 
$1,000 o 92.16 105. 92 1.6 


Experience of consumer finance companies to date, indicates several things. 
The current required maximum rate varies between 214 and 4 percent a month 
depending on such factors as loan limits, loan volume and operating economies. 
Because most small loan laws now contain multiple rates, average rates are sub- 
stantially below these maximum rates. Consumer finance companies operate 
profitably under these multiple rate structures. Except possibly for pawnshop 
loans, there is no justification for consumers paying higher rates. 

We have already seen how consumer finance sources developed and why they 
have different maximum rates. We have also seen how agencies with lower 
rates and flat-rate structures are able to operate by eliminating smaller loans 
and holding to strict credit standards. Differences in rate maximums and rate 
structures will undoubtedly continue for a long time to come. 
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Under these conditions society’s responsibility is clear. It must: (1) provide 
rate maximums and structures high enough to permit legal financing agencies to 
operate, (2) educate consumers to understand the reason for differences in rate 
maximums and structures and (8) encourage competition among financing agen- 
cies. Competition is important. It acts as a spur to financing agencies in in- 
creasing efficiency and reducing costs. 


HOW TO TELL WHAT RATE YOU PAY 


Each consumer credit user owes it to himself to get credit on the best possible 
terms. This requires knowing several things. One of these is the price or 
interest which he will have to pay. 

The simple percentage method 

Credit unions and consumer finance companies are required by law to state 
their interest charges as a monthly percentage rate on unpaid balances. The 
percent rate is applied, not on the original amount of the loan, but on the actual 
unpaid principal balance. An illustration will make this method clear. Sup- 
pose you borrow $100 from a consumer finance Company on March 1. The com- 
pany quotes you a monthly rate of 3 percent. At the end of March you owe 
interest of $3 (3 percent of $100). Suppose you pay the $3 plus $30 of the prin- 
cipal on March 31. Then on April 30 you owe interest of $2.10 (3 percent of 
S70). 

This is called the simple percentage, or true interest-rate method. Under it 
the quoted monthly rate is the actual monthly rate. If you wish to know what 
yearly rate you are paying, multiply the monthly rate by 12. Thus, 1 percent a 
month is 12 percent a year, 24) percent a month is 30 percent a year, and 3% 
percent a month is 42 percent a year. This does not mean, however, that the 
charge on a $100 loan at 21. percent a month repaid in 12 equal monthly in- 
stallments is $80; rather it is $17, because the 244 percent is applied to succes- 
sively lower amounts of principal reflecting the monthly installment payments. 

The uniform small loan law prohibits fees, delinquency charges or extra pay- 
ments of any kind. Interest payments which the borrower misses may not be 
added to the principal balance owed. He pays interest at the regular rate, how- 
ever, on the delinquency. Thus, the monthly rate quoted by consumer finance 
colupanies is an actual, all-inclusive rate. With minor exceptions, this is also 
true of credit union rates. Credit unions are generally permitted delinquency 
but no other extra charges. Some charge for delinquency and some do not. 


The add-on method 


Commercial and industrial banks, sales finance companies and installment 
sellers generally state their charges in the form of an add-on rate. This is not 
the same as a “true interest” rate. If the borrower wishes to know the “true 
interest” rate, he must figure it himself. An exact answer requires the use of 
compound interest formulas,’ but fortunately a convenient shortcut provides a 
reasonably accurate answer. We have already described it above and need 
only elaborate a bit at this point. 

Suppose you borrow $300 at an annual add-on rate of 6 percent a year and 
agree to pay the loan plus the add-on charge of $18 in twelve monthly instal- 
ments. This means you receive $300 and agree to make 12 installment payments 
of $26.50 (S$318--12). A little arithmetic shows that the average amount of 
money you get to use during the year is approximately one-half of what you 
borrow, or $150 in our example. The annual interest rate is about 12 percent 
($1S8--$150) or approximately double the add-on rate. This leads to the follow- 
ing simple rule. If the add-on (or discount)‘ rate is an all-inclusive charge, and 
the loan is repaid in equal monthly installments, the interest rate is approxi- 
mately double the add-on (or discount) rate. 


These formulas are not easy to use. A substitute and easier-to-apply formula, called 
the constant-ratio formula, is illustrated in the appendix. 

* Banks, sales finance companies. and installment sellers occasionally use a discount rate 
instead of an add-on rate. In this case the finance charge is deducted in advance and the 
borrower pays back the face amount of the loan. To illustrate, if you borrow $300 at an 
annual 6 percent discount, you receive S282 and agree to pay back $300 in 12 monthly 
peyments of $25 each You pay $18 and get to use an average of $141 on a yearly basis. 
The interest rate is S$18=$141 or slightly over 12% percent. The discount and add-on 
methods thus give generally similar results, the actual rate being slightly higher with the 
liscount method It becomes progressively higher as contract periods lengthen beyond 
12 months. z 











838 CONSUMER CREDIT LABELING BILL 


In many cases the add-on (or discount) rate is not the only charge. Finding 
the interest rate in such cases is slightly more complicated. The customer 
must first determine the dollar cost of the credit. 


The dollar cost of a loan 


Many banks add an investigation or other fee to the add-on rate. The dollar 
cost of the loan is the sum of the add-on and the fee. A bank, for example, 
agrees to lend you $100 at an add-on rate of 5 percent plus an investigation fee 
of $38. You agree to pay back $108 in 12 monthly installments of $9 each. The 
“true interest” rate here is approximately 16 percent a year ($8--$50). 

Two other bank practices must also be considered in determining the true 
rate of interest at the time of borrowing. One is delinquency and deferment 
charges. Borrowers who fail to make payments on time are generally charged 
a penalty fee to cover the extra expenses involved. The other concerns the 
refund of interest when the installment loan is refinanced or paid in full before 
maturity. Under the add-on method the interest charge is added to the loan 
in advance. Many State laws do not require banks to refund any of this interest 
if borrowers refinance or pay their debt in full ahead of schedule. The failure 
to make refunds can increase the “true interest” rate sharply. In the example 
given in the preceding paragraph, if monthly payments are made on schedule 
during the first 5 months and the entire outstanding balance is paid in full at 
the end of the sixth month (instead of running for the full year), the “true 
interest” rate increases to about 21 percent a year. Some banks voluntarily 
make prepayment refunds; others do not. 

The recent trend toward precomputed charges in the small loan field needs 
mention at this point. A few States now permit consumer finance companies to 
precompute charges. Here the lender computes interest for the whole loan 
period using the simple percentage method described on page 18, and adds the 
interest to the loan. The borrower then pays off the sum of the loan plus 
interest in equal monthly payments over the life of the loan. States which per- 
mit precomputation require prepayment refunds when borrowers refinance or 
pay a loan in full before maturity. Some of these States permit delinquency 
and deferment charges. Precomputation thus raises problems which are essen- 
tially similar to those raised by the add-on method. 


The dollar cost of retail sale credit 

The dollar cost of retail sale credit is the difference between the true cash 
price of an article and its credit price. This is not always an easy figure to 
determine. Retailers have different price policies. Some stores quote credit 
prices only, others quote cash prices only, and still others quote both cash and 
credit prices. Stores with credit prices only may advertise that they make no 
interest or carrying charges. What they mean by this, of course, is that carry- 
ing or financing charges are included in the price of the article. 

We are concerned here mainly with installment credit transactions in which 
the finance charge is added to the cash price as a separate charge. Cash price 
means the price which applies to a cash buyer. Actually installment trans- 
actions often include not only the cash price and finance charge but other items, 
such as cash down-payments, trade-in allowances, insurance charges, and other 
charges. 

Insurance alone is far from simple. Personal liability, property damage, and 
collision insurance are commonly included in automobile installment trans- 
actions. Credit life and credit disability (health and accident) insurance have 
been used increasingly in connection with all types of installment transactions. 
With credit life insurance, the installment contract becomes paid up if the 
borrower dies. With credit disability insurance, the borrower's current pay- 
ments are paid by the insurance company if he is disabled or sick for an ex- 
tended period before completing his installment payments. 

A number of State legislative committees and the Federal Trade Commission 
have investigated installment-contract disclosure practices in recent years. 
Their findings are: (1) the majority of installment sellers report installment- 
contract items separately, 2 minority do not, (2) when the items are combined, 
abuses often result, and (3) such abuses are unfair both to installment buyers 
and to ethical installment sellers. 

Full disclosure of all terms of an installment contract is now required in 
States with retail installment financing laws. The Federal Trade Commission 
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also requires full disclosure in its code of fair practices covering the installment 


selling of automobiles. Following is an example of a full-disclosure installment 
contract : 


Item Dollare 
Cash price (new model automobile) ~--.------------------------- $2, 425. 00 
Down payment: 
Teadoin. slliowance on: used CAT... 2..46..—.~..--....- $800. 00 
a lag ated ca eine 200. 00 
——_ 1,000.00 


Unpaid balance of cash price 


a ag a Sk te ol Rela ae tee 1, 425. 00 
Insurance: 


NON aN i oi sar ad Saat hee a $60. 00 

NO Rn in eee 10. 00 

a at cee eased 90. 00 

a a a es ES aS 15. 00 
175. 00 
Densaeee CIO ARIE IG oe cere esis 1, 600. 00 
In crass scant agin iain wekabunaneniie 96. 00 


ON aca ti ae St sac Seinahn 1, 696. 00 
Number of monthly installment payments________________________ 12 
Amount of each monthly installment payment_______-_____________ $141. 33 


With this information, the installment buyer knows the dollar cost of credit 
and can compute the add-on and “true interest” rates. They are 6 and about 
12 percent, respectively, in the above example. The buyer also knows the 
specific insurance charges and can compare them with standard insurance 
rates. States with retail financing laws require that installment sellers give 
insurance policies to the buyer within a certain time after the installment 
contract is signed by the buyer. This helps prevent sellers from charging for 
insurance protection which they fai! to provide. 

Most of the retail financing laws set maximum delinquency charges and re- 
quire prepayment refunds when buyers refinance or prepay their contracts in 
full before maturity. Investigating and legislative committees have found ex- 
cessive delinquency charges and inadequate prepayment refunds in States with- 
out adequate legislation. 

The percentage cost of credit 


The spread of retail installment financing legislation helps ethical install- 
ment sellers in their effort to give installment buyers exact information on the 
dollar cost of credits. This information permits buyers to make direct com- 
parisons of credit purchases and cash loans which are alike in amount and 
maturity. Whenever amount and maturity vary, as they often do, a percentage 
rate is necessary for intelligent comparison. States do not require install- 
ment sellers or financing agencies using the add-on method to furnish consumers 
with the “true interest” rate. Consumers who wish such a rate must figure it 
themselves. How todo this has already been explained on page 19. 

Many installment sellers say that customers are interested in dollar costs 
but not in percentage rates. Legislative reports show very clearly that great- 
er inteerst in percentage rates would save consumers considerable money and 
worry. Here is a challenge in consumer education. , 
“Kickbacks” and “packing” 


We have already stated that many installment sellers turn over their install- 

ment contracts to sales finance companies and banks. 

seller and collect installment payments from the buyer. 
Finance companies and banks can afford to engage in financing retail install- 

ment sales only if interest or financing rates are high enough to cover costs 

and allow a reasonable profit margin. 


These agencies pay the 


But how can installment sellers know 
what these rates are? Financing agencies provide installment sellers with rate 
charts. Sellers use these charts as guides in determining what add-on rates 


to charge installment buyers. Two problems of vital concern to consumers arise 
at this point. 








S40 CONSUMER CREDIT LABELING BILL 


Individual finance companies and banks actively compete for the financing 
business of retail dealers by offering them a number of inducements. One con- 
sists in sharing the finance charge with the dealer. The dealer’s share is called 
the “kickback.” 

Investigating committees have found that competitive pressures sometimes 
push “kickbacks” to unreasonably high levels. These same committees have 
found that a minority of installment sellers make an additional gain by charg- 
ing rates above chart levels. This excess, or “pack” as it is called, goes entirely 
to the seller. Financing agencies turn it over to him as they collect it from 
consumers. Since the “pack” is part of the financing charge, Consumers are 
usually unaware of its existence. “Packing” is, of course, unwarranted; the 
seller is getting something for which he renders no service. The Federal Trade 
Commission considers it an unfair trade practice. 

Competitive pressures make it impossible for any one financing agency to 
eliminate “packing” and keep “kickbacks” within reasonable limits. Collective 
action by financing agencies would represent a violation of Federal antitrust 
laws. State action is the only effective way of dealing with the problem. <A 
few State laws do so by setting the maximum “kickback” which financing 
agencies may pay. This also eliminates “packing.” 


Iilegal lending rates and methods 
Up to this point we have talked mainly of legal rates. It is equally, if not 


more important, for consumers to know when they are being charged illegal rates 


and what these rates are. 

Illegal lenders exist mainly in States in which small loan laws are inadequate 
or nonexistent. Some of these lenders attempt to meet the demand for loans 
at fair, though illegal, rates. Most charge whatever the “traffic will bear.” 
People who need money have little choice but to pay whatever rates illegal 
lenders may charge. Constructive legislation is the only road to lower rates, 

Illegal lenders have every incentive, of course, to mask their rates. The 
average borrower thus has a difficult, if not impossible, task in determining 
What rate he is paying. One of the chief devices used by illegal lenders today 
is to require borrowers to buy credit life insurance and credit health and acci- 
dent insurance. Legislative and court records show that in some cases, over 
SO percent of the premiums paid by borrowers for the policies are returned 
by the insurance companies to the lenders as commissions. Borrowers receive 
little benefit, and the tie-in sale of the insurance is merely a device to increase 
the income of the lender. 

Another common trick is the so-called brokerage plan. You want to borrow 
so0O, let us say, in a State without a small loan law. Through a card handed 
you when you leave work, you learn that Mr. Jones arranges loans. When 
you call on Mr. Jones he explains that he does not lend money himself but 
that for a fee he will act as a broker in arranging a loan for you. He tells 
you the brokerage fee will be $18.50 and the interest $1.42. As soon as you 
agree he gives you $50 and asks you to sign a note for $69.92 payable in 
eight biweekly installments of $8.74. Almost before you know it. you have 
committed yourself to a loan at a yearly interest rate of more than 260 percent. 
When asked how he figured the brokerage fee in each case one broker 
replied, “Well, I just look it over and see what the traffic will bear.” 

Although rates are high—up to 1,200 percent—they are not the only bad 
feature of the business. Illegal lenders usually aim to keep the borrower in 
debt. If the borrower wishes to pay part of his principal he is told to pay all 
of it ornone. If he misses interest payments he is subject to a heavy delinquency 
charge or to a refinancing fee. Many lenders use short maturities as another 
method to build up refinancing charges. 

Take, for example, the file clerk who borrowed $25 and agreed to pay back 
$37.73 in six semimonthly payments. After she had reduced the principal 
balance to $12.39 she borrowed an additional $29.88. For this principal balance 
of $42.27 she had to agree to make eight semimonthly payments totaling $79.30. 
In other words, on the original loan she agreed to pay $1 in interest for each 
$2 borrowed. On the refinanced loan she agreed to pay $1 in interest for 
each $1.14 borrowed. Even allowing for the added month’s maturity on the 
refinanced loan, this is a steep refinancing charge. When a borrower cannot 
pay the charges, they are added to his principal. This in turn increases future 
interest payments. Many consumers end up owing more than they borrowed, even 
after making payments for years. 
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Legal aid and welfare societies have done effective work in aiding borrowers 
who need relief. Lawyers and others who work for these societies know that 
helping a borrower free himself from an illegal lender often provides only 
temporary relief. They advocate a more permanent remedy in the form of 
adequate small loan legislation. Borrowers in trouble can also seek relief 
through court action. Such action is always expensive and sometimes ineffec- 
tual because of delay and miscarriage of justice. 

Adequate retail installment financing legislation is also important, for 
retail installment financing charges are much lower in States with adequate 
jegislation than they are in States with poor or no legislation. 


Conclusion 

We have emphasized several things in this section. Consumers need to know 
the dollar costs of credit. They need to know how to figure percentage costs 
Because these are not always simple matters, States offer aid and protection at 
several points. Consumers must not, however, be content to let the State carry 
the whole burden. They must make an honest effort to determine costs and 
to act intelligently on the basis of what they find. 

This does not mean that as a consumer you will always take the lowest cost 
credit available. Services received are also important. They include speed, 
convenience, privacy, need for financial guidance, type of security, length of 
contract and number of payments. Services, together with the dollar cost, 
determine what you get for the interest you pay. 


STATE PROTECTION AND CONSUMER WELFARE 


When you pay cash, the transaction is over. Credit transactions extend over 
a period of time varying from several months to several years. During this 
time many things can happen. <A borrower loses his job and is unable to make 
uhy more payments. What happens to the television set he has pledged as 
security? <A seller moves and fails to let the buyer know his new address 
This causes the buyer to be late with his payment. Is he subject to the delin- 
quency charge? <A borrower suffers an accident and loses a week’s pay. He 
misses one installment payment but is able and willing to make subsequent 
payments. What are his rights? 

None of these things can be foreseen when credit is advanced. How to 
handle them, if they do occur, must be provided for ahead of time. As a result 
contracts are long and complex. Most people fail to read them. Contracts are 
drawn up by the financing agency (seller) and reflect his point of view. This is 
well and good if the financing agency is ethical. If not, the buyer may find 
himself in an unenviable position. 

Can credit users be educated to look after themselves? Perhaps, yes, in the 
long, long run; certainly, no, in the short run. sorrowers who need money are 
often in a poor position to bargain. Installment buyers often look on credit as 
relatively unimportant because it is usually only a small part of the total install- 
meut transaction. Consumers are generally confident they will be able to fulfill 
their commitments on schedule. Therefore they don’t worry too much about 
the fine print in the contract—until something goes wrong. Then it may be too 
late. 

Legislative committees have found the following to be true. Most financing 
agencies and sellers write fair but strict contracts and enforce them rigidly 
only when required to do so by questionable action on the part of the credit user 
Only a minority of financing agencies and sellers take advantage of the credit 
user. They do this by inserting unfair provisions in contracts and enforcing 
these provisions to the letter of the law. Honest financing agencies and sellers 
as Well as consumers require protection through State action. This protection 
must extend to all important parts of the contract between the consumer and 
the financing agency or seller. 

Protection against unreasonable charges 

There is no question that States have made real progress in their battle t 
protect the public against unreasonable interest rates, and to some extent against 
excessive finance charges. States have two alternatives in pushing ahead to 
secure greater progress. They can consider the consumer a useless ally and 
rely solely on government to influence prevailing interest rates. Or they can 
consider the consumer a valuable ally and enlist his aid. The second approach 
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is more in keeping with the spirit of our history and the nature of a private 
enterprise economy. 

How can consumers best be made into valuable allies in the fight for fair con- 
sumer credit rates? Tell them the actual rates which they are being charged, 
Even if only a minority of consumers use the information, the effect will be 
important and cumulative. We have already mentioned the handicaps which 
now prevent consumers from comparing rates of different lenders and instal- 
ment sellers. States need to give serious consideration to the problem of making 
the consumer's task easier. 

One authority (Evans Clark, “Financing the Consumer”) makes the following 
suggestions. Every agency extending credit should be required by law to: (1) 
include all of its charges in a single, overall rate, (2) figure this rate according 
to a uniform standard, (3) publish this calculation in all its loan contracts, 
and (4) submit its rates to a State supervisory authority as part of its regular 
public accounting. One State, Nebraska, now requires all cash lending agencies 
to follow a uniform standard—the simple interest percentage method. This 
method was originally developed to fit consumer lending conditions. As we 
have seen, it is the method now used generally by consumer finance companies 
and credit unions, 


Other problems 
The question may well be asked: What other types of protection do consumer 


credit users need? Experience would indicate that, as a minimum goal, States 


should require contracts which: 

(1) Are easy to read and contain no tricky clauses. 

(2) Set up reasonable safeguards to prevent excessive charges for de 
linquency and refinancing. 

(3) Compel financing companies and retail sellers who use the add-on 
or precomputation methods of charging interest, t0 make adequate refunds 
whenever consumers refinance or pay in full ahead of schedule. 

(4) Provide for fair procedures in those cases in which financing agen- 
cies and retail sellers repossess and resell property pledged as seeurity for 
credit. 

(5) Prohibit so-called add-on contracts. They are found only in retail 
installment selling and are contracts in which installment sellers add on a 
given buyer’s installment purchase to an installment contract which the 
buyer already has covering a previous purchase. 

States now vary considerably in the extent to which they regulate consumer 
credit. Laws governing consumer finance companies and credit unions are the 
most numerous and comprehensive. A growing number of States have passed 
laws covering industrial banking and retail installment financing in. recent years. 
A few have broadened existing statutes governing consumer lending by commer- 
cial banks. 

Many of the problems listed above are common to the several types of con- 
sumer credit agencies. States are finding this out as they gain experience with 
consumer credit laws. In fact, a tendency toward more uniform legislation has 
been noticeable in recent years. As one authority puts it, there is a noticeable 
drift toward a uniform consumer credit code. Thus, considerable progress is 
being made. Again, much still remains to be done. 

Supervisory authority 

No law administers itself. Without adequate supervision most laws lose their 
effectiveness and eventually die. In the consumer financing sphere, supervisory 
authorities are needed to perform the following functions: 

(1) License, examine and receive periodic reports from financing agencies 
and others extending credit. 

(2) Set up procedures for the effective carrying out of the law. 

(3) Interpret those points in the law on which questions are raised. 

(4) Set up machinery for hearing and investigating complaints of credit 
users and others. 

(5) Issue periodic reports to the public. 

(6) Make recommendations for legislative improvements. 

(7) Prosecute those who break the law. 

States with small loan laws patterned after the Uniform Small Loan Law 
provide for supervisory authorities who carry out the above functions. Credit 
union laws provide somewhat less broad but still generally adequate super- 
visory powers. Beyond this the picture is spotty. Only a few of the retail 
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jnstallment financing laws provide for more than liimted supervision. Some 
provide for no supervision at all. States are also beginning to supervise the 
various aspects of consumer financing by commercial and industrial banks. 
Pawnshop supervision is mainly for the purpose of intercepting stolen goods. 

The large number of retail sellers creates a special problem in retail in- 
stallment financing. States have several alternatives here. One is to limit 
supervision to financing agencies. These agencies hold three-fourths of all 
installment receivables and provide leadership in determining rates and other 
financing practices. Supervision of them alone would include the bulk of the 
transactions. It would only indirectly get at the many installment sellers who 
finance their own sales. States can exercise a more direct influence over them 
either by passive supervision or through sampling. Passive supervision consists 
of investigating only those installment sellers who are reported to be violating 
the law. Sampling consists of investigating a small number of sellers picked 
at random each year. The sampling technique is powerful and is finding in- 
creased use in business and government. 


CREDIT TERMS 


People who overload themselves when they use credit bring trouble on them- 
selves and a bad reputation to consumer financing. There is no doubt that some 
people go too far into debt. Many persons claim that the financing industry 
stimulates overlending by making it too easy to go into debt. 

Most consumers have a more or less fixed income each month. They know they 
will have to use some of this income to make monthly payments if they go into 
debt. Credit terms, that is, maturities and downpayments, exercise considerable 
influence on the size of monthly payments. 

Assume, for example, that Mr. Jones has a monthly income of $400 and avail- 
able cash of $600. He is considering buying a used car costing $1,560, including 
insurance and finance charges. If the auto dealer requires a downpayment in 
excess of $600, Mr. Jones will not be able to buy the car. He will either have 
to look elsewhere or give up the idea. If the auto dealer requires a downpayment 
of $600 or less, Mr. Jones may be able to buy the car. Assuming a figure of $600, 
he will owe $960. The size of his monthly payment now depends on maturity. 
It is $80 on a 1-year contract and $53.33 on an 18-month contract. The difference 
is of considerable importance. Mr. Jones may be able to spare $53.33 but not $80. 

Lenient credit terms (low downpayments and long maturities) make it easy 
to go into debt. Strict credit terms have the opposite effect. Credit terms thus 
are an important selling weapon—for both credit and goods. Installment sellers 
often relax credit terms to increase sales. Many feature credit terms regularly 
in their advertising. How many times have we seen enticing ads: “Only a 
Dollar Down and Two Years to Pay?” 

Easy credit terms also increase bad debt losses. This worries financing 
agencies and sellers, because many feel that no one individual financing agency 
or seller can do much about it. If store X eases credit terms, store Y thinks it 
has to follow suit or lose its customers to X. There have been many voluntary 
agreements among financing agencies and sellers to stop using credit terms as 
a competitive weapon. One of the earliest goes back to 1924. In that year a 
trade association of sales finance companies adopted the following minimum 
credit terms: one-third down and 1 year to pay on new cars and 40 percent 
down and 1 year to pay on used cars. This and other such agreements have all 
fallen down for lack of enforcement. Associations have no authority over their 
members, much less over nonmembers. 

The U.S. Government controlled credit terms through Regulation W during 
World War II and in the period following the outbreak of the Korean war. Its 
purpose was neither to control competitive practices of financing agencies and 
sellers nor to prevent overborrowing by any individual consumer. Rather, it 

sought to reduce the use of consumer credit generally because it felt this would 
help prevent inflation. There has been general agreement on the need to control 
inflation. There has been considerable difference of opinion on whether con- 
sumer credit control can do much to help prevent inflation. The problem is com- 
plicated and is beyond the scope of this pamphlet. One thing is clear, however, 
Congress labeled Regulation W an emergency measure both times it adopted the 
regulation. We cannot, therefore, consider Federal control of credit terms a 
permanent part of the consumer credit picture. 

States provide practically no regulation of credit terms. A few small loan 
laws set maturity limits. They have little effect on competitive practices or 
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overborroy ing by individual consumers for the limits are usually fairly lenien; 
and can be extended through refinancing, Several] of the retail Installment 
linancing laws and MOst smal] loan laws Prohibit “balloon” contracts, 1 
installment “ontracts which Provide for uneven monthly Payments. 
usual arrangement. the last monthly pay ment “balloons,” i.€., rises much higher 
than the Previous Payments. Experience shows that Most borrowers “annot meet 
the fina) Payment and need refinancing, There is Considerable evidence that some 
financing agencies knoy this When the contract is made and 1 
the situation. 


Under the 


CREDIT LIF} INSI RANCK 


Credit life Insurance has STOWN so fast in recent year thar jt deserves Special] 
ention.® Tt. rapid STOwWth is the result of the demand for it by Consumers and 
the Willingness of credit institutions to provide it. As With any fast-growing 
industry, serious Problems haye developed. These Problems can be eliminated 
DY proper regulation. 

Credit life INSUraAnce Was first Written in 1917, but 


has hecome important 
Nainly since 1939), Credit life iNSurance ir 


1 force now exceeds SQ billion and 
Covers about 6oO percent of all consumer installment credit outstanding. 

Consumers Welcomed Credit life insurance hecause they did hot wish their 
debts to Outlive then, and thereby burden their families. Credit institutions 

Welcomed it as an effective public relations device since it eliminates the need 
for them to collect from SUr'VivVors or the estates of deceased borrowers. 

The two Main problems. With credit life insurance are overcharging and inade. 
quate premium refunds on Policies Which are Canceled before lnaturity, These 
‘tem from the little known fact that State Insurance departinents have lacked 
HUthority to regulate these abuses, 

rhere are [WO basic Uvpes of credit life insurance : kroup, which ‘“ccounts for 
over T percent of the total: and individual, Which COM prises the balance. soth 
have STOWD at about the same rate since World War IT. 

Most sroup credit life insurance is sold at annual rates which range fro, 
821, to 49 cents per $100 of Original loan Whereas individua] Credit life insur- 
ance is Senerally Sold at tMbual rates Which range from S1 to sp Per $100 of 
origina] loan.9 The higher rate on the latter is accounted for, mainly, by com- 
Missions Paid to the financing afencies (or installment sellers). Which are some- 
times as high as x5 bercent of the premium. (Financing t£eucies receive no 
©olumission on STOUD Policies, ) 

State insurance laws require amendment to authorize Setting mMaXimum insur- 
ance charges. Since most small loan laws Prohibit eXtra charges of any kind. 
these laws require amendment to permit consumer finance companies to sel] 
‘redit life insurance. Retaj] lustallment-financing and bank laws do hot prohibit 
extra charges and thus require no amendment to permit installment Sales finance 
companies, installment Sellers and banks to Sell credit life insurance. Credit 
unions commonly furnish credit life insurance Without extra charge. 

Much Progress has been made. A growing humber of States are HOW setting 
maximum allowable insurance charges Which may be Passed on to the debtors. 
The enera] tendency Seems to he to set a flat maximum annual Premium (of 
50 or 60 Cents per $100 of original loan) or, as in New York, to adopt a Sliding 
scale depending on the financing ULENCN's credit insurance volume. New York's 
Scale Varies from 44 to 64 cents Der $100 of Original] loan. 

The second major abuse js failure of financing agencies to r¢ 
credit life insurance Premium on DOlicies Which are Canceled before Inaturity, 
Well over One-third of al] consumer installment contracts are refinanced or paid 
in full before maturity, Failure to make premium refunds thus constitutes 


‘fund bart of the 


* Credit disability (or health and accident) insurance has also £rown markedly since 

World War IT. Its frowth has been dampened in the last Several years by the fact that a 

Severely limit its use. Experience indi- 

Profitably only at Premiums which 

to beneficiaries. The use of group disability 

nsurance Provided through employers js SO much more adequate 4nd has become go Wide- 
hard to justify, 

surance decreasing and level, De- 

as the loan balance declines. Leve] remains 

“ual to the Original loan throughout the loan Period, | 1e prevailing annual Premium 

mn decreasing insurance is $1 and the Premium on leve] insurance is $92 Per $100 of the 

riginal loan. States tre beginning to prohibit leve] insurance because the extra Protec. 
ion it gives js not worth the extra dollar of premium, 
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an important and indefensible source of income to some financing agencies. 
i States are beginning to tackle this problem by requiring adequate premium 
refunds. 
USING CONSUMER CREDIT WISELY 


Everyone agrees that consumers Should use credit wisely. Consumers use 
cregdit wisely when they understand and do three things: (1) use credit only 
when necessary or where the benefit justifies the cost and the risk involved, 
““” assume no more debt than they can reasonably expect to repay out of their 
current level of income and (3) hunt for the best credit bargain when they do 
we credit. We have already discussed the third point at length and are con- 
cerned mainly with the first two in this closing section. 

The amount of credit which a consumer can safely use depends on a number 
of factors, such as current income level, income prospects, size of family, thrift 
habits and other personal characteristics. These factors vary from one con- 
sumer to another. There is thus no such thing as one safety limit for all con- 
sumers or even for all consumers in a given income, occupational, size-of-family, 
or other groups. 

This makes it virtually impossible for States to define, much less legislate, 
safe credit limits. Financing agencies may be of some help. They are inter- 
ested in safe credit limits because they suffer increased losses whenever con- 
sumers Overborrow. Since they deal with each consumer as an individual, they 
may be in a position to suggest what appears to be a safe credit limit for him. 

Consumers may listen to advice; they need not accept it. Consumers may be 
stopped from buying a given item by downpayment and maturity requirements ; 
they can, if they wish, still go into debt by buying a cheaper item of the same 
or different kind. Consumers need State action which helps them get fair treat- 
ment when they use credit but they strongly resent having any State tell them 
how much to borrow. 

Each person must make his own final decision on how much credit to use 
hased upon the factors set forth above. More adequate attention to consumer 
credit at all educational levels will prepare individuals and families to use 
consumer credit wisely. 


SUGGESTED ADDITIONAL READING 


furrett. Roger. “Compilation of Consumer Finance Laws.” Washington, D.C.., 
National Consumer Finance Association, 1952. 722 pages. 

Bartels, Robert. “The Miracles of Credit.” Columbus, Ohio, the Ohio Consumer 
Loan Association. 1958. 31 pages. 

Board of Governors of the Federal Reserve System. “Consumer Installment 
Credit’ (a study in + parts and 6 volumes), Washington, D.C. 1957. 1,771 
pages. 

Consumer credit conference proceedings. There have been a number of con 
sumer credit conferences in the past 10 vears or more. Each proceedings 
contains papers delivered at the conference. Consult your library for the titles 
of the various proceedings. 

Consumer education study, National Association of Secondary School Principals 
(a division of the National Education Association, 1201 16th Street NW., Wash- 
ington, D.C.), the Consumer Education Series particularly : “Consumer Edu- 
cation in Your School,” a handbook for teachers and administrators, 60 cents ; 
Unit No. 7, "Managing Your Money,” 35 cents. and Unit No. 9, “Using Con- 
sumer Credit.” 35 cents. Each study approximates 100 pages. 

Gox, Reavis. “The Economics of Installment Buying.” New York, the Ronald 
Press. 1948. 526 pages. 

Household Finance Corp. Money management booklets. Money Management 
Institute, Household Finance Corp., Chicago, Ill. Write for free order list. 
Each booklet approximates 36 pages. 

Hubachek, F. B. “The Drift Toward a Consumer Credit Code,” the University of 
Chicago Law Review, vol. 16, summer, 1949. 26 pages. 

Lasser, J. K.. and Porter, Sylvia. “How To Live Within Your Income.’ New 
York, Simon and Schuster, 1958. 430 pages. 

Mors, Wallace P. “Consumer Installment Credit Insurance,” the Insurance Law 
Journal, May 1956. 20 pages. 
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Mors, Wallace P. “State Regulation of Retail Installment Financing—Progress 
and Problems,” the Journal of Business, vol. 23, October 1950 and vol. 34, 
January 1951. 49 pages. 

National Bureau of Economic Research. “Studies in Consumer Installment 
Financing.’ New York. 10 volumes. 1940-44. The volumes vary from 137 
to 318 pages. 

The National Industrial Conference Board. “The Economics of Consumer 
Debt.” New York. 1955. 84 pages. 

Nugent, Rolf. “Consumer Credit and Economic Stability.” New York, Russel! 
Sage Foundation, 1939. 420 pages. 

Phelps, Clyde W. “Using Installment Credit.” Baltimore, Commercial Credit 
Co. 1955. 80 pages. 

Robinson, Louis L. and Nugent, Rolf. “Regulation of the Small Loan Business.” 
New York, Russell Sage Foundation, 1935. 159 pages. 

Wilhelms, Fred T., and Heimerl, Ramon P. “Consumer Economics.” New York, 
McGraw-Hill Book Co., 1959. High school textbook on consumer problems. 
534 pages. 

Wilson, W. Harmon and Eyster, Elvin S. “Consumer Economic Problems.” 
Cincinnati, South-Western Publishing Co., 1951. High school textbook on 
consumer problems. 757 pages. 


APPENDIX 
A FURTHER STATEMENT ON THE INTEREST-RATE PROBLEM 


We described in the text a simple way to estimate the annual interest rate 
under the add-on (or discount) method. The same result can also be achieved 
by using a formula. A simple formula, called the constant-ratio method, has 
been developed for this purpose. It is particularly handy for installment con- 
tracts which run for unusual periods such as 11 months, 23 months, or 31 months. 

The formula is written as follows: 


r=2pC 


A(n-+1) Where 


r=the annual interest rate 

p=number of equal installment payments in 1 year exclusive of the down- 
payment 

C=the interest or finance charge in dollars 

A=the amount borrowed 

n=number of equal installment payments in the whole contract period 
exclusive of the downpayment 


The use of the formula is illustrated by the following example. Mr. Smith 
buys an auto for $2,500 paying $800 down. The dealer charges him $100 for 
insurance and computes the finance charge at an add-on rate of 6 percent a year. 
Mr. Smith agrees to pay the amount owed in 15 equal monthly payments. 

In this example: 


p=12 

A=$1,800 ($2,500 — $800 + $100) 

C=$135 (1,800 X 744%) Note: an add-on rate of 6 percent for 12 
months means an equivalent add-on rate of 114 times that 
much for 15 months. 

n=15 


Putting these terms into the formula: 
r=2X12X1385 
$1,800 (15 + 1) 
=$3,240 
$28,800 
=11.3% 
The constant-ratio method gives approximate rather than exact results. It 


tends to overstate the actual rate somewhat. The degree of overstatement 
increases with the amount of the true rate. 
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NATIONAL CONFERENCE OF COMMISSIONERS ON UNIFORM STATE LAws, 
Los Angeles, Calif., March 9, 1960. 
Re Senate bill 2755, a bill to assist in the promotion of economic stabilization 
by requiring disclosure of finance charges in connection with extensions 
of credit. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Senate Committee on Banking and Currency, 
Senate Office Building, Washington, D.C. 

Sir: Our attention has been called to the above bill introduced on January 7, 
1960, by Senator Douglas of Illinois. 

A similar proposal for enactment by the several States, a copy of which is 
attached, was submitted to the Council of State Governments’ Committee of 
State Officials on Suggested State Legislation in September 1957. That proposal 
was rejected upon the ground that it was unworkable. Instead, the Council 
of State Governments recommended to the National Conference of Commissioners 
on Uniform State Laws that it undertake the drafting of a uniform or model 
retail installment sales finance act. 

The national conference is now in the process of drafting a model retail in- 
stallment sales finance act in accordance with the report of its special com- 
mittee on the act, copy of which is also attached. The model act so being 
drafted would, like similar laws in effect in a substantial number of States, im- 
pose ceilings on credit service or finance charges and require the disclosure 
of the dollar amount thereof as a separate item in the retail installment contract. 

Federal legislation requiring the disclosure of the dollar amount thereof as 
a separate item in the retail installment contract. 

Federal legislation requiring the disclosure, as a separate item, of the dollar 
amount of credit service or finance charges in retail installment contracts 
would be consistent with State legislation already enacted and with the model 
retail installment sales finance act now being drafted. 

Whether or not such Federal legislation would be within the constitutional 
powers of the Congress we express no opinion. 

Our studies do disclose, however, that a requirement for the translation of 
credit service or finance charges into terms of simple annual interest on unpaid 
principal balances is unworkable. 

Very truly yours, 
GEORGE R. RICHTER, Jr., President. 

By order of the executive committee. 


NATIONAL CONFERENCE OF COMMISSIONERS ON UNIFORM STATE LAws; ANNUAL 
CONFERENCE MEETING IN ITs 68TH YEAR AT MIAMI BEACH, FLA., AUGUST 17-22, 
1959 


REPORT OF SPECIAL COMMITTEE ON UNIFORM RETAIL INSTALLMENT SALES FINANCE 
ACT 


One of the most significant economic developments of the 20th century has 
been the phenomenal growth of consumer installment credit. Our present 
volume of production and consumption of consumer durable goods would have 
been impossible except for installment selling and financing. 

The total dollar amount of consumer installment credit has risen from an 
insignificant figure at the turn of the century to something less than $1 billion 
in 1918, to over $3 billion in 1929, over $6 billion in 1941, nearly $15 billion in 
1950 and over $33 billion in 1958. 

A consumer unable to pay cash for goods or services he desires has a choice 
of two methods of financing his purchase. 

First, he may borrow the required money from a bank, small loan company, 
or other direct lender. In that case, the State’s general or special laws fixing 
or limiting rates of interest apply, or 

Second, he may purchase the goods or services for a price equal to the normal 
ash price plus a time price differential or credit service or finance charge for 
the extension of the credit privilege. Most courts have accepted the “time sale 
price” doctrine holding that such a time price differential or credit service or 
finance charge is a part of the sale price and is neither interest nor subject to 
general or special statutes regulating rates of interest. 

The absence under the “time sale price” doctrine of any restriction on the 
amount of the time price differential or credit service or finance charge rate, the 
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issumed unequal bargaining position of the installment consumer and the seller, 
and the occasional use of various devices to conceal from the buyer the terms 
of his purchase have led to a demand for consumer protective legislation in this 
area, and to the request by the Committee of State Officials on Suggested State 
Legislation of the Council of State Governments that the conference draft such 
legislation. 

The legislation so far enacted has taken a number of forms: 

1. Disclosure laws prescribing the form and content of the instruments evi- 
dencing or securing the buyer's obligations : 

2. Rate laws prescribing maximum rates of time price differential or credit 
service or finance charges ; and 

3. Licensing laws for the supervision of the sales financing agencies who 
icquire consumers’ installment obligations from sellers. 

As of the beginning of this year, 31 States had enacted retail installment 
legislation of varying scope; 283 of these have imposed limits upon rates of credit 
service or finance charges. Of there 23, 6 States limit credit service or finance 
charge rates on all tangible personal property sold at retail: the remaining 17 
restrict their rate regulation to motor vehicle sales. 

As as means of bringing the subject of retail installment sale legislatoin 
before this annual meeting of the conference and alerting interested individuals 
and groups to the fact that the national conference has the subject under con- 
sideration, the special committee drafted a first tentative draft of a Uniform Re- 
tail Installment Sales Finance Act, based primarily on the legislation in effect 
in Kansas and New York, two of the States with the most comprehensive 
legislation in this field. 

Our special committee has no desire to attempt its work in an ivory tower or 
& vacuum: we have therefore given wide circulation to our first tentative draft 
and invited representatives of interested groups to meet with us and give us 
the benefit of their comments. 

As the result of our extensive correspondence and conferences with repre- 
sentatives of interested groups and regulatory authorities, we make, and section 
A concurs in, the following report : 

1. The subject of time-sales regulation is appropriate for conference action 
in the form of a model act rather than a uniform act, and should be drafted as 
a model act; 

2. To facilitate the incorporation of our product into the statutory frame- 
work of the various States which have already enacted some but limited legis- 
lation in this field, and to enable each State to select conveniently so much of 
our product as fits in with its social, economic, and legal philosophy, the model 
act should follow the drafting technique used in the Uniform Securities Act and 
be broken down into parts, such as: 

(1) apart relating to time sales of motor vehicles : 

(2) a part relating to time sales of goods and services, whether or not a 
security interest is taken or retained by the seller: 

(3) a part relating to the revolving charge arrangements of department 
and chain stores and mail order houses not taking or retaining a security 
interest in the goods sold: and 

(4) a part relating to the licensing of sales financing agencies each part 
to be drafted in such a form that it can be enacted either separately or 
jointly with the other parts. 

3. The scope of the model act, insofar as it prescribes the form and content 
of retail installment contracts and obligations or fixes ceiling rates, should be 
limited primarily to consumer goods; that it, as defined in article 9 of the 
Uniform Commercial Code, goods bought for use primarily for personal, family 
or household purposes : 

t. The model act, of course, should not infringe upon areas encompassed by 
the Uniform Commercial Code and should be consistent with it: and 

5. The model act should not apply to loans of money whether or not the pur- 
pose of the loan is to provide funds to enable a person to purchase goods. 

Respectfully submitted. 

Strerry R. WATERMAN, 
Chairman, 

ALFRED A. BUERGER, 

WILLIAM NASH, 

RUSSELL N. SULLIVAN, 

WILLIAM H. Woop, 


Special Committee on Uniform Retail Installment Sales Finance Act. 
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STATEMENT OF JOHN B. KINNAIRD, PRESIDENT, NATIONAL INDEPENDENT 
AUTOMOBILE DEALERS ASSOCIATION 


My name is John B. Kinnaird, owner of the Kinnaird Bros. Motor Co., 900 
West Weatherford, Fort Worth, Tex. Also, I am president of the National 
Independent Automobile Dealers Association, with offices located at 1413 K 
Street NW., Washington, D.C. 

Our national membership is composed of approximately 1,800 independent 
dealers throughout the United States. 

Approximately 61 percent of sales by independent automobile dealers are on 
the installment basis. That is why we as independent dealers are vitally con- 
cerned with this full disclosure bill, S. 2755. 

Throughout the country, we find that auto dealers today, in 82 States already 
are operating under controlled finance laws, and these laws allow the dealer 
to make a reasonable finance charge, ranging from $7 per $100 per year on new 
cars to $15 per $100 per year on used cars, depending on their age group. 
Requiring the dealers in these States to set forth the annual simple interest 
rate will accomplish no material good. 

We are sure that installment purchasers of automobiles in these States are 
satisfied with their rates, and that they know the amount charged them for 
installment sales, as such information is usually quoted in detail to the purchaser 
at the time of sale. The rest of the States not operating under a controlled 
finance law are giving close legislative attention to such matters, and that in 
itself is a far better reason why these matters should be left in the hands of 
State regulation and should not be a matter of national concern. 

Any additional burden, such as this proposed law, placed upon our industry 
by Federal control, will unfortunately increase our cost of doing business, 
and the creation of such a Federal bureau or the expansion of a present one, 
would be a waste of our taxpayers’ money, and in addition these proposed 
regulations would be impractical to administer. 

Consider for a moment the time and effort that would have to be spent in 
figuring simple interest on each and every separate sale, no two of which are 
alike. The monthly payments vary, the days of payment vary, some deals start 
to pay in a week, some every 2 weeks, some every month, some after 60 to 90 
days, and so on and on. Consider also the type of manpower that is used in 
the selling of used cars. Training in the art of figuring simple interest is usually 
not one of their accomplishments. 

Furthermore, to have figured in advance a series of charts covering all trans- 
actions with regard to simple interest would take a book bigger than Webster’s 
Dictionary. Is it not more important that a buyer know the amount in dollars 
and cents that the financing on his automobile purchase is costing him, rather 
than a figure of interest? 

When this figure is quoted the purchaser at the time of his purchase, he has 
the privilege of refusing the deal. Also, the privilege of seeking the financing 
of his purchase elsewhere. Nobody forces him to accept the selling dealer's 
charges. 

There is no hue and ery over the country from automobile buyers for this 
simple interest information, and that is one reason why we join with others 
and say that this legislation is totally unnecessary. In addition, I do not believe 
that more than a very, very small segment of the automobile industry is involved 
in any of the deceptive practices which appear to be of concern to this committee 

Through our National and State independent automobile dealer associations, 
We are constantly working to see that our dealer members of the independent 
auto industry employ truth and.accuracy in their advertising and selling. 

The fact that our State associations enjoy the full cooperation of their 
various legislators and law enforcement bodies is indicative of their desire to 
comply with all laws that regulate their business, and as the need arises in each 
State, to work and solve the particular problems in that State. 

That is why we believe Federal intervention in our business is discriminatory, 
unwanted, and an invasion of States rights. 

The Independent Automobile Dealers of America occupy a very important 
position in serving the buying public, and we know we will be the first to feel 
a sharp curtailment of installment buying if this bill should be enacted into law 

Our experience has taught us the value of freedom in conducting our business ; 
and we are also aware that the general public whom we serve is comprised 
of well-informed people who are fully capable of conducting their own business. 











.850 CONSUMER CREDIT LABELING BILL 


and enjoying the good things of life through installment buying, without inter. | 
ference from the Federal Government. 


Again, we say this bill is unnecessary, and on behalf of all the independent 
automobile dealers of America we ask that it not pass. 


REMARKS BY HELEN Ew1ne NELSON, CONSUMER COUNSEL, STATE OF CAL IFORNIA, 


BEFORE THE SIXTH ANNUAL CONFERENCE, COUNCIL ON CONSUMER INFORMATION, 
MINNEAPOLIS, MINN., APRIL 7-9, 1960 


The office of consumer counsel in the California State government is now ¢ 
months old. 

In his successful campaign for Governor of California, Edmund G. Brown pro- 
posed the appointment of ‘‘a public defender of the consumer interest” to work 

“through public education and the impact of facts before 1 legislative committees, 
public agencies, and the final court of public opinion.” 

Almost immediately after his election in November, he and a few of his top 
staff paid a visit to Averell Harriman, then Governor of New York. They met 
with Dr. Persia Campbell and studied the program she and Governor Harriman 
had developed. Governor Harriman and Dr. Campbell, as most of you know, 
pioneered the program of consumer representation in State government. 

In January of 1959, when Governor Brown placed his first legislative pro- 
gram before the State legislature, he put the protection of the consumer interest 
second only to his Fair Employment Practices Act. 

In this inaugural message to the legislature, Governor Brown said: 

_ “We are all consumers. Yet, we have never been able to speak in a single 
voice because we are disorganized and our needs are so diverse. Without a 
forceful spokesman in government, we have little defense against high organ- 
ized special interests. I therefore recommend * * * the appointment of a con- 
sumers’ advocate * * *” 

Senator Richard Richards of Los Angeles introduced the Governor’s bill in 
the State senate and Assemblyman Richard Hanna of Orange County (south of 
Los Angeles) carried it through the assembly, after it successfully passed the 
senate. Its passage was by no means easy and the final vote was close, and al- 
most entirely on party lines. The Democratic majority in both houses of the 
legislature and a very streng and forceful leadership from the Governor’s Office 
account for the success of its passage. 

As was Dr. Persia Campbell's position in New York, the office of consumer 
counsel in California is in the Governor’s Office. The consumer counsel is ap- 
pointed by the Governor and serves at the pleasure of the Governor. 

The legislation creating the office spelled out its functions as follows: 

1. Advise the Governor as to all matters affecting the interests of the peo- 
ple as consumers ; 

Recommend to the Governor and to the legislature legislation deemed 

necessary to protect and promote the interests of the people as consumers ; 

3. Make studies deemed necessary and render reports thereon to the peo- 
ple; and 

4. Appear before governmental commissions, departments, and agencies to 
represent and be heard on behalf of consumers’ interests. 

The legislation was passed in May to become effective mid-September. Soon 
after its passage, Governor Brown invited Dr. Campbell to come out from New 
York and serve as a consultant to him in setting up the program in California. 
We feel greatly indebted to Dr. Campbell not only for the sage advice she was 
able to give the Governor, but for her willingness to meet with interested com- 
munity groups, to help make the potentials of the program better understood, and 
to counsel membership groups already at work in advancing the interests of their 
members as consumers. Her dedication, her knowledge, and her charm have 
had a wide and lasting influence in helping us in California get off to a good 
start. 

When I was sworn in as California’s first consumer counsel on October 2, 1959, 
Governor Brown gave me this one directive— 

“I want you to study problems affecting the consumer and make your own 
independent judgments; then I want you to fight for what you think is right.” 

To serve as legal adviser to the office of consumer counsel and to work in 
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cooperation with our office, Attorney General Stanley Mosk created a consumer 
frauds division headed by Assistant Attorney General Howard Jewel. 

We have a very close, very good working relationship with the consumer 
frauds division of the attorney general’s office. These two positions supplement 
each other—the consumer counsel is an economist; the assistant attorney gen- 
eral, of course, is an attorney. We are at present working jointly on one 
particular major problem. We have worked together on other problems in past 
months and will continue to work together in the future. 

The office of consumer counsel has neither law enforcement powers nor ad- 
ministrative responsibilities. It is entirely advisory. Yet, it is not a weak posi- 
tion, for we are able to call upon the entire resources of the State government— 
in writing the legislation creating this office, the legislature saw fit to spell out 
that “Each agency, officer, and employee of the State shall cooperate with the 
consumer counsel in carrying out his functions under this article.” 

Moreover, we can in effect call upon the resources of the citizenry of Califor- 
nia, for the statute creating the office of consumer counsel enables the Governor 
to appoint advisory committees to assist the consumer counsel in carrying out 
the functions of the office. These advisory committees work under the direction 
of the consumer counsel. 

The most limiting factor on the effectiveness of the office is a very low budget. 
Budget support is presently and will be for the next year at the rate of about 
$5,000 a month. Yet, we feel we are accomplishing much. 

At the outset, we identified problems of the use of credit as our No. 1 concern. 

Bankruptcy referees are working into the night as our bankruptcies skyrocket 
in number. They are mostly family bankruptcies. Family service agencies 
report that their cases today are not concentrated in a particular area of the 
city, but come from all areas and the suburbs. These agencies are holding week- 
end staff training conferences in family financial counseling in a frantic effort 
to offer a much-needed service. 

The Los Angeles County Federation of Labor has issued a 26-page booklet, 
“Design for Debt Control,” providing advice to their members on debt-entrap- 
ment or what has been becoming recently a common wage-earners dilemma: 
“How to feed his family, and at the same time prevent his creditors from at- 
taching his salary, creating the more serious hazard of possibly losing his job.’’? 

This is not a general legislative session year in California. Any legislative 
program must wait until next year. To serve as a first-aid kit until legislative 
help arrives, the office of consumer counsel prepared and issued a small pocket- 
sized brochure entitled “Credit Costs Money—Know How Much It Costs You.” 
This brochure which can be carried in purse or wallet shows the actual cost of 
some commonly quoted credit charges in true annual interest terms. 

The consumer counsel represented consumers before the assembly interim 
committee on finance and insurance by providing information on 11 different, 
confusing methods of financing a small consumer purchase. The consumer 
counsel also urged action against tight-money, high-interest policies of the Fed- 
eral Government in a report to Governor Brown, pointing out that lending 
agencies charge “points” to home buyers which may boost the cost of a loan by 
as much as $1,000. 

We have now scheduled a series of conferences tthroughout California on 
“Credit—Its Uses and Abuses,” and have invited consumers, merchants, union 
leaders, family counselors, and others interested to attend. Each State depart- 
ment which has a regulatory responsibility in connection with the use of credit 
will have a representative present to answer questions and to hear the presenta- 
tions. 

After the conclusion of the last conference scheduled for May 11, a report 
with recommendations will be submitted to the Governor. 

An especial vicious form of the abuse of credit selling is that which accom- 
panies high pressure door-to-door sales. The door-to-door scheme rests on a 
prearranged market for the conditional sales contract the householder is per- 
suaded to sign. As our corporations commissioner, Mr. John Sobieski has said: 

“If we can shut off their source of money, we can take a constructive step 
toward stamping out these improper sales methods.” 





2“Design for Debt Control,” Los Angeles Federation of Labor, AFL-CIO, p. 1. 
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The most heart rending of all the many sad letters we receive in our office 
come from victims of door-to-door sales schemes. Against the advice of many 


who have been familiar with the problem for years from the point of view of. 


local law enforcement and who subscribe to the adage that you can’t protect 
people from themselves, we have not yet turned our backs on this very large and 
miserable problem. 

We have obtained pledges of support and commitment of staff from each of the 
departments of State government which have any regulator or tax-collecting 
function to which the sales company, the installation contractor, or the financing 
institution might be subject. The attorney general’s consumer frauds division 
has assigned a deputy to work with the staff member from the office of consumer 
counsel as well as with local law enforcement agencies. 

The concerted plan is that the office of consumer counsel will funnel informa- 
tion to each State agency regarding any of their licensees or taxpayers and that 
each agency will give this information appropriate attention. Local law enforce- 
ment agencies are being given all the support and assistance possible from this 
coordinated State effort. We have now at present the office of consumer counsel, 
the State attorney general's office, the State contractors license board, the State 
corporations commissioner, the Los Angeles city attorney, the Los Angeles city 
police department, and the Los Angeles city building inspection department and 
the Los Angeles County district attorney working together on one case which 
represents $7 million annually in door-to-door sales of water softeners where the 
householder signs a contract to pay upward of $700 over a 3-year period. This 
situation illustrates how this office can serve as Governor Brown likes to put it— 
as “a focal point.” 

These victimized householders are isolated and alone in their disillusionment 
and their debt. They now have in the consumer counsel a message center. 

The consumer counsel, situated in the Governor's office, is in a position to 
define or point out the problem to the line agencies responsible and to lend an 
easy means of coordinating the departments’ actions. 

In this particular campaign we have vowed to battle the high-pressure door-to- 
door sales schemes. We have not only State and local governments working 
together, but we also have the full cooperation and support of the chambers of 
commerce and the retailers associations. 

Although consumer credit has been our No. 1 priority, it has by no means 
been a preoccupation. Consumer problems being as many as they are today, we 
have ranged widely, even in the short space of our first 6 months. Some of the 
other activities during this early period can be briefly indicated as follows: 

Investigated consumer complaints that some reducing and health salons sell 
long-term or lifetime memberships, then go out of business, leaving the con- 
sumer with a huge financial obligation for which he receives no services, and 
determined, with the aid of the attorney general's office, that present laws are 
inadequate in this regard. New legislation is being drafted, and legislative com- 
mittee hearings will be held in May. 

Investigated consumer complaints regarding flagrant misrepresentations in 
advertising in a telephone directory classified section by some washing machine 
repairmen. Representatives of the telephone company concerned promised to 
check out any listings questioned. 

Acted to protect consumers ugainst excessive rates for moving household 
goods by successfully urging the public utilities commission to prepare infor- 
mation on rates and services for a brochure. The public utilities Commission 
sets minimum charges but does not set maximums or service standards. 

Represented members of a newly built community in a large metropolitan 
area in discussions with the public utilities commission and successfully ob- 
tained a review of telephone rates in their area. 

Undertook at Governor Brown's request a thorough study of the milk stabili- 
zation laws and the administrative function of the State department of agri- 
culture in setting milk prices. 

Informed consumers, through Alexander Grendon, State coordinator of atomic 
energy development and radiation protection, that there is no xappreciable danger 
in the present content of strontium 90 in milk. 

Moved to protect consumers against possible dangers in food additives by 
recommending appointments to a proposed governor’s advisory committee to 
hold hearings and set public policy in this regard. 
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Recommended to Governor Brown the repeal of a section of the business and 
professions code which permits the State department of agriculture to authorize 
short-weighting. 

Represented consumers at a hearing of the State department of agriculture 
in opposition to a proposal to authorize short-weight in frozen food packages. 

Urged publicly that advertising agencies police the ethics of their profession 
by signing their advertisements, thus making them accountable to the publie 
for their work. 

Inaugurated monthly reports of court actions taken by county sealers of 
weights and measures, providing the first measure of protection given Consumers 
at this level. 

Submitted monthly bulletins to Governor Brown on changes in the cost of 
living, average earnings of factory workers, and the consumer debt as a guide 
to the economic well-being of consumers. 

Prepared a list of publications distributed by various groups through which 
consumers may become better informed buyers and users of products and credit. 

Waged a vigorous campaign to have creameries print on their labels the 
protein and calorie counts and types of ingredients in their products and to 
have canneries print on their labels the size and grade of fruits and vegetables. 

Joined consumer groups throughout the country in a successful attempt to ob- 
tain a reversal of Secretary of Agriculture Ezra Taft Benson’s order suspending 
the Federal grading of lamb. 

We look forward to the year ahead, when we will be preparing legislative 
programs for the 1961 general session of the legislature in addition to continuing 
the work we have already undertaken with the executive departments of the 
State government. 


Crepir Costs Monrty—KNow How MuvcH Ir Costs Yot 


Consumers today are bombarded by appeals to buy on credit. To traditional 
installment and regular charge account buying are added such innovations as 
credit cards, bank cards, revolving charge accounts, and many other induce- 
ments to buy now and use credit to defer payment. 

Our high standard of livmg can be attributed in large part to willingness 
by business to risk immediate profit in return for long-range gains. But credit 
can be dangerous if it Causes us to overextend ourselves, to buy without know- 
ing what the cost of credit adds to the quoted price of a product. The result 
may be reduced power to buy other things we need. 

The purpose of this brochure is to acquaint you with the cost of credit. Know 
the full price of every purchase you make, including interest. Interest rates 
may vary from store to store: If you use credit, shop for it. 

EpMUND G. Brown, Governor. 


YOU SAVE MONEY—IF YOU KNOW WHAT CREDIT COSTS 


When you buy on credit, you pay an extra charge. Whether that extra charge 
is called interest, service fee, carrying charge, or anything else, it raises the 
price of what you buy. It can keep you from buying other things you need. 
For example: 

A store sells a refrigerator for $329.95. On a 24-month contract with a $10 
downpayment, you can pay the store $66 extra for credit—enough to buy 285 
quarts of milk. 

One of the new compact cars costs $2,660.52, with deluxe accessories, sales 
tax, and license. With a $460.52 downpayment, credit charges on the $2,200 
balance on a 36-month contract can cost you over $400—enough to pay cash for 
a washing machine and a drier. 

How much credit costs you depends on the rate of interest and the length 
of the loan. Both affect the total cost of credit. The smart shopper gets credit 
at the lowest possible rate of interest for the shortest possible period of time. 
Credit costs vary widely, so it is worth your while to shop for credit carefully. 
Some commonly quoted credit charges are expressed in true annual interest 
rates for you in the chart on the right. 

Remember, it’s smart to shop for credit * * *. It’s even smarter 
cheaper, too—to pay cash. 


and 
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HERE’S WHAT YOU PAY FOR CREDIT 


If added to purchase price and total repaid in 12 equal monthly payments: 


You pay} 

When they say— (percent) 
re aa ppc em ond angles taven ess tn cg ease estes pieanionrsa ees s pha 7.3 
I se catenin cap nc dceelina esha to ov esien aiemtainian esate 10.9 
I na pa ate ecco tnd hie lek pasa 14. 5 
I IT O25 eased orgies ila Sp pepe ne ein eta en ninva ine oe 18. 0 
weed nace esa oornirnson tw blipsintear cari Galeria oasetge 21.5 
True annual 

interest 

If charged only on unpaid balance— (percent) 
3% of 1 percent per month on unpaid balance_____-__~__~ Reena 9 
5; of 1 percent per month on unpaid balance____-_-_-_-_____-___-_-- 10 
1 percent per month on unpaid balance_____----_-_---_-_--~- ee 12 
11% percent per month on unpaid balance____--____-______--__----- 15 
114 percent per month on unpaid balance________-_______-___-___- 2 18 
214 percent per month on unpaid balance___-.---__---_---___----_- 30 


1In true annual interest. 


(This brochure is a service to the people of California provided under an Act 
of the State Legislature, requested by Governor Brown. It was compiled by 
State Consumer Counsel Helen Nelson, Governor’s Office, Sacramento.) 


STATEMENT OF BERNARD N. BURNSTINE, EXECUTIVE VICE PRESIDENT, 
RETAIL JEWELERS OF AMERICA, INC. 


My name is Bernard N. Burnstine, I am executive vice president of the Retail 
Jewelers of America, Inc., the national trade association of the retail jewelers 
industry. The Retail Jewelers of America represents 34 affiliated State associ- 
ations and some 4,500 individual jewelry stores across the country. 

The great majority of retail jewelry stores are small independent merchants 
who are predominately local in character. They have an average employee 
complement of 3 persons; they do an average gross sales volume of $63,000. 
Therefore, I am certain that you will agree, they must be considered “small 
business” by any standard. 

As responsible businessmen, our membership is in accord with, and follows 
the principles of, the right of consumers to have full disclosure of credit service 
charges. They recognize that not only is this moraily right, but that it is just 
plain good business ethics that inspires customer confidence. They know that 
customer confidence, while important to all retailing, is a very necessary pre- 
requisite to the successful operation of a jewelry store. This is so because the 
average consumer has a very limited knowledge of jewelry and must be able to 
place complete confidence in the seller. It is therefore the policy of these mer- 
chants, not only to truly represent the quality of their merchandise and offer it 
at reasonable prices, but to fully inform their installment sales customers of 


any additional costs involved in credit purchasing and to factually state the- 


rate of charge in percent per month and the total charge in dollars and cents. 
This is the method commonly used in installment selling of jewelry and is one 
that is readily and completely understood by the purchaser. 

The finance charges on jewelry are calculated on the original unpaid balance 
(after downpayment), are based on the length of time the account is to run, 
and there is credit or refund of finance charges for accelerated payment. 
(This procedure is approved by Internal Revenue ruling to remove finance 
charges from the tax base for the Federal retail excise tax.) 

The bill now before this committee, S. 2755, seeks to establish Federal regula- 
tions prescribing the methods used in disclosing finance charges. It has been 
termed a “full disclosure bill” because it would require the expression of all 
charges involved in the extension of credit in one standard way, namely, 
the total cost of such charges and their relation to the principal in terms of 
simple annual interest. We submit that in the retail jewelry business there now 
exists full and complete disclosure of finance charges, stated in simple factual 
language that is completely understood by the consumer. To relate these 
charges to simple annual interest cannot provide greater disclosure than the 


1U.S. census, ‘1958 Census of Business.” 
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complete and full disclosure that now exists in our industry. It would merely 
establish a different method, a new and unfamiliar concept of stating finance 
charges, One that is contrary to the presently well-understood and accepted 
method. 

While jewelry purchasers would in no way be benefited by this proposed bill, 
an unconscionable if not impossible burden would be placed on the small mer- 
chant. The statement of finance chcrges in terms of “simple annual interest” 
would necessitate the retail merchant computing each finance charge on each 
individual purchase separately. On each single account there would be a hodge- 
podge of finance charge rates varying by fractions of a percent. This would 
be brought about by purchases on different days of the month related to the 
specific day of payment, which in many cases is not known. The present practice 
f using simple single rate finance charge tables would be invalid. Few, if 
any, small merchants would have the ability to figure these finance charges in 
terms of “simple annual interest.’ Further, the time that would be consumed 
in such Calculations would place a burden on small merchants that is incompre- 
hensible in view of the absence of any net achievement that would in any way 
benefit the consumer. The statement of a finance charge in terms of “simple 
annual interest” in itself would be misleading. “Simple annual interest” to 
the average consumer means the traditional “6 percent per annum” paid on 
mortgages, etc. It does not properly denote a finance charge that includes 
many elements of business expense involved in handling small purchases on an 
extended payment plan. 

The present, and proven satisfactory, method of full disclosure of finance 
charges has evolved over a period of about 25 years. Prior to that time, it 
was the usual practice of some installment retailers to price their merchandise 
to include cost of financing. This was not only a lack of finance charge disclos- 
ure but cash purchasers paid an unwarranted concealed finance charge. 

It would seem that institution of an arbitrary method of stating finance 
charges, of no material benefit to the consumer, but that places an impossible 
burden on the small merchant may create a threat of retrogression to undesir- 
able practices. 

We most respectfully ask that bill S. 2755 be rejected. 





New York, N.Y., April 6, 1960. 
Mr. A. WILLIS ROBERTSON, 
Chairman, Senate Banking Subcommittee, 
Senate Office Building, Washington, D.C.: 


We represent 35,000 workers in New York City hotels under collective bar- 
gaining agreement with the New York City Hotel Association. Many of our 
workers have found themselves threatened with loss of jobs because of failure to 


‘keep up payments on installment contracts obtained by “easy credit” salesmen 


who invade even the back doors of the hotels in which they work. The pur- 
chaser is not aware of the difference between the cash price and the price in- 
cluding credit charges and insurance costs. S.2755 introduced by Senator Paul 
Douglas is a disclosure bill providing for credit labeling so that people who 
borrow money will know exactly what the loan costs the proposed legislation 
would require. 

Disclosure on an itemized statement on finance charges, yearly interest 
charges, insurance costs and other items which conceal the extraordinarily high 
difference between the cash and the credit price. We ask you to report this bill 
favorably. Please insert this statement in record. 


JAY RvuBIN, President, 
JAMES L. O’Hara, Secretary, 
New York Hotel Trades Council, AFL-CIO, 707 Eighth Avenue. 


| METROPOLITAN NEW YORK CONSUMER COUNSEL, 
f March 25, 1960. 
"Mr. Ear, B. ScHWULST, 
SS rselaned the Bowery Savings Bank, 
iNew York, N.Y. 

My Dear Mr. Scuwutst: You are to be commended for your advertisement 
hin the New York Times on Monday, March 21, 1960, calilng to public attention 
the variable and often high cost of buying on credit, and making sound sugges- 











S56 CONSUMER CREDIT LABELING BILL 


tions for family money management. As a consumer organization we think that 
your advertisement published much needed information in clear, simple terms, 
It was excellent, and in the public interest. We therefore hope that you will 
repeat the advertisement aud perhaps also allow other banks and agencies to ~ 
use it. 

Your advertisement urges consumers to find out what they are paying when 
they borrow money or buy on time. But, you note, “sometimes that’s hard to 
figure.” As you may be aware, your point of view seems to be in accord with 
the bill (S. 2755) introduced by Senator Paul H. Douglas and 17 other Senators, 
and in the House by Congressmen Seymour Halpern, Republican, of New York, 
and Henry Reuss. Democrat, of Wisconsin. The bill would require all lenders 
to state their finance charges in comparable terms of simple annual interest, so 
that consumers can know what they are paying when they borrow money and 
can have the facts on cost of credit. We hope that you will give this bill your 
direct support. 

Because we think so highly of your advertisement, we are writing to Senator 
Douglas, the national and State savings banks associations, and to President 
Kisenhower, and are sending them a copy of it. 

Yours very sincerely, 
CARL SCHLESINGER, Acting Chairman, 


DUKE UNIVERSITY, 
DEPARTMENT OF ECONOMICS AND BUSINESS ADMINISTRATION, 
Durham, N.C., February 25, 1960, 
Senator PAuL H. DouGLas, 
TLS. Nenate, 
Washington, D.C. 

DEAR SENATOR DouGLAS: Your proposal in S. 2755 to require seller to state 
explicitly the interest charges involved in buying goods on time payment strikes 
me as eminently desirable. The idea of full disclosure of the terms of sale 
appears to one’s sense of fair play. It makes explicit the right of the buyer to 
look into the mouth of the horse he is buying. One suspects that no one will op- 
pose the principle of the bill. The opposition will come in the form of complaints 
about the difficulties of enforcement. 

I am no expert on these matters. I am not even a typical consumer, having 
never bought anything on the installment plan. Except for a small mortgage 
loan to finish my home, I have never been in debt. My present automobile is a 
1955 Ford. <All our household equipment was bought for cash just after the 
war when I came back from military service (from a less distinguished career 
than yours, I might add). Hence my opinions are not typical and are possibly 
of limited usefulness. Furthermore we have no children. 

In principle, I see nothing wrong with one person’s borrowing from another. 
Anyone who is willing to pay for hiring another’s capital should be permitted 
todo so. And certainly it is not a proper function of the central bank to regulate 
consumer borrowing. I think I was right when I argued in the Federal Re 
serve consumer credit study that regulation of the size of the stock of money 
can be accomplished without specifying down payments, maturities, rates of in- 
terest, ete. The political state must, however, not neglect its responsibility to 
discourage fraud and deception. 

Like many, I feel that many of my fellow men borrow too heavily. Yet 
I tell myself that I am simply saying that my standards and tastes differ 
from those of other people. They are presumably content to pay interest 
and other costs to have goods now rather than later, to say nothing of having 
some goods I do not want: e.g., a 1960 car instead of a 1955 car. There is 
really nothing wrong with these people. If they want to use a sizable portion 
of their incomes to pay for the services rendered by “hire-purchase” dealers, 
to use the excellent term of our English friends, why should I object? 

Some economists argue that economic staiblity requires regulation of con- 
sumer credit, but the evidence is not very persuasive. In any case, your 
proposal does not involve this question. Much of the economists’ opposition 
to consumer credit rests on sumptuary grounds. 

I feel, nevertheless, that a good deal of installment buying is undertaken 
on the basis of the question “How much a month?” rather than the question 
“How much more than if I pay cash?” I therefore favor your idea. It should 
help men to make a more rational distribution of their resources. 
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Still one must always be skeptical of “there ought to be a law” type reforms. 
Undoubtedly most sellers now avoid revealing the costs of financing. Re- 
quiring them to disclose the interest charge in a simple understandable way 
should be helpful to consumers. Immediately the thought occurs, why not 
disclose the other charges as well? 

This aspect must not be overlooked, and I dare say it will be covered by 
experts in consumer finance at the hearings. If the purpose of 8S. 2755 is to 
be realized two things must be ascertainable: (1) the principal sum owed 
by the debtor and (2) the amount of interest to be paid by him. Commonly 
there are other charges, a writing fee, insurance, etc. What is to prevent 
sellers from hiding part of what is properly interest in the price of the thing 
sold or in the overgenerous trade-in allowance? What is to prevent hiding 
part of what is properly interest in the other charges? I see real difficulty 
in making S. 2755 effective because of these complications, but I still think 
the idea should be tried. 

I am sure there must be some good reason which does not occur to me why 
the Federal Reserve rather than the Federal Trade Commission is to admin- 
ister the practice. I would prefer not to assign to the central bank the re- 
sponsibility for regulating the conduct of business. I recall also that in the 
late thirties the Federal Trade Commission did require General Motors Ac- 
ceptance Corp. to give up advertising automobile financing at 6 percent. Also 
it seems to me that this sort of thing lies in the province of the Federal 
Trade Commission. Requiring disclosure of the terms of sale is about the 
same as requiring truthful advertising. It might even be argued that the 
Commission already has power to do what S. 2755 specifies. 

Sincerely yours, 
Epwarp C. Simmons, Professor of Economics. 


HARVARD UNIVERSITY, 
DEPARTMENT OF ECONOMICS, 
OFFICE OF THE CHAIRMAN, 


Cambridge, Mass., March 9, 1960. 
Hon. PAuL H. DouGLas, 


U.S. Senate, Washington, D.C. 


DEAR SENATOR DovcGLas: I am heartily in favor of S. 2755. It is highly im- 
portant for the successful operation of a private enterprise system that everyone 
should be able to distinguish between the price that he pays for a commodity 
and the interest he pays on loans. It is one of the obvious defects of our system 
that a great many people are interested in obscuring the distinction. 

I just heard of a case that illustrates the problem you deal with. A small 
banker in Kansas charges 7 percent on the outstanding balance of installment 
loans. ,He finds it difficult, if not impossible, to explain to people that he is giv- 
ing better terms than a credit company that charges 6 percent on the total amount 
of the loan throughout the entire repayment period. Evidently public education 
in this matter of simple arithmetic is very difficult. 

That brings me to the wording of the bill. I don’t think item (2) in section 
+is clear or accurate. The best I can do is “stating the proportion of the aver- 
age monthly payment to the average amount outstanding throughout the period 
of the loan, expressed as simple annual interest.” I wish you every success with 
the bill. 

Yours sincerely, 


ARTHUR SMITHIES. 


COM MISSIONER OF BANKS, 
STATE OF MINNESOTA, 


April 28, 1960. 
Senator PAUL H. DouGLas, 


Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DeEaR SENATOR DouGLas: My attention has been called to the fact that the 
National Association of Supervisors of State Banks (see p. 824) has submitted 
its views to your committee with regard to S. 2755 through the chairman of our 
legislative committee, Mr. Robert L. Myers, Jr., the Secretary of Banking of the 
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State of Pennsylvania. I understand that it is clear that the NASSB correctly 
took this position only with regard to S. 2755 as originally drafted. 

I am writing to clarify our position with regard to proposed Federal legisla- 
tion in this field. As Mr. Myers stated, we are in complete agreement with the 
principle, and we support State action to secure clear and full disclosure of 
finance charges. I believe that any Federal legislation in this field should be of 
the kind that would encourage effective State action and administration. 

I have studied a proposed redraft of S. 2755 which clarifies the intent of 
Congress that, insofar as the disclosure requirements of this act are being 
achieved under the laws of any State, such laws should not be superseded by 
Federal law; and which excepts from requirements of the act any credit trans- 
actions which are effectively regulated under the laws of any State so as require 
disclosure of substantially the same information as is required by the proposed 
Federal legislation. 

I believe that Federal legislation of this kind would be an effective and valu- 
able stimulus to State action, and that, since States which do choose to establish 
their own disclosure laws would be able to administer them independently of 
Federal action, we could wholeheartedly support such legislation. 

Sincerely yours, 
IRVING C. RASMUSSEN, 
Commissioner of Banks, State of Minnesota, 


JUNEAU, ALASKA, March 23, 1960. 
U.S. Senator ERNEST GRUENING, 
Senate Office Building, Washington, D.C. i 

DEAR SENATOR GRUENING: My attention has recently been called to the Con- 
sumer-Credit labeling bill (S. 2755). For a number of years I have felt that 
there has been need for such legislation. A number of times I have purchased 
articles on the “time plan” and have been hard put to discover the true interest 
rate. In some cases where it was possible to make a reasonably accurate guess 
as to the true interest rate this figure was found to be far in excess of the in- 
terest rate of the standard lending institutions. It seems to me that a law is 
needed to enable borrowers to compare costs between competing sellers and 
lenders. Installment buying has become a regular part of consumer purchases 
and there is a need for honest labeling in this area. There is too much room for 
excessive charges and outright gouging under the general term “carrying 
charges.” May I strongly urge that the Senate pass the above-mentioned 
legislation. 

As a side benefit to the consumer if such a law were in effect, it would then be 
possible for him to accurately claim the interest he is paying when it comes to 
making an interest deduction on his income tax form. I believe that at present 
the Internal Revenue Department allows only a standard percentage for inter- 
est no matter what the “carrying charges.” In nearly every case this amount 
allowed is far below the actual interest paid, simply because it is too hard to 
determine what the interest rate actually is. 

May I add as a note here that I have appreciated your weekly Newsletter 
even though at times I have not always agreed with your point of view. 

Sincerely, 
Rev. RicHarp T. StTussI. 


INDIANA UNIVERSITY, 
ScHOOL OF BUSINESS, 
Bloomington, Ind., March 7, 1960. 
Hon. PAuL H. DovG.as, 
Joint Economic Committee, Congress of the United States, 
Washington, D.C. 


Dear Sir: This is in reply to your letter of February 19 asking for comments 
on 8. 2755. Although your letter was addressed to the first of the undersigned. 
we have collaborated in preparing the reply. 

The following questions and answers correspond to the questions raised in 
your letter: 

1. Would the bill result in a change in the quantity or quality of credit? 

It seems to us that it would result in a reduction in the price charged for the 
credit aspect of credit sales, because it would improve the functioning of the 
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market mechanism. High priced credit is likely to be forced down to the level 
of the lowest alternatives available. 

The effect on the quantity of credit extended will depend on the effect on (1) 
total sales of durable goods, houses, and services for which credit is widely used 
and (2) the proportion of such sales which are made on credit. The latter may 
well decrease as buyers become aware of the price they are being charged for 
credit. The former would tend to be decreased by the fact that disclosure may 
deter some sales, but it would tend to be increased as a result of the lower total 
cost of credit purchases resulting from the downward pressure disclosure is 
likely to exert on the price of credit. The net effect on the quantity of credit 
extended would probably be downward, but not substantially. 

The quality of credit would probably be improved to some extent because the 
credit buyers would be making a more rational decision based on the relevant 
information. A better distribution of the available loanable funds would prob- 
ably result. 

2. What is the appropriate regulatory agency—Federal Reserve, FTC, or other 
agency? 

The Federal Reserve Board would probably be in a better position to promul- 
gate the implementing regulations required by the bill. The enforcement prob- 
lems would resemble both those of the Federal Trade Commission under the 
wool and fur, and textile products labeling statutes and those of the Federal 
Reserve Board under regulation W. Because this regulatory activity is closely 
associated with general credit regulation, we would be inclined toward the Fed- 
eral Reserve Board. In view of the well-known disinclination of the Fed- 
eral Reserve to engage in this type of detailed regulation, however, it might be 
wise to designate the FTC. In this event, adequate funds for enforcement 
should be provided. An independent commission would seem to be more appro- 
priate than the Justice Department and the district courts. 

3. How should we draw the line between the consumer and the entrepreneur? 

Ideally the line should be drawn so as to exclude only those transactions in 
which the buyer customarily makes decisions on the basis of sophisticated 
knowledge of the intricacies of finance. Some small businesses may need this 
protection as much as individual consumers, so a blanket exemption of sales 
made to business firms should not be made. As the bill stands, the Federal Re 
serve Board would use its discretion. This seems to be the best arrangement. 

4. Should residential mortgage credit be excluded? 

We think not. The bill would force the lending institution to calculate and 
inform the mortgagee of the interest rate including all extra costs which are 
frequently added in closing a real estate transaction. 

5. Is there an alternative to the “simple annual interest’? requirement? 

We would suggest that the “simple annual interest” be used for loans which 
mature in 36 months or less, and allow the Federal Reserve Board to specify the 
manner of expressing the interest for longer term loans. 

Sincerely, 
RoBertT C. TURNER, 
Chairman, Department of Business Economics and Public Policy. 
Davip D. MARTIN, 
Associate Professor of Business Economics and Public Policy. 


STATEMENT OF U.S. Savines & LoAN LEAGUE 


This statement is filed in behalf of the U.S. Savings & Loan League and its 
4,700 member savings and loan associations located in every State of the Union, 
representing over 90 percent of savings and loan assets. The U.S. League favors 
the objectives of S. 2755 because we believe that every borrower should be ad- 
vised as to the interest charged and other financial costs, with respect to any 
loan. In fact, free and fair competition among lenders can only exist when 
borrowers are able to fully understand the financial terms and make intelligent 
comparisons. By the same token, family purchasing and budgeting can be on a 
sound and practical basis only when the borrower is fully aware of all costs, 
including the cost of credit. 

We believe that the introduction of the bill and the subcommittee hearings to 
date have already had a very salutary effect. The coverage of the hearings in 
the various news media has already gone a long way in alerting the American 
consumer to possible pitfalls in the borrowing of money. 
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It may be fairly simple for a man to understand that when he borrows $100 
for 1 year and pays $6 interest, he has been charged a 6-percent rate. But if 
this $6 is deducted in advance and the amount is repaid monthly, it is not so 
easy for the borrower to understand that his simple annual interest rate is 
about 11.7 percent, or that if he has also been charged a $2 service charge, it 
is about 15.7 percent. It is even more complicated when the loan is not for an 
even dollar amount and the term is not for an even year. In some fields of 
credit the borrower not only is not notified of the simple annual interest rate, 
but can’t even find out what it is if he inquires. 

We believe that virtually all real estate loans are already made in compli- 
ance with the spirit of this proposal. Savings and loan associations pioneered 
in the development of the monthly reduction real estate loan many years 
ago. The FHA and VA have used the monthly reduction real estate loan plan 
since their inception. Under this plan, interest is charged each month on the 
exact loan balance, thus reducing the interest charge every month and resulting 
in a true simple annual interest rate equal to the stated rate. A 5-percent rate 
on a mortgage loan is exactly a 5-percent rate. 

We believe that home borrowers are very much aware of interest rates. 
From the very outset the home borrower inquires into the exact rate of interest. 
Most savings and loan associations give a written letter of commitment to 
the borrower in which the annual rate of interest is stated very clearly. Actu- 
ally, the borrower is notified not only of his interest rate, but he is given a 
written statement of all of the various loan closing costs. Such a written state 
ment is a requirement of section 454.6-10 of the Rules and Regulations of the 
Federal Savings and Loan System. Thus, the most complete sort of disclosure is 
obtained. 

The requirement of the bill that the borrower be given the total dollar charges 
over the life of the loan presents an unique problem in the case of long-term 
real estate loans. If you add up any annual charge, such as real estate taxes, 
heat, or utility bills over a period of years, it is likely to be rather startling. 
If you tell a man that his interest is going to be 6 percent on his unpaid balance, 
we do not see that it adds much to tell him that this will total, say, $9,000 over 
the next 25 years. We tell a man that his real estate taxes will be $300 per 
year, and do not tell him that it will be $7,500 over the next 25 years. We would 
recommend that this provision be eliminated, at least in connection with loans 
running beyond 3 to 5 years. 

We believe the committee should consider whether it would not make good 
sense to exempt all real estate transactions from the bill. The simple annual 
interest rate method is the almost universal method in real estate lending, and 
interest charges are based on the actual unpaid balance of the loan. Bor- 
rowers are uniformly notified in writing, in understandable terms, of the interest 
rate, and various other financing charges. There are several million real estate 
lending transactions each year and their exemption would cut down on the 
administrative problem and avoid a lot of needless paperwork. 

The league commends the subcommittee for the very careful consideration it 
is giving to this proposal and the light which the subcommittee members have 
thrown on this complicated subject. 


VERMONT AUTOMOBILE DEALERS ASSOCIATION, 


Montpelier, Vt., February 18, 1960. 
Hon. GEORGE AIKEN, 


Senate Office Building, 
Washington, D.C. 


Dear SENATOR: I am writing to you in regard to S. 2755 introduced by Senator 
Douglas of Illinois. This bill recites that it is designed to assist in the promo- 
tion of economic stabilization by requiring the disclosure of finance charges in 
connection with extensions of credit. It requires that each person engaged in 
the business of extending credit shall furnish to each borrower a statement of 
the total finance charges in accordance with the rules and regulations to be 
prescribed by the Federal Reserve System. I believe that the retail automotive 
industry is engaged in the business of extending credit. 

I am writing to you as president of Vermont Association of Automobile Deal- 
ers and as a director of the National Automobile Dealers Association. Both 
organizations favor the accomplishment of the purposes of this bill. Both my- 
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self and the membership of the Vermont and National associations feel, how- 
ever, that the purposes of the bill could be best accomplished by regulations of 
the State banking departments rather than the Federal Reserve System. 

Our finance problems in Vermont are substantially different from those arising 
in the large metropolitan areas such as New York or Boston. We therefore 
oppose enactment of this legislation in its present form. It would extend Fed- 
eral regulation into a new field and act to deprive the State regulatory body of 
its proper jurisdiction. Vermont's finance problems can be better handled from 
Montpelier than from Washington, New York, or Boston. 

I trust that you will be able to give favorable consideration to our views. 

Very truly yours, 
PETER VALPREDA, President. 


STATEMENT OF CONSUMER CREDIT INSURANCE ASSOCIATION, WILLIAM J. WALSH, 
GENERAL COUNSEL 


This statement is being filed on behalf of the Consumer Credit Insurance As- 
sociation, a national trade association headquartered in Chicago, Ill., composed 
of 62 insurance companies which write insurance in connection with credit trans- 
actions of all types. 

For explanatory purposes, credit life insurance is insurance on the life of a 
borrower or time-buyer issued in connection with a specific credit transaction 
and which will repay the unpaid indebtedness if the borrower or buyer dies 
before making complete repayment. Similarly, credit accident and health in- 
surance pays the installments of indebtedness coming due during periods in 
which the debtor is unable to work because of sickness or accident. The insur- 
ance is written in such amounts as would not exceed the amount of the indebted- 
ness nor the term of the indebtedness. The premium for such insurance is uni- 
form regardless of age of the insured and will vary as a total amount only be- 
cause of amount of the indebtedness and the term of the indebtedness. 

The Consumer Credit Insurance Association since its inception has worked with 
all segments of industry, both financial and insurance, as well as the National 
Association of Insurance Commissioners, in the effort to stabilize the credit in- 
surance business into an operating procedure which can be utilized by debtors 
regardless of the nature of their financial transaction. In keeping with that 
objective, CCIA has always been in support of sound insurance regulation. 

My purpose in filing this statement in connection with S. 2755 has, in the 
main, been prompted by previous testimony in connection therewith as well as 
many questions asked and observations heretofore expressed by members of the 
subcommittee with respect to insurance. 

Initially, the insurance industry generally felt little concern about S. 2755. 
However, the increasing speculation concerning the scope of the bill as to in- 
surance transactions written in connection with loans, financed purchases, as 
well as all other types of credit transactions, had led to serious concern. In 
any event it would seem advisable, regardless of the intended scope of S. 2755, 
to clarify any confusion that may exist with respect to the bill’s effect on 
insurance. 

Since S. 2755 is principally a proposal with respect to finance or loan practices 
we do not feel we are in the position to speak beyond the scope of our interest, 
Which of course is insurance. 

The first portion of this statement pertains to the substantive provisions of 
the proposal and its possible effect on insurance and the second, to attempt 
to clarify the record or the present understanding of subcommittee members 
with respect to insurance, should it be necessary. 

To our knowledge no one in the insurance business can intelligently oppose 
disclosure of the facts of an insurance transaction consummated in connection 
with a credit transaction. Such disclosure we believe should be a basic pre- 
requisite to the transaction itself. This is the concept expressed in the so-called 
model credit insurance bill developed by the National Association of Insurance 
Commissioners in 1958 and subsequently enacted in 20 States. 

We would like to point out, however, the problem created by S. 2755 with re- 
spect to insurance due to its basic concept of disclosure. 

Historically, insurance has never been treated as a part of what is termed as 
the “finance charge.’ By the terms of S. 2755, however, in section 2(2), 
“Finance charge includes charges such as interest, fees, service charges, dis- 
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counts, and such other charges as the Board of Governors of the Federal Re- 
serve System may by regulation prescribe.’ As such, it appears to us that the 
cost of insurance might, by a liberal interpretation, become a part of “the 
tinance charges to be borne * * * in connection with such extension of credit” 
(sec. 3), and therefore would be included in the statement of percentage that 
such amount of finance charge bears to the outstanding principal obligation, or 
unpaid balance, expressed in terms of simple interest 

This, we believe, could distort a true expression of the finance charge for 
purposes of disclosure. 

In keeping with the recommendations of the Association of Better Business 
Bureaus and the National Association of Insurance Commissioners we believe 
a more beneficial concept of complete disclosure is accomplished by breaking 
down insurance costs, if any, so that the purchaser or borrower can see what 
he is paying for insurance as well as knowing the nature of his insurance cover- 
age. In this manner and only in this manner can the customer evaluate his 
insurance costs and coverages. If lumped in generally with finance charges 
the lack of separate identification of insurance costs tends to defeat the real 
concept of disclosure in that the customer may never be aware that he has in- 
surance much less Knows what it costs. 

Such a practice, in addition to leaving the public uninformed, forever leaves 
insurance companies writing such business the object of possible criticism by 
the uninformed in that it is impossible to answer charges that the public is 
being gouged for insurance. 

In addition, to require that insurance costs be added to finance charges for 
purposes of a percentage expression of simple annual interest in its relationship 
to the principal obligation would only tend to further compound the basic prob- 
lem above indicated. 

Insurance covering financed transactions can be written under varying cir- 
cumstances insofar as the tripartite relationship of creditor-debtor-insurer is 
concerned. The insurance may be required as a condition precedent to the ex- 
tension of credit in the first instance. Under such a condition it might be that 
the creditor is capable of providing the insurance with the debtor’s consent or 
the debtor may elect to purchase the coverage from an outside source. It might 
also be that the nature of the credit transaction might not require the insurance 
as a condition to extension of credit, yet, because of basic protection provided, 
the debtor is interested in its purchase. This purchase might also be made 
from the creditor or from an outside source. While the foregoing are the prin- 
cipal variations, hypothecation by combination of the principal variations can 
be many. 

Such being the case, can the broad definition of “finance charges” as contained 
in S. 2755 accurately be inclusive of insurance costs? We believe not. 

If a bank would require as security for a loan life insurance coverage in the 
amount of the loan and the borrower purchased such policy from an outside 
source, presumably, under 8S. 2755, such premium cost could be construed as a 
part of finance charges. As a further extension of the problem, if an assignment 
was made to the bank of an existing policy it might be that the cost of the 
premiums paid or a portion thereof, depending on the type of policy, might be 
construed to be part of the finance charges. The same might be said of any 
insurance in its many forms that is written in connection with mortgages 
regardles of its origin. 

It is hoped that the members of this subcommittee can invision the complica- 
tion that will insue if insurance is to be made a part of a definition of finance 
charge. 

With respect to the second part of my statement concerning testimony here- 
tofore presented I will, but briefly, refer to the statement made before this 
subcommittee by Mr. Victor Nyborg, president of the Association of Better 
Business Bureaus on March 23, 1960. concerning his association’s views with 
respect to this proposal. 

Mr. Nyborg’s testimony principally dealt with automobile sales financing and 
it was his conclusion that the abusive practices engaged in by a small segment 
of dealers and finance agencies could be largely eliminated by disclosure. His 
specific recommendation, which was the result of considered study by the bu- 
reaus, while in keeping with the objectives of S. 2755, did not follow the method 
of disclosure required by the bill. 

While we may disagree with Mr. Nyborg’s supporting testimony with respect 
to credit insurance abuses cited, we cannot disagree with his conclusions that 
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all insurance costs should be disclosed in a dollar-and-cent expression separate 
and distinct from all other costs. 

As to the pressing need of disclosure legislation because of the specific credit 
insurance abuses cited in Mr. Nyborg’s statement let me but quote a few 
statistics which were to substantiate such need. 

“Better business bureaus receive each year more than 100,000 inquiries and 
about 10,000 compaints from the public relating to insurance. There was evi- 
dence that an increasing number of these concerned credit insurance as a prob- 
lem area in automobile time contracts. More people were complaining to their 
better business bureaus about their credit purchase obligations. For example, 
during the period * * * ‘January 15, 1959, through January 10, 1960,’ 21 bureaus 
advised our committee that in a total of 68 instances, such complaints had been 
recorded.” 

Thereafter 8 specific cases were cited out of the 68 total instances for illustra- 
tive purposes. 

Let me but briefly examine these statistics. 

The 100,000 inquiries which was referred to obviously applies to the entire 
insurance industry—life, fire, casualty, surety, accident, and sickness and hos- 
pitalization in all of their many forms—not just credit insurance. As inquiries 
it is difficult to give any significance to the figure since a mere query of a com- 
pany’s existence or size or known reputation, results as an item in this total. 

Next, the 100,000 insurance complaints cited is likewise applicable to the 
entire industry and are meaningless in support of conclusions with respect to 
specific credit insurance abuses or any other segmental insurance industry 
abuse. 

Then too, if any real meaning could be given to a total industry figure, the 
nationwide seriousness of the complaint area would have to be compared to 
the number of nationwide insurance transactions—not the number of inquiries 
received by the Nation’s better business bureaus. 

In light of the foregoing and without the benefit of logical deduction we 
immediately collide with Mr. Nyborg’s conjunctive statement that “there was 
evidence that an increasing number of these (complaints) concerned credit 
insurenee as a problem area in automobile time contracts.” Such unrelated 
conjunctive was then exemplified by the fact that, for the year 1959, in answer 
to a specific questionnaire from the National Association, 21 bureaus out of 116 
reported that in 68 instances, such complaints had been recorded, and out of 
these 68 instances, S individual cases were then set forth in analytical 
illustration. 

If an affirmative interpretation is to be placed on these statistics it appears to 
us that, in all probability, there has been less complaints to the Better Business 
Bureaus on credit life insurance than there has been with respect to other 
types of insurance. Actually, properly interpreted, with 21 bureaus out of 116 
reporting, complaints averaged only 3.2 per reporting bureau. If divided over 
the entire 116 bureaus, the complaints are reduced to insignificance. 

In proper evaluation of the foregoing, it should be pointed out that for the 
year ending 1958, the Life Insurance Institute of America reported approxi- 
mately 35 million credit life insurance transactions with $108 million in death 
benefits being paid during the year. 

While we do not have 1959 statstics as yet, the 1958 will suffice for our 
comparison. 

Reduced to the automobile financing field itself, since slightly more than one- 
half of the outstanding credit insurance transactions are representative of 
automobile credit purchases we can assume that the 68 complaints cited would 
have to be related to approximately 19 million transactions. We feel certain 
that when the 1959 statistics are available, the number of total transactions will 
exceed 20 million. 

A close examination of the specific eight cases cited by Mr. Nyborg, seemingly 
reveals that a serious question exists as to why people do not know what they 
are signing. 

Basically, in each of the cited examples, there is no way of ever knowing 
whether the purchaser read his contract before signing. Even the full dis- 
closure such as the Better Busines Bureaus indorse, and to which we do not 
object, cannot be a source of information to a buyer if he does not read his 
contract. 

Under such circumstances, disgruntled purchasers will always be found. This 
is particularly true of insurance. With nothing to show for the payment of 
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premiums but past protection, human nature rebels, however, we have yet to hear 
a widow of an insured complain. 

In closing I should like to point to a concluding remark of Mr. Nyborg's 
which was completely ignored by some newspaper articles in treatment of his 
testimony. He said: 

“Because I have made reference to credit insurance in this presentation, |] 
should like to say that this should not be interpreted as being critical or deroga- 
tory of credit insurance as such. To do so would be to disregard the con 
siderable social and economic value of credit insurance coverages if written 
on a proper basis.” 

An again, in a previous remark he said: 

“Referring back to the preliminary field investigation undertaken by our 
Committee on Installment Contracts * * * we do not contend * * * is neces- 
sarily indicative one way or the other as to the scope of the problem nationally.” 


{Commentary, April 1960] 


ExTRACT FROM ARTICLE BY ALAN F. WESTIN, ‘“‘WIRETAPPING 
REVOLUTION” 





THE QUIET 


* * x * + * * 
* * * Department stores have been listening in on sales situations ‘to test their 
employees’ courtesy,” and automobile showrooms have been bugging their offices 
so that they can learn just how much the buyer is willing to pay when the 
salesman discreetly excuses himself and the husband and wife think they are 
alone in the room. It seems clear that the concept of property rights should 
not be inflated to give the owner of a business the right to violate the confi- 
dénces of his employees er his customers in this way. Theft is the concern of 
the police, and what goes on in the washroom, the sales counter, or the vice 
president’s office should not be made the legal property of intrusive owners. 
- ~ * * * + * 
Senator Proxmire. A number of advertisements out of the hun- 
dreds we have received or have clipped from newspapers, will be 
inserted in the record here. They are typical of those that have 
been examined by the staff. 
(The advertisements referred to follow :) 


ur 


CONSUMER CREDIT LABELING BILL 


SECOND MORTGAGE LOANS ~ 


ALL KINDS OF REAL ESTATE 


PAY BACK EACH MONTH 
$3 Years Years 

















174.31 118.75 


NE EE ER Se eA SR SSA RRS 
LOANS UP TO $50,000.00 FOR ONE YEAR OR MORE 
NO BONUS 


‘TIME PAYMENT Co. | 
84 Weybosset St. Prov. R. |. GAspee 1-9745 








Providence Journal 
Feb. 5 ’ 1969 











st ASSOCIATES 1» 
FOR A REAL ESTATE LOAN! 


First and Second Mortgages | 
in Shelby County 


Menthly | Cash Yeu noorie 
Peyments | 30 Months 36 Months 


* 867.04 


$34.00 =| $ 729.90 
46.00 1028.10 ¥ 1178.76 
62.00 1388.78 0 | (1884.72 
s200 | | 18327m | 2008.92 

115.00 2570.25 2939.40 





Other leans on your signatere, furniture er aatemobile 


ASSOCIATES 


Loan & Investment Company 
Opersting under legal tadustria] and thrift regulations 


_ POUR CONVENIENT LOCATIONS TO SERVE YOU: ; 
31326 Pepler et Cresstows ............ BR 2-968) 
5&2 MN. Second (Heme Federei Bidg.) .... JA 5-7288 
3484 Perk Ave. et H OO cccccccees FA 7-1688 

, 5031 Navy Reed (Milllagtea) ...... 


The Commercial Appeal 
Memphis 
Feb. 6, 1960 








SOO 










FINE FOREIGN CARS 





when vou can get 
a Bank Loan of 
these LOU rates? 


At Little 
Over 





Te Quelified Buyer 
INQUIRE TODAY 
OPEN 8 A.M. 'TIL 10 P.M. 





The Evening Star 


Feb. 12, 1960 





NEW os 
CAR 4. ” 
LOANS “dh 


Grand Avenue State Bank 


“410 & Grsed Ave 


TAL 4191 





Dallas Times-Herald 
Feb. 10, 1960 
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ANNAPOLIS MOTORS 


_ 606 NEW YORK AVENUE N.W. 
EX. 3-4744 @ WASHINGTON, D. C. 
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LOAN PLAN 


Mt. Greenwood 


’ 

Sicte Bank 
3052 W. 111th ST. 
HILLTOP 5-45c0 
—— — aA 





Southtown Economist 
Chicago 
Feb. 3, 1960 


* on originel bolonce 


Fast service—up to 36 months to repay 
Phone for rote chart— Pilgrim 8-3000 


eS 


The Newark Star-Ledger 


NATIONAL NEWARK & ESSEX} 
Banking Company 
20 Offices in Essex County —ene neer you 


——_—_———_—- 


Nov. 27, 1959 





———— A re 





svusseeconnecnnneeconseecoaseconsseconsetonmstscanenenass 





Only $ 4. 50 Per beenheaii per yeor 


~ at low rates. 














, SS Hk NATIONAL Strate RANK 
ry “Union County) Lanting Bank” 
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Finance Your New Car’ 


At Our Low — 


on amount borrowed 


Don't be valiant cbout borrowing— 
_finante your compact car 


We're fast as falcons 
at financing compact cars 


NEW CARS 
Amewnt Berrewed 


$ 800. $25.20 
10060. 31.51 
1200. 37.80 


1500. 


USED CARS 


Ameunt Berrewed 24 Monthly Payments 
$ 860. $37.43 
1000. 46.79 
1200. 56.14 
1300. 70.18 
1800. 81.22 





+ EUZABETH - SPRINGMIELD > ROSELLE PAR 
+ GUMMIT + KENILWORTH - WEBTRIELD 
SCeaare Feacnar SEPERET FEseasace GearenstiC® 


a 
Leen me OOS EASE BESSS SS SSSEHSSSOSSSASSSSSSESSSSS esse ess esse eee esasaeeae 


Peaat aye Se tae 


Elizabeth Daily Journal 
Feb. 5, 1960 
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5° Rate Ow All Cars 
No Financing Charge 
&Day Driving Tral 
with Exchange Privilege 
} No Finance Company 
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Madison at West 74th St. 
ME 1-4687 
CLEVELAND 2, OHIO 


Automobile Sales Division 
Ck 2.2171-—CL 2 2622 
West 147th and Lorain Avenue 


CLEVELAND !!, OH!O 


GIVES YOU 


LU: 


ALL AUTOMOBILES 


(5.) We Carry Your Note 

(6.) All Cars Wintenzed 

(7.) We Accept Cars in Exchange 
(8.) Terms With A Heart 

(9.) Up to 40 Months to Pay 


—— ee 





Cleveland Plain Dealer 
Feb. 8, 1960 
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ON YOUR 








NOT 6%—NOT 7%—NOT 8% 


BUT A LOW 3.4 


On New-or—-Used Cars 


' RATES APPLY 
ARK.—TENN.—MISS.—KY. 


ALL USED CARS GUARANTEED 
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costs , 
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_ borrow 
a irom. 
Union Trust 


Company - 










18 MONTH PLAN 
> Amount Amount Monthly 
» ofnote youreceive deposit 
$360 $322.20 $20 . 
540 483.30 30 


Personal loans are available in most cases 
without collateral or endorsers. Take 18 
months (or more) to repay. Life insurance is 
included. Loans usually are completed the 
same day they are requested. Details for 
other amounts and longer terms on request. 


When money matters (Uf check with 


UNION TRUST COMPANY 


of the District of Columbia 
Every Banking Service - Member Federal Deposit Insurance Corporation 


Fourteenth Street Branch: | Munsey Branch: Wisconsin and Western Branch; 
FOURTEENTH ST. AT G, N.W. 1329 E ST.,N.W. 5351 WISCONSIN AVE., N.W. 
. a — + 
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| needs money: 
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Everybody 


Everybody 







needs money | sometime | ‘Meng 

, ; when you do... visit the =f 
sometime FAMILY ee wna yo 

it you need UPTO $S00 |] 

when you do... phone bélere abt? | i ; 
visit the COMMUNITY Wana sometime 
office nearest you. | | i 
if you need S | Wanye...” 
UP TO $1000 | & visit the FAMILY 
phone before noon I fore nearest you! 
to arrange for money || * Phone now for a loan 


os 













the same day. 


Cash You 
Receive 


\RUP TO $1500 


hm 


24 Monthly 
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lO E LOAN CORPORATION } | 
| “en | DOWN TOWN g 
YO marmnal Severe 295 Wosmngton St, (Alapetie 3 2322 * 
} a on ue on BACK Bay ‘ 
4 eee I} A6i Mess rs a i 
Phone: Piderel 9-8778 ey 1457 Derr Sia wad 50145 ' 
Als, Re. 178 ns o42/ Derchester ee : ! 
} areal Grey SOMERVILLE } 
| UE Bergeniins Arcee 7 Davis Se. ...... SOmerset 6 5929 
| ; ewe: te ee 8 
| So “qmemites-mimons | | pi aes atari 2 02 
| S741 West Seventh Street | ore orem 
Phone: Garfield 14811 The Jersey Journal eee 
in Norwood Jersey City 
2103 Washington Avenve Feb. 4, 1960 Boston Daily Record 
Phone: ELmberst 1-270 Feb. 9, 1960 
18 Widigtows 
3020 Central Avenve 
Phone: GArden 3-4671 
by Coveytce, Kentwety 
LOANS UP TO $300 
326 Madionn Avenue . 
| A\_ Phone: HEmeck 15543") | 
; 4 Gira shone ter gugetag tend 
The Cincinnati Post and 
Times-Star 


Feb. 3, 1960 
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Everybody ff 
ATA 


Sometime 


when you do... 
visit FAMILY FINANCE. 


If you need 
UP TO $2400 
Phone: FRankiln 7-1681 













FIMANCE & ACCEPTANCE 
CORPORATION 


Serving 22 Sewth te peer 30 years 


Charlotte Observer 
Feb. 8, 1960 
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Treereee : 


Had 
Sa eH 


when you do... 
visit Community Finance! 


If you need 


UP TO $2000 


Phone: Riverside 1-1786 
or WHitehall 26156 ~ ~ 
' before noon to arrange «; 

for money the same day! 


B COMMUNITY 


FINANCE & THRIFT, 
CORPORATION 
1301 Elm Street 
Phone: Riverside 1-1786 
In Ook CHIT it’s 
501 W. Jefferson Street 
BH * Phone: Whitehall 2-6156 
(Op Dally 9-5 © Saturday 9-13 


Sepervised and Examined by the 3 
State Department of Banting 


—-- —------ > 
COMMUNITY CLASS “A" INVESTMENT 
CERTIFICATES PAY 4% PER ANNUM 
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Dallas Times-Herald 
Feb. 2, 1960 
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The Detroit News 


Feb. 3, 1960 
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GEORGIA 
The Atlanta Journal, Feb. 3, 1960 
okt “ats tam, CO G4 
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9 
think of how many of these #*you can save... 
with a TRUST COMPANY LINE OF CREDIT 


No longer do you have to keep running back and forth to the bank to make different 
loans, repay them, and then make others. Just write out a Trust Company Line of 
Credit Check, whenever and wherever you need money! 


Establish Your Line of Credit Now 


1. Estimate your financial needs. This estimate is your Line of Credit. : 
2. Apply for this Line at the Trust Company of Georgia. 


When your application has been approved, you'll always have the money you need, 
when and where you need it, just by writing a check. As you pay back the loan, money 
again becomes available. And if you don’t use your Line, there’s no charge at all! 


Apply for a Line of Credit at any of the seven convenient locations of the Trust 
Commpany of Georgia . . . soon! 


eer eeeeeeeee PERE EEE HEHEHE SEES EE HEHEHE SESH HEE HESEES 
. . 


om UST : TO: TRUST COMPANY OF GEORGIA rmuscoll ( . 
a ATLANTA 2, GEORGIA 


Please send me an application for a Line ef Credit with your bank. 


oF Geoerecia 


+ Name 








Majn Office / Edgewood at Pryor 


Bank / Behind the mein bank i hh sh 
Office - East Atlanta Office 
Leflox Square Office - West End Office Cty 
West Peachtree Office 


Member FDIC iy 
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Minneapolis Morning Tribune 
Feb. 5, 1960 


This is the 
card that lets 
you charge 
almost 
anything! 


e Costs you nothing lo charge 30 days. 
e Lowest interest rates if you wish to spread 
oul your payments. 
e You need not be a Northwestern Bank ens- 
tomer to get your card. 
To get your NWCP card call FE 2-0123 
Ext. 770 or mail in coupon below. 


Northwestern National Bank 
of Minneapolis 


620 Marquette Avenue, Minneapolis 2, Minnesota 


— send me a Northwestern Charge Plan credit 
card application. 


Name 





(Please type or print) 


7 


I cM enters enenccnis 


mqpete capes: ae ae oe ate wee eee oe ore ee ee 
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MASSACHUSETTS Boston Daily Record 
April 14, 1960 
MIC 
< MRD) SENATE ART RN Li a % 


Naw have 
money when 
you need it! 







2 
e on™ . 


Need a loan? Write a check! | 


Shawmut Check-Loan | 


ORE BPN PEN SFR TREO LRA AR RIED OR REE ME LEB 

Whenever, wherever you need money. . . whatever i 
you need it for —to buy things, to pay bills, for any 
purpose — just write a check. Year in, year out, that’s 
all you have to do to draw upon your continuing cash 
reserve with Shawmut Check-Loan. No need to make 
a new application each time you borrow; your cash 
reserve builds up for re-use as you make your monthly 
repayments. An extra benefit: life insurance up to $5,000 
to age 65 is provided on the unpaid balance of your 
Shawmut Check-Loan account. 


USE THIS HANDY CHART TO HELP YOU SELECT 
THE MAXIMUM AMOUNT YOU CAN BORROW 





if you can 


repay $20 | 30 40 | 50 | 75 
monthly | 


100 | 125 | 150 175 200 
Lee ae oe 


2400 3000 3600 4200 480 


You can 


| 
berrow | $480 720/960) 1200)1800 
| 


up to 





To determine an amount not shown, simply multiply (he monthly 
payment you select (in $5.00 multiples) by 24. 


Take a second to pick up a free copy of the folder 
“Shawmut Check-Loan” and an Application Blank 
from the counter of any. of our convenient offices 
or call LAfayette 3-6800. 


The National 


Shawmut Bank 


Complete Banking and Trust Services 
. Member Federal Deposit Insurance Corporation ® 
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TODAY AT 


Deis ] ; / » MODERN 
AMLLY 5 OFFICE 
Get $20. to $300. te pay doctor bills, taxes, 
eS et 
LOAN MANager furniture. Come in today fer fest, friendly, 
ONE DAY SERVICE! 


LIFE INSURANCE — NO EXTRA COST 


PHONE GET sh) FOR 30 DAYS.. ] 76 
Acquainted On Your Name Only 
6057 OFFER Total cost, Ne extras 


COL Lee LOAN CO. 


306 JEFFERSON ST. (Opp. Courthouse) FAIRMONT 


“Just Step Off The Bus end late Femity’s Modern Office” 


West Virginian Fairmont 
Feb. 5, 1960 














CONSUMER CREDIT LABELING BILL 879 





a 5 mia PAYDAY 
LOANS [@ 50 | Ba wey VT 
| for two weeks 
... only costs you | 


82° LOANS ‘TIL 


Patera» PAY DAY 


| 
| 
| arrange for your money | $50 for 2 wks 
| the very same day! ... only 70¢! 
| 















$50 for 2 wks 
- « » only 81¢! 


other boans so $1000 
with 24 months to repay 


—————— 
CASN YOU | REPAY | REPAY IN 





30.00 6| (5a $1.42 


_ KIRKPATRICK 
FINANCE CO. | 


IN ALBUQUERQUE: 


F A Wy other loans to $2100 
| with 30 months to repay 
rif 
FIMANCE CORPORATION | <8 ov) {er me 
611 cdilam Street _#23 90 se [ $25 3 $15.70 
Phone: 3-2543 “te 7° sae 


$15 Ricou-Brewster Bidg. 





9090 — ah Se. Mow. — CH D17G | Phone: 2.0343 ASSOCIATES 
on Bid 
‘astinge Gate cen zeny A -  enrenee 405%; Tense ee. || FINANCE COMPANY, INC. 
I BOLE Phone: 3-4116 | 


Serving the South for ever 30 years 437 NORTH $7. FRANCIS 


SE CALL: AM 77-2271 


Shreveport Times 
Feb. 4, 1960 a 


4 


Wie Shans — Rl och 


The Albuquerque Tribune The Wichita Beacon 
Feb. 1, 1960 Feb. 5, 1960 
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till pay day — 
for 70¢* 


take 2 weeks to pay! 


SSOCIATES 
7 LOAN COMPANY 
18 DETROIT ARSA OFFICES 





TO SERVE YOU: 


perediy FERNDALE 

Bidg. 22965-67 Woodward... LI 8.0700 
C.- Bee ecceee — GARDEN CITY 

BCR. ccecesees 3666 

14049 W. Seven Mile...DI 1.9220 2240 N. Middlebelt....CA 41616 
See ei at**"ee eee, 86006, Vest......... DU 3.2600 
11700 Woodward... TO 5.2900 LIVONIA 
6837 W. Warren... ..(TY 48400 29068 Plymouth R&Z. ..GA 1.3080 
19041 Meck.......... TUCO on KE $-2180 
DEARBORN ; 
23948 W. Michigen....CR 43400 2520 West Rd........ OR 6.7578 
BAST DETROIT Ren #1, 28851 Ven Dyke 
19368 E. Ten Mile. ...PR 2-5060 . see anes 
FARMINGTON WAYNE : 
33245 Grand River....GR 41710 34843 Michigan....... PA 2.5800 


Interest charged at 3% month on balances up to $50, 24% 
em re rh hepa a 





Detroit News 
March 10, 1960 
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"till pay day | 
fer 55° 


take 2 weeks to pay! 


OTHER LOANS TO $2500 
36 MONTHS TO REPAY 





LOAN COMPANY 
) 
ST. Lous MAPLEWOOD 
‘9331 Hempten Ave. Mi 7-2544 7346A Manchester Ave, Mi 5-4632 
3641 Srevois Avenve, PR2-1732 OVERLAND . 
4112 Eesten Avenue, Kresge 9319 mMidiand Bivd., Room #72, 
Building, EV 2-8482 HA 9.3838 


Associates offices in Alton end Wood River, Minois make loons te $800. 





St. Louis Post Dispatch 
Feb. 35 1960 
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SHORT! 
OF 
CASH? 


Get an insured 
personal loan 
from Industrial 
National Bank 


Your application will receive 
prompt, friendly attention. You'll 
get the money you need for: 


* Vacation expenses 

* New clothes 

* Medical bills 

* Tuition costs 

* Any worthwhile purpose 
Repay in easy monthly nstal!- | 
merits at reasonable bank rates 
For example, if you arrange a 12- | 
month loan: 


YOUR MONTHLY 
PAYMENT®* 





PINT: UJOING LIFE INSURANCE 
for the Dalance of your loan 


INSTALLMENT LOAN DEPARTMENT 





NAT TIONAL BANK 
tember Federt! Reserve’ System 
L Romper f edera! Deposit |eaurance Corporation | 


Providence Journal 
Feb. 3, 1960 
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YOU SAVE 1 SAVE up ‘to to 338%| REAL ESTATE Loans 


cciiiiaieasamanaaicinaliaaaiiaiamta tin: 
a rman Core tet Ia ROBaY 
2n rus 
AN tri. if GAGE & INVESTMENT CO., 319 
With ea M Industrie TMENT 0. $11 


seed service . aaa ” 

MONEY, 2nd TRUST—We will buy 

— trust notes: D C.. nearby RA 

Reasonable rates 

TIONAL +, ae ee TGAGE ND IN. 

VESTMENT Ones; 33 3t fi nN. Y 

ave nw. NA. 8-5 . 

At Bank Rates PLENTY FUNDS §. AVAILABLE | 
. j 

Why Pay Higher Costs? £138 


CONSOLIDATE is 


@nd “TRUSTS— Absolutely top Dot. | 
Your Debts tate One Convenient 


BILL 





cash prices paid; Md.. $ | 
| Call daily or nights. WH. 6- os 


Virgi 
CONSOLIDATE. 
PERSONAL BILLS 
Loens 


$1,000 te $30,000 
BANK RATES 


@ your aeets are im exces of 
eS Se ee 8 we oS 
— we tuesest « 
COMPARE THESE RATES | 
On $1000 you pay $ 36.38 « me 
On $1500 you pey $ 64.44 « mo 
On $2000 you pey $ 7260 « mo, 
Or $2500 you pey $ 90 65 « mo 
On $3000 you pey $108 60 « mo 
Higher emeuats « similarly 
low rates 





Payments to Fit 
Your Income 
Free Consultetion 


FOX REALTY C0, 


4683 KING ST., ARL. 


LEEMAN 1A. 2 2060 


| 

INDUSTRIAL | |" WONEY To LOAN 
eee 
BANK “a noveena? oe goarene 
FORMERLY |\.EMAN AUTO CO | 8-4200, - on 
Resources Exeeed $2' Mi lien | MORTGAGE LOANS, $2,500 to 
$150,000. Lower your payments 
25 4 Sth AVE. Group your debts. Refinance your) 
ar ang £icour Rectentian farm commercat 
i pesene construction. Financing. manc-| 
ing. Only in State of Maryl a 


Call or write MR. RO. 18 
E. Lex oe street, Baltimore 2 
Md., day 


Open ny ll S_p.m | sires 
REAL ESTATE TOANS 7 night. Bundaye, holidays 


SIGNATURE LOANS! Servicemen 
IST AND 2ND MORTGAGES. DEN- 
YER AND suaun es incl, PARIS FINANCE CO, 1123 


Northwesten | 


INVESTMENT COMPANY 


5 Broadway PE 3.2471 
PEnsonAt LOA 3 spond 
University B { 


Washington Star 
Feb. 10, 1960 


Go 
DIAL sU 9-0558 


~~" {ST AND on i woRTG acta” 


$25 MONTH PER $1000 


[M_4-2638 PRONE ANY rise? 


CONSOLIDATION LOANS 


| 

First and morte 
a ates | 
2750 W_ AL 50 5-242) 
= js ard 23 cream: maa! Patino or 
IN KE 4-7178 
oT “> Morte feat Exes Coors 
Elisworth Inv. Ce., FL 5-5243 








Rocky Mountain News 
Denver 
Feb. 6, 1960 





— 
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Buffalo Evening News 
Feb. 4, 1900 ’ 


17” GENERAL ELECTRIC 


TELEVISION 


155 $Q. IN. OF PICTURE 
NO PAYMENTS UNTIL MAY 


ony $49 
DELIVERY 2. 
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DO MORE aoa 
‘NEHICO’ OVER ANY OTHER BUILDER ses 
= ee ( 


DOES ‘NEHICO’ OFFER MORE TRAN 
Uishy, ANY OTHER BUILDER? a 
DOES ‘NEHICO’ OFFER THE \ 
hay? vst QUALITY CONSTRUCTION? 
a 
wh DOES ‘NEHICO’ HAYE HUNDREDS 


OF SATISFIED CUSTOMERS? 


Wi poser NEHICO’ RAISE YOUR 
OLD ROOF? 
— = 


hy, ARE ‘NEHICO’ PRICES LOWER 
L° THAN OTHER BUILDERS? 
Ui CAN WEHICO’ OFFER YOU A 
LOWER PRICE IN THIS WINTER SEASON? 


oon you ORDER NOW ano raxe 
Why! - ADVANTAGE OF LOWER PRICES AND HAVE ROOF OPENED 
or 


YOUR DORMER BUILT LATER IF YOU WISH? AND CLOSED IW 


bors -nenico: orrer S YRS. TO PAY 4 HOURS 


= wim NO MONEY DOWN? OUR FAMOUS ‘HEAT-HOLDER® 
why? OES ‘NEHICO’ OFFER A METHOD GUARANTEES NO HEAT LOSS 


5 YR. GUARANTEE DURING CONSTRUCTION 
Santeria TR 
cali BE 2.0002 SE | SSE 


® @L 2-7811 
(NEE-HI-CO 
RANCH HOME OWNERS ADD - A - LEVEL NEW ENGLAND HOME 
. Many Types and Styles to Choose from IMPROVEMENT Co. 
; eae ta Me ey ts) 
BROOKLINE 4 
Mr aa 


Le ee la 
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YAINE JS 
Portland nonees Express 


“vou 
OU'LL JUMP FOR JOY: 


1960 FORD 
FALCON 


AMERICA'S LOWEST-PRICED 6-PASSENGER CAR 












IMMEDIATE 
DELIVERY 





$ 36 MONTHS . . ww lnown] 
weer BANK TERMS PLUS 12 MONTHS INSURANCE =a 


kPriSs a. oe | 
| { WHY BUY A USED CAR... ween ! 
4000 MILES BETWEEN ONL CHANGES — | ve cou toy A trond New Fecon Bor Lew | 


w SAVE 15% ON INSURANCE | 


t 1988 Medel Used Car? 
we SEATS 6 PASSENGERS IN COMFORT oo: 


“T]PORTLAND MOTOR SALES 
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MISSOURI COLORA 


St. Louis Globe Democrat 
Feb. 7, 1960 





GALL TODAY SUNDAY 


WARS 








FRONTIER 
aot yet 
TECLA 








IMMEDIATE DELIVERY ON ALL! 
ALSO SEE THE 1960 
Volkswagen * ° 
Berkeley = Meret Dena 
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COLORADO 


Rocky Mountain News, Denver 
Feb. 6, 1960 





RACE TITIATLI LLL LLL 


NO CASH REQUIRED: 


WE CAN FINANCE ENTIRE BALANCE 


If Your Credit Has Been Hurt, We Can Help You 


WE HAVE OUR OWN FINANCE COMPANY 
FINANCE MANAGER SAYS 


TAKE OVER PAYMENTS 


"56 OLDSMOBILE 88 4-door Sedan ......eeseeesenvees $53 m 
‘56 DE SOTO Firedome Sedan .,.. 









; mo 
"56 VOLKSWAGEN, nice .......... mo 
*58 BUICK Special 4-door Hardtop .. mo 
“59 RENAULT DAUPHINE. Slick! ... mo. 
"58 METRO Convertible. Like new ......ccseeeeeeceees $43 mo. 
"54 MERCURY 2-dr. Hdtp. Real sharp ........cceeeeees $37 mo 
“57 PONTIAC Sed. Equipped. Nice! .......seeeeeeeeees $53 mo. 
"55 CHEVROLET Sedan. One owner .......cseeceereees $39 mo 
‘57 BUICK Super 2-door Hdtp. Power .........see00e- $54 mo. 
‘58 LINCOLN Continental Mark Ul .......ccceeeeeeece Loaded 
“56 FORD V-8 Pickup, overhauled motor .......0e+-+00- $39 mo 
“S58 CHEVROLET Bel Air 4-dr. Slick .......ccceeecceees $39 mo 
“57 PLYMOUTH Hardtop. Loaded ........0.eeeeeeeeee $4! me 
"56 PONTIAC 4-door Hardtop ..........seeeeseceeers $52 me. 
‘57 FORD V-8 Sedan. Sharp ....--.sseeseeeees <0 cne $5? mo. 
“57 CHEVROLET Bel Air 4-dr. Hdtp. ..........ceeeeees $52 mo. 
"66 FORD Fairlane Sedan ........ssseeeeees cecccces - S48 me 
"BS BUICK Hardtop. Like new ......sseeccescesceveee- $47 me 
MANY OTHERS 


WE HAVE MANY STATION WAGONS — ‘54 to '59? MODELS 
All cars reconditioned and guaranteed. 


No matter what you owe on your present car, Scotty will pay it off 
and trade you for a cheaper cer of your choice and reduce your 
monthly payments. We are experts at this type of financing. in- 
quiries welcome. Drive dowa, 


SCOTTY MOTORS 


RENAULT - VOLKSWAGEN SALES . SERVIC i 
Cerner 6th & Broadway AM. 6-314? 


OAD 
wr 


eeeES ey Ee EETE RETEST CEELEL EEE! 
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OHIO 


Cleveland Plain Dealer 


DISNEY MOTGRS DOES THE IMPOSSIBLE! 


/U-WORK! U-DRIVE! 


‘even if you've been 


( OR HAVE BEEN TURNED DOWN BY ANOTHER DEALER! 


NO CASH DOWN 


> 100% FINANCING! JUST MAKE parents pn ane 


FREE!! 100 GAL. GAS ae 


OUT-OF-TOWNERS: 
CALL COLLECT FOR 





IMMEDIATE CREDIT OK’S! 


Price Per We. Price Per Wk. ce Per We. 





S7 Cadi! "$6 Pontiac ‘SS Mercury hardtep a738 a5.06 
convertible ...$2.895 §25.17 “ae oo $1,205 $11.01 | «s4-maick sedan .. 595 4.08 
7 o 
‘S68 Fad Viera 1.895 17.17 Wertible  ss++. 1293 «689s | *S4 Chevrolet sedan es) 5.11 
"58 Buick Roa¢master “75” *S@ Ford Victoria 1693 913 | 54 PentiacCatalina 495 3.81 
4-d00r hardtop 2 495 2318 “56 Dodge Hardiop 9°5 #13 34 Pord sedan .... 485 341 
“S? Ford Wagom ..3.595 13.96 "56 Chevrolet "34 Plymowa 
‘>? Buke marétod.2395 1401 | sedan ...... lous 913 Haréwp ......+ 505 4.00 
ST Ford Victora 1.4695 13.19 55 Buick con ad Chrysier New 
ss? Se Soro Sardep 1.008 3.96 ible . 9% sos on Sedan... @95 $.11 
7 Ply uth 84 DeSoto S-dan .. 695 61a 
hare! 18 anecedl 295 19s 9 794 + Bu esdan «s 295 200 
6 $s Buick Riviere 695 513 53 Olds hardwp 495 3.8: 
H 995 s13 53 De Soto hardiop 845 796 53 Ford Victoria.... 495 3.8i 
rrr ler 2) riymeuth "32 Buck hardtop . 295 200 
Hardtop «.....- 17295 1191 9-Pass.Wegon 995 eis ‘bl Cadiliac sedan = 6485 381 


OVER 100 BEAUTIFUL HAND-PICKED CARS TO CHOOSE FROM 
OPEN MONDAY—FRIDAY ‘TIL ¢ P.M. 


DISNEY MOTORS 


fob a PVs UT 1-7131 


CREDIT APPLICATIONS 
REFUSED!!! 


Cash Down!! 


JUST MAKE PAYMENTS! 
NO SIDE LOANS — BUY HERE — PAY HERE! 


vou HAVE BEN in _BANKRUPTCY# 


OR HAD A REPCSSESSION OR TURNED DOWN ELSE WHFPE! 
All You Need Is a Good Job and We Can Help You! 
JUST CALL SW 5-2020, THAT'S ALL!!! 


Déty 24 Hours Sa‘sfaction Cusrenteed—FREE De ving Trial wit) Cechange Priv. eo 


ATTENTION HOME OWNERS—SAVE CASH—SPECIAL CREDIT PLAN j 





CONSUMER CREDIT LABELING BILL 889 


CALIFORNIA 


Los Angeles Mirror News 
Feb. 5, 1960 


Cars Galore 


Chevs — Fords — Plymouths — ~ wh. 
— De Sotes — Buicks — dine — Chryslers 
— Cadillacs — Mercs. — Lincolns — Packards — 
Studebakers — Hudson — Nashs — STATION WAGONS, 
HARDTOPS, CONVERTS, SEDANS, COUPES. 


$1 DOWN 


@ EVEN—if you have no credit @ 
@ EVEN—If you have been bankrupt @ 
@ EVEN—If you are a new arrival inlA @ 
@ EVEN-—If you have had a car repossessed @ 
@ EVEN — If you've been turned down elsewhere @i 


~ |mmediate Delivery 


| @-NO Red Tape-e 
| e-NO Side Notes-e | 
@-NO Salary Loans-e | 
e-NO Credit Needed-e | 
\ e-NO Furniture Loans-e 
'  @-NO Cosigners Needed-e | 
»  @-NO Collateral Needed-e | 


| WE HANDLE OUR OWN CONTRACTS 


Full Price Bargains | 





53615 O—60——57 
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| MARYLAND 


Baltimore News Post 
Feb. 5, 1960 





aa tea 
Sr 
NEEDED 


AUTOS 
TO 
CHOOSE 
FROM! 





* 
Any Car on the 
Lot Can Be Yours 
Take Your Pick 


ee 


Ti 


| ALSO TAGS 


NO INTEREST! 
FINANCE CHARGES! 
' * 

3s 





. USED CARS 

"The Werkingman's Friend” 
208 W. Beltimere Si. LE, 9-490 
| Nr. Fremont A ve. 
Dis ioe aia 





IN-DEL's | 





892 


KANSAS 





deintae 
oe 


sie a. ah 


* 
nai ae 


ey eS 


-— wine 
nn 


> 


Se ee a 


«= Cell Drexel 1-4144. 
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The Kansas City Star 


Feb. 5; 1960 







PAYMENTS 
FOR SIX 


MONTHS! 


TAKE A VACATION FROM ALL CAR PAYMENTS 
WHILE DRIVING YOUR BRAND NEW 1960 CHEVROLET... 


FELD OFFERS YOU... 3. 36 months to pay starting 
1. Highest trade-ins in Feld's in August, 
40 year history, 4. Low benk rate finencing 
2. Your present car need not thru Feld's own finance 
be paid for, company, 
THIS OFFER GOOD FOR A You buy at Feld, you pay 
LIMITED TIME ONLY. at Feld. 


Come le new. Open eve 
nigh? +1 9 p. m. ALL DA 
SUNDAY 


Service has mede this 
FELD EMBLEM famous fer 
over 40 years. Don't buy . - 
eny cer till you see whet 0 leet 

FELD OFFERS ot 812 
MINNESOTA AVENUE, 
Kensas City, KANSAS... 
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Lincoln Evening Journal 
Feb. 5, 1960 






whee oy 
oT0 





yp TY 


MEDICAL 
SALE 


| My Doctor Says, Sell These Cars Or |'m 
| Going To Have A Heart Attack 


| oes of Car 


| ‘59 


| 
59 
j 


+ "58 


‘55 


‘53 


153 
L. 


Plymouth 

Fury Hardtop Coupe. Yel 
low. Automatic Transmis 
aston Power Radio 
Reater, 
Tires Loo 


Studeboker 

Beda: & Cylinder. 4900 

ane Heater, -" te Side 
elle I 


Chevrolet 
TLmpatea Coupe, Biack 


Turboglide Reale, = Heat- 
er Big Engine 


Chevrolet 


Station Wagon, Radic & 
Heater Stick. Overdrive 
Ore yerner 


Ford 
Refar. Green. V8 
Radio & Herter 


Alr VB, &t ‘eke Overdrive 


Chevrolet 
Tudor, White & Yellow. 6 
Cylinder Del Ray 


Oldsmobile 


98 Sedan. Bive Gray 
dramatic, Radio @ Heater 


Ford 
Tudor. Black & White, 6 
Cylinder, Radio @ Heater 


Simca 


Wait he Side Wall) 


| 
| 








} 
| 
| 


(Green White) Bel | 


r. White | 


| 


Ry- | 


| 


(Biue) Heater. | 


Sedan 
White Side Walls 


Full | Down — 
Price _|Payment 
$2195) 
| 
$1695} $195 
$1995 
? ?| 2 ? 
$ 895 $145 
$ 595 $ 95 
| $ 495| None 
$ 895] $145 
$ 795 | $100 
$ 345 | None 
$ 295 None 
$ 795} $100 


16 Ft. Boot & Trailer, 25 HP ‘Engine. 
Take over Payments $50.00 Mont! 


WE HAVE 30 MORE CARS TO CHOOSE FR 


TERMS 


TERMS 


—PEP | 
| YOUR PRESENT CAR NEED NOT BE PAID FOR 


Payment 


iMonthly | 


Terms 


$50.00 


Terms 


$30 00 


$27.00 


$38.00 


$35.00 


$24 00 


$19.00 | 


$34.0 


M 


NO DOWN PAYMENT. TERMS AVAILABLE. 


PEP SINTON 2]Ist & O 
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| NORTH 


The Kansas City Star 
Feb. 5, 1960 





sie '60 PONTIAC: 
















7 FULLY EQUIPPED [ 
s Catalina - 
= wei tin | $4 788 : 
® ee oxi 
& 3 — INCLUDES ALL ff gm! 
€ tnd-nield Washer FINANCE a 
e Thee aie GHARGES 

e oi: Wee -- 
& © Gant Gnttets 2 FE Se THe @ Air Foam Cushions B 
- LANER-LEUENBERGER a | 
a PONTIAC 

=) 4238 TROOST LO. 1.2958 


a Bteaweei-- Everivrgs ord Sundays ae Bet ee 
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NORTH CAROLINA 


Charlotte Observer 
Feb. 5, 1960 


“LOANS THE MODERN WAY, 


Ronny eee for Doctor Bills — Income Tax — 
ability Insurance — Consolidating Bills 
and Other Expense. 


$25.00 to $500.00 


cash you receive 












monthly payments 


eee e mee we eee wn we oe oe oem ewe eo oe 
eee me wm oe em ew wee ee eK ee eee OO ee ee 


The above rates include ai! interest and 
insurance. NO HIDDEN CHARGES 


MODERN FINANCE CORP. 


; 326 S$. Tryon St. 
ED 2-502! ED 2-5022 
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GN SRA SURPY .Bhee | 


Seiitianiin 
TRADE DOWN 





Re 8S. 27 

% GET OUT OF DEST wa 

j ® REQUCE YOUR PAYMENTS Chairme 
| CONSOLIDATE YOUR BILLS bee 
t > OUT-OF-TOWN, CALL COLLECT J” 3 | 14, 1960 
SHOP * , . +4 is . ‘ i In su 

t INSIDE ECONOMY AUTO SALES — : er 


baaae E. WASH. ME 2.1388 3 PAY BILLS of the t 


. or borr 
RT SREB OPEN EVES. “TIL 9 S54. sale abil IN ONE PLACE to the ( 


| Consstidate ail of your bdilis int 























| taleniment cemouny ‘tn Curaiogs Co excerpt 
The Indianapolis Star [12 S:8:000"seithe cmpmente tak are sional } 
Feb. 5, 1960 [itunes Spey ata poetem| = and eff 
|For, a8d, Pagaty Te “For 
Ne’ co-signers of collar oral “seals case of 

We are oF o& nan come : 
- ai eae Rae tell hir 

117 CL 2-33 @ mont 

| DO YOU NEED HELP : 

| pid, ae Jeet new hom ream 

THE SMART WAY 2 Sate re erat ‘Ba 
pat To B a est ime i bet wee 
TO PAY BILLS | Mir stons say $2 

I, CALL 1-5834 aml 

inmancing - RA ~ _upervision 

Diverse your crediters; grevp your bille with ua, with peyments hi ers c- ne woronteeci| case, 2 
the? M your peckethook regerdion of how much or how mony ye | HOME. "OWNERS AID | “Thi 
yew owa Ne sacurity of endorsers required. < NEED MONEY? small- 
Ie urn Your Accoont va ‘ ‘ 
| NOT A LOAN COMPANY —ONLY ONE PLACE TO PAY 4 | Ine ond Judgments. te "Url ee 
| s cou acta an ieee ee 
FAMILY BUDGET SERVICE, INC. | HEAD MERCANTILE & || vould 

928. West deftenen ®. | COLLECTION SERVICE | thane 

en eae : ae thes! |. ISTE Schofield Bldg. | small- 

eat MAI 1-7562 Une 

eral, | 

The Louisville Times ae 

Feb. 5, 1960 Cleveland Plain Dealer coma 

Feb. 5» 1960 are d 

Neve! 

of bu 


even 


| SAY SCAT, TO SCATTERED BILLS | small 


With a Paydebt Loan It | 
and | 

® reduce monthly pmts. and | 

_ © just one place to pay. ste 
| © even get extra cash. | | On b 
| Th 





| | Dial CE 3-1304 now | "3000 | 
| me Murphy Plat nc 40 | 


7 N. 47H 8ST. — MOORMEAC “SLIM" GROTEWOLD, MOR) 


Fargo Forum & Moorhead News 
Feb. 6, 1960 
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SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, May 9, 1960. 
Re 8S. 2755: To assist in the promotion of economic stabilization by requiring the 
disclosure of finance charges in connection with extensions of credit. 
Hon. A. WILLIS ROBERTSON, 
Chairman, Committee on Banking and Currency, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR ROBERTSON : Further reference is made to your letter of January 
14, 1960, requesting my views on the captioned bill. 

In substance, S. 2755 provides that a seller or lender must supply the customer 
or borrower, as the case may be, with written notification respecting two aspects 
of the transaction—(1) the total amount of the finance charge that the customer 
or borrower is contracting to pay and (2) the percentage that such amount bears 
to the outstanding balance expressed in simple annual interest. The following 
excerpt from a newspaper article inserted by Senator Douglas in the Congres- 
sional Record on January 7, 1960, in explanation of the bill, illustrates its purpose 
and effect : 

“For a closeup glimpse of the effects of credit labeling, take a hypothetical 
case of a customer buying a high-fidelity phonograph on time. The retailer may 
tell him simply that the phonograph will cost $250—a $50 downpayment and $20 
@ month for 10 months. 

* am * * a - ” 


“But the labeling bill would require the retailer to disclose the breakdown 
between the cost of the phonograph itself and the finance or carrying charges— 
say, $230 for the phonograph and $20 for financing. More important, the retailer 
would be required to list the actual interest rate on an annual basis—in this 
case, 20 percent. 

“The bill would work much the same way if the hi-fi enthusiast applied to a 
small-loan company or a bank for enough money to buy the phonograph. Assume 
that after plunking down his $50 downpayment he borrowed the $180 at 6 percent 
interest, to be paid back in monthly installments of $15.90. Since the borrower 
would have the full $180 for only a month, the true annual interest would not be 
6 percent, but a little over 11 percent, and the 11-percent figure is the one the 
small-loan company would have to present to the borrower.” 

Under existing law, small business enterprises must cope with a host of Fed- 
eral, State, and local regulations governing such matters as licenses to do busi- 
ness, computation and payment of taxes, relations with workers, insurance, plant 
sanitation, plant safety, product safety, product labeling, advertising claims, 
competitive practices, pricing practices, stock issuances, etc. Many of these rules 
are doubtless necessary or desirable for the, protection of the public interest. 
Nevertheless, each of them has increased in some degree the difficulties and costs 
of business operations. In the aggregate, they constitute a heavy burden on 
small coneerns. I am reluctant to accept any proposal to increase this burden, 
even slightly, unless the need for such action is clearly demonstrated. 

It is in this light that I view S. 2755. There is little doubt that some sellers 
and lerfders are deceiving their customers and borrowers by concealing interest 
and credit charges. Nevertheless, I am not satisfied with these reprehensible 
practices and the evils attending them are sufficiently widespread to justify the 
imposition of an additional restraint on the entire small business community. 
On balance, therefore, I do not favor the enactment of the captioned bill. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, : 
PHILIP McCCALLUM, Administrator. 
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TILO ROOFING Co., INC., 


Stratford, Conn., March 31, 1960. 
Hon. Prescott BusH, 


Senate Office Building, Washington, D.C. 


DrEAR SENATOR BusH: Newspaper and other reports reaching us, concerning 
the current hearings of the Senate committee dealing with the subject of alleged 
need for contr’ 1 of consumer credit, give us the distinct impression that many 
of the Senators do not understand what “interest” is, and the relatively small 
part it has in the complex field of consumer installment credit. To compare 
interest rates, on loans secured by mortgages or collateral, with finance charges 
on consumer installment credit, is a vain effort to compare fundamentally dis- 
similar objects, a comparison which does violence to the basic concepts of 
finances and financing. 

It would be well to point out to those Senators and to others inclined to con- 
sider finance charges as synonymous with interest that the services and expenses 
involved in the acquisition and setting up of consumer installment credit, in 
handling the small frequent installment payments, in following for tardy and 
delinquent payments, and the expenses of collection efforts and the substantial 
risk of loss involved, in addition to the interest expense in obtaining the neces- 
sary funds in the primary money market, all add up to total expenses of con- 
sumer credit far in excess of any concept of simple interest on a loan. 

We feel that the current campaign to put consumer credit under full Govern- 
ment control should be resisted in the interests of broad economic needs and 
requirements of our Nation, for any substantial curtailment of consumer credit 
would be highly detrimental to business, employment opportunities, and living 
standards of our people. ‘ 

We earnestly solicit your serious appraisal of the erroneous reasoning and 
fallacious arguments of those seeking to impose Government controls both 
unnecessary and unwise. 

Very truly yours, 
R. J. Tosin, 
Chairman of the Board. 


Senator Proxmire. The hearings are closed. 
(Whereupon, at 2:40 p.m. the hearing was adjourned. 
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